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P.C. 1680.

6ERTIFIED COPY of a Report of the Commâttee of the Privy Council, approved by the
Deputy of His Royal Highness the Governor General on the 18th 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 ôrder 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 further submits that the inquiry should have reference t o
the following matters :-

1 . The general problem of transportation in Cariâda .

2 . The status of each of the three transcontinental railway systems, that is to say,
the Canadian Pacific Railway Sy,atem, 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 capacity for handling business ;
(c) 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.

r

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 operation, whether in
connection with the Intercolonial Railway or otl érwise.

4. Generally speaking, all matters which the membe,rs 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 Lup;ley 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 chairman ;

I
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That the Board be constituted under part 1 of the Inquiries Act, and that it sball

have all powers and authorities which could be conferred under the authority of that
Act as amended by chapter 28 of the Statutes of 1912, intituled an Act to amend the
Inquiries Act ;

That the Provincial Governments be respectfully requested to afford to the Board
any necessary information and co-operation in the inquiry ;

That all the deparhments of the Government shall afford to the Board and to all
persons acting under its authority and by its direction all such assistance and <b-opera=
tion in the inquiry as the Board may desire ;

That the Board of Railway Commissioners for Canada, the Commisston 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 possible
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 BOUDREAU,
-Clerlc of the Privy Council.

P.C. 2567.

CESTnmn Copr of a Report of the Committee of the Privy Council, approved by His
Excellency the ddrninistrator on the 21st October, 1916.

The Committee of the Privy Council have had before them a report, dated 19th
October, 1916, frôm the Right Honourabie the Prime Minister, submitting that Sir
George Paish has resigned his position as a member of the Board, appointed by Or-der
in Council of the 13th Jul.y, 1916, to inquire into and report upon the general problem
of transportation in Canada, etc.

The Prime Minister further recommends that William Mitchell Acworth, F.squire,
Gentleman, of London, England, be . appointed a member of the said Board of Inquiry
in place of Sir GeorKe Paish, resigned.

The Committee concur in the foregoing recommendation and submit the same
for approval.

RODOLPHE BOÜDREAU,
Clerk of the Privy CouncsZ.

10
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To His Excel.lescy the Governor in CounciZ

The Report of the Royal Commission appointed to consider the general problem

-of transportation in Canada.

MAY IT Pr.assx YoIIa EamLENar:

We, the -Commissioners appointed by Order in Council dated Jul,y 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 :-

L 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

th 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 capable

of performing in the general scheme of transportation ;

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

(c) Methods of operation ;

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

(e) Connections in the United States ;

(t),Steamsbip connections on both oceans ;

(g) Capitalization, fixed charges and net earnings having regard to (1) present

condit,ions, and (2) probable future development with increase of population.
, .~

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 operation,
whether in connection with the Intercolonial Railway or otherwise .

t Generally speaking, all matters which the members 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 01-health,
unable to serve on the Commision, and on October 31, 1916, his formal resignatiop
was received and Mr. William Mitchell Acworth was appointed- in his plaee . 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
npwqrds of 10,00 0 miles, visiting all important points from Halifax to Vancouver and
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Prince Rupert, and taking the opportunity of - meeting and conferring 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 local conditions.

We have had a physical examination made, in such detail as circumstances have

permitted, of the railw~,vs 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-
dig A .

In addition to the inforniation whiqh we have obtained from our own inquiries

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 inNew York

for discussion of the remaining matters referred to us . We have taken the situation
as it is, and find ourselves in agreement as to the necessity for constructive aid to

hring the railways through the present crisis. We differ, however, as to the extent
and method of Government help desirable, and as to the inereâse and cha,racter 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. all . SMITH,

H. L. DRAYTON,

W. M. ACWORTH.
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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 ." Under 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 a 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

genefal conclusions at which we have arrived, we sketch in broad outline the scheme

of readjustment which we recommend for adoption, and then indicate the manner

in which, if and when our recommendations are approved by the Government and

Parliament, those, recommendations should be brought into practical operation .

PARTI.

CANADIAN RAILWAYS.

][il.eage, Capital and State Aid.

On dune 30, 1916, the operating mileage of railways in Canada was officially

reported to be as follows :-

In operation, miles of first main track (less duplications

through trackage rights) . . . . . . . . . . . . . . . . . .

Under construction, according -to official reports and

Miles.

37,434

3,150

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 Bingdom or France, with populations,

-respectivel.y, 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 300,000,000 people .

909---a
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It is only slightly-behind Russia, with a ver ,y rapidly growing population
,
of 170y000,000 .. - ,. . . , ~. . .

Putting _Canada alongside countries "rriore nearly, comparable, we find that Au
.
stralia,. . ; . , .,, . - _

with
. . . , . . ,

an area - roughly corresponding to'- that' of Canada, ' has 18,290 miles = of ' line for. . .,
5,000,000 : inhahitants: Argentina - bas , 20,29a miles f or ` the same population ; - - Totake '. a . . - , . . .-- yet"anotherçomparison, Canada' hâs'nearly one-sixth of the`"rail way~mileagë of-,- th©-
United 'States ;,': it has less-than one-foûrteentli of the populatiôn . - Evidèntly; judsed ,

- byithe standards of-other , countries, thé railway, mileagâaof Canada' bcars a' verÿ higli ,
ratio - tô,the population .

, . : , • . , ., ..
ti` ~e . m`ay: put the same ; thing in another`way. .The growth ` of the mileâge, has

far oùtstripped the gr'qwtli of the- pop In 1901, with a population Of 5,371,315,, . . .
Canada Aâd .:18,140 miles 'of railway in operation ; a roughly, a,.' mile, of railway for
every 300 inhabitants. In 1911, the population, hûd incréased ° 34 per cent to 7,20G,G93 ,- .~, . .. _ ,
while the mileage-had .increlsed by 40 per'cent to` .25;400 miles ;, a mile of railwaÿ .to =
every{ 284 - inhabitants . Since" 1911, the population - has, it is : understood, not much ', . .-. .. . Æ .
üjcreased, but the railway , milengo open and ° under construction has grown to 40,584
miles . In;other. words, 'Cana`da - haa.to-day,'taking the present population as 7,500,000, '
only, 185 inhabitants to support each' mile of railway. ,Taking' . tho ~ four Western

-Provinces byy`.themselves, there are ônly' two-thirds of this .number for each' mile of, ,
i .raihcay. The United Statës~ bave :400 inhabitants per mile of line ;' the' United

Kingdom, 2,000 ; Ilussiâ; 4,000.'^ Even Australia hAS 274 inhabitants for each mile of. .. _ . , . : . .railway ; Argentina, 238. . And Canada has, what none of these other countries, have to, , . . , . .
a comparable degree, tâ magni fi cent internal system` of , natural rcaterways, which must
âlwâys, so' far as can now ..be foreseen, carry it vers large proportion of the total traffic.

.,Of course, if" mileagobe tak,en , in relation not to population but, tô area, Canada, so._ , .
far~from being at the top, comes far, downa in the scale . But area'means Potentialities,
not actualities . Population alojiô can supply traffe.: - That the railway; mileage alrend3r-
`built will be insufficient` for the Canada of the° future, • zre doubt not .` The question_ . . .. ~ ._ . ,. , .
which coneerns to-day is ,the' relation'of eaistino mile.ago to the eireumstances` of the,,', ,

These facts are fundamental, and must be steadilyrbornQ in- mind in âny"con-
sideration-of the future of Canadian railcrnys.

: present and 'the, proximate future.

APportionment of Mileage. `, . ~ . -
~ . -_. :~ . , . ... g . w . .
Of the mileage 'owned and in operation on June 30,191G :(1) Thcre usera in. tlie~

handsof the . Dominion Clovernment :-

. , . . 1I11ea.
~ Intercolonial . . . : . . . . ' .` .. . . . . . . t . . . ,

.
. . . . ° . , , . . . . . . ` 1,i1 ~ `,, .

Prince Edward Island . . ; . . :. l t . . . , . . 1 • .
.

. . . . . . . . . . . . . . . : . . 2 ï 5. ,, .r . _
Transcontinentnl . . . . e à au 00 a* et 00 . . . . . . . . . . . . 1,810

3,5J0
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(2) ' .The - mileage (excluding trackage-rights)w of the four large -privatei ,operating

systems was : '.

Cânadian Pacific . . . .

.Canadian Northérn ., .
Grând Trunk : . .'.y . .

Graüd'tiTrunk PACific-

bllles.-.

12,900. . . . . ; . . . . ." . . . . . . . . .

. 9,648 ,
: . : : . . : . :' . : `. . . .`. : : . .' . :` . . . . . . . ~. ; 3,556: -, .. , .. - ,.~ _ .
(excluding Branch Lines `Co .) . : : . : , 1,9". .. ~ . . - , _ t. , . . . ., .

- 28,068 '
- : . . . -.. „ÿ . . ._ . . .

(3) There were operated by ôther ::companica nnd Provincial
, . . . . . .~~ .

Governments : ., . . : : : . : . . . . ,

:Included in the milênge of "Othcr Companies "is the following mileage operated. - . ,e• . . . „
ôr controlled by- United . States corporations.' .-,-

'Great
M . Düles. .

; .
= Northcrn . .~ : 0 4 . 00 . . . : ~ . . : : . . . . . :~ . : ~ . . . : ~575 ~

~~ _ . . ~ . • . .,~• .~ . .a : .° ~. : : : . ." : .~~3f ichigin Central -: . . . . . ,: 381 .

New York Central . . . . . . .'' . . . . . . .' . .` . : . . . . . . . . 1031
. . . ..~, . . . . 41Boston and 3 inino ( iiicluding 3 iaine Central)', . 0~ , .

Pero Marquetto : :, : . .~ . . . ~ . .°, . :~~~ . : . : . `. . . .". .' . . ° .~ . . : . .199 . .

1,299

This is more han counterbalanced bs ' Canadian : companiesmileago in the

United States, as'follows : '
. Y • ..

PropriPtary '

- ~. - ,
. . . . . .Canadian I'Acific : . ~ . . . . . . . .,` . . .

Grand Trunk : . . . . . . . . . . . . . . . . . . . . . . .
Canai ian Northcrn . . : : : . . . . . . . . . . . .

. . . . . .
. . . . .
. . . . . . .

145

4 4
18J

M Revenue, (lross and Net :

Con trolleii .

4,771
1,8G8

6,G~1

.

Total.

9,933
1,Sfi5 °
:'

7,P11-

. - , ,
For the year ending June 30' 10.16, the gross earnings of the railnass.reporting to

the Depnrtmcnt of Itsiil«a y s and Canal s, which yinclude, in addition` to - Canadian

mileage, the proprict ary and leased, but not the controlled,` mileage of Canadian com- ,

of rond operated othcrw ise than under trackagc rights.

, Lewcd . =

panies in the United Stmtes, .trere $261,8S3,6 5-1 , or practically $7,000 (g6,907) per mil e

1 This list 1a, not exhaustive and only gives important companies.

2 These lines are essential parts of the parent systems, but organtztd eeparately for tnter-

natt Rnal reasons.°,
, , . ~. . . .

20g-DI
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For the principal systems, which : together are responsible for* S71 per cent of the

total ea.rnings, the gross operating' recenues per mile operated during the year were

as follows .

Road .

Canadian . Pacific. . .
. Canadian Northern . . . . . A*. . . . . . .. . . . . . . . . . . .

Grand Trunk . . : . . . . . . . . . . . . . . . . .. ,. .
Grand Trunk Pacific (excludcng B. L. Co.) : . . . .

. . . ... • • •. . . .;• .•Trangàontinental . . . . . . . .. . . .. . . . .
Intercolonial . . . . . . . . . . . . . . .

;Operàting
ftevenuh.

.- s ..
121,G5 1,571`
35,4îG,275 °39,155,04 0

G,9G3,188
5,798,51 6

15,G8G,GG2

Average mileage
{including -

trackage) oper-
ated during
the year.

- Per mile ofaverage mileage
o perated,

during year .

s
3.6 7

,10,983-.3,333
w~

10,101

The net operating revenues-'ana the " average per , mile opcratc

were as follows :-

Road .

. .. .
Canadian Pacific . . . . . .` . : . . . . . . . . . . . . . . . . . . .. . . . : : . . . . . . . . . . . . .

. . . . . . . . . , . . . . .Canadian Northetn . .' ` ` .
Grand Trunk : . . . . . . . .

g B. L.
. . . . . . . . . . . . . . . . . . . . . . .

Co.) . . . . . . . . . . . . . . . . . . . . . . .Grand Trunk Paci6c 7(excladin .
.Transconti nental . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Intercolonial ' . . . . . . . . . . . . . . . . . . . .. .

during the year .

Net operating
Revenue.

s .
;P,,310,743
1J,= 08A
10,3T3,0^7,
1,OC,0,3IG ,

429,4552,363,478

, 'Per mil0-()faverage mileage
o 1wratecl ` ,

duri ng year.

. ,
-~ In addition to " the revenues from rail transportation, and ` services incidenta l

thereto, the' Canadian Pacifiè reported 'revenues from boat lines, commercial ` tel o-
graphs, hotels, and news departments of $ 22,831,095 gross and $ 0 ,034 ,310 net.

•Investmént in Road and Equipment .. ,. ,, ._
At the close of the year ended June '3`0, 1916, ,tho inrestmen V inromd und equip-

mént as carried on the books of the companies or the Government was as follo ws:-

lkiok value of
tcx►d and

rrluipment.
..~~

Canadian Pscific . . . . < . . . . . . . . . . . : . : . . . . . . . . . . . . . . . .: . . . .
Canadiaa ~Torthern . . . . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . . . . . . . .
Grand Trunk . . . . . . . . . . . . . : . . : . . . . . . . . . . . . . . . . . . . . . . .: . . . .
Grand Trunk Pacifie (excluding B . L Co.) . . . . . . . . . . . . . . . . . . .
Tranncontinental . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Interoolonial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . .

1 .9 1 f~ 1 19,(* 3

Mile* oxrteci

z"wt'i

['rr rnik :

î 34 :~ ."1
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' 4_The book ~ value, of road and equipment , . is not y to bel regardëd as accurately ,.repre-

sénting thé actual cost of thé property. . ." Cqt of road and èiluipiuent," üs, set { up
. .w . . . , . .,~ . ;, r . _ .

on the books-,'o'f a compûny, frequently represents,not the actual ' cash ôutlay .buti -the
_. . . . . _ . . . , _ ,

parr.value of ,thè bonds and - shtïrés .which have been issued tô obtain cash or property .

" .Côst of ~ roâd and,' equipmént" may ' therefore include the par calue of securities
~ . • . . ~,, . . ^ . i , . , . , .,.

.issued to "obtuin money for intérest durin g construction, discounts on securities' sold, .

::.and,
.

other items not strictly construction' cost . : And it may, include sums to off-set'
the par Ÿnlue of securities'which. .have been issued for other than a cash consideration .

_y . . . - . . ~ ;

. For -esnmple, the Grand Trunk Pacifie'-has .$25,000,000, and the Cznadian Northern

has :$100,000,000r of ordin~ïry stock ` outstanding, lieither' of which issues representsR
.. ,, . .

f•morc thnn a nominal sum of :actunl cash paidin. On the other hand, the Canadian

PAcific rRailway , accounts shows-. that this "company h asr' rcceired premiums Y of
.. y a .. . .

$45 ,000,000 ~ ûpon , the $260,000,000 of ordinary stock sold. - These x premiums. - are

invested in the general assets of -the company in the' sanie manner as the , proceeds

of .the stock 'itself. .- . ~
:. ~, .

. If thesums mentioned for tlie Grand Trunk Pacific and Canadian Northern bo, , .

.deducted from`,th^e book, âccount "cost of rond and. equipment," r the statement
. . . ., . .. , ~. . ,

becomes t- . '

Canadian :V'orthern . . . . . . . . . . : . . .". . . . . . . . . . . . . . .
'Grand Trunk Pacitïc . . : . . . . . . . . . . . . . . . .,

Cu~•t of, road
and

equipment . r

8
391,1G9.130
167,312,218

Return on Capital .

'Xll l

Average
per mile.

S
9,002 " 13, î £fi
1'9G2 ' . 8:, ~►; ~ ,

, _ . . _ ~ . Æ : . - . . .
° The nét operating revenues have nlr+eÜdy .becn stated. Taking in taxesy rent s, and

similnr items,' which relate' to"  operation, the relation of thei net operating ihcome to

cost of road and eciuiPmcntFcomes out ns'follon-s :-

I o,ul .

Can .tzliaii Pacifi e
Caruulian `orthcrn . . . . . . . . . .. . . . .. . . . . . . . . . . .
Grand Trunk . . . . . . . . . . : ... . .. . . . . . . . . . . :
Grand Trunk Pacific (excluding b ranch linea )

TrrnnKoontinent.il . . . . . . . . . . . . . . . . . . . . . . .. . . 6 .
. . . . . . .Intercolonial . . . . . . . . . .. . . . . . . . . . . .

. . ;

Netoperatingrevenue.
Net rent.x,

hire ut - l > '
enuirment.
taxi e, etc.

3
«100, 4 77 Dr.
1 ~;1,4G.h nr.

4G0,J`(t Î)r. $
-1.193,W Cr.

( FAti niatext )1,371 .070 Dr.
1Gr,311

Tot al.
Per ce nt

on propertq
irne s tmPnt ., 4

Deficit.
1' &R ,

W ith thc excertioii of the first-ns+mmed railroad, the return is so low as, to n#iord .

fürtlier support for therYrie %r which we have suggested, that the country bas built mor

e rnilroad3" thnn can be justi fied onrom inercial groundg. e
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Government Aid in General .
.

J .. •
• • • ; . ~ ~ -

The geographical lrlocation and climate 'of ~ Canada°are suchthut easy communica- ,
tioni wxt l~ the settl~d districts had to be estâblished beforé any larg~ é permanent popula- ._ . _ . :__, . . .. . . ., -T _. . .__ . .tiou could find mean~ of support iri the 'newércou.ntry . ~Pithout railways the rich grain-.. .

.- .. . . , .. e.. .Y

giowing provinces of the -~Pest ;would . have remained â:huntingi~nd £trâpping district, -., .- : - . , ~ . . . . .
or at= best a 'grazi ng section, because -it would ' hâve' been, impossible -to get out the .; . . . . _.~. _ ,
gr in which cônstitutes the chiéf product of those provinces . - , The•=peo~ie hâve lieen,
.liberal in romotin

..~. - .. , . ,
p g railway building - in advanc

-
â of their profitable operation :' on .: a

;-commercial' basis. • Great grants ôf land have bèen~ givén to the t~ô principal . sÿstêms . .
in the West. But withoutthese erailwâys the land would have been practicallÿ valu--

~, . -
; . .. .

..ess ~Vash aid .hâs also beén voted liberally: The tôtal for . this pürpôsë . up to June~ .
30, 191 6; is ~ëported As $116,000,000 by the" Dominion ' Government, 'about $30,040,000 ;~ . .~. r.
by thé provinces, and :$12,000,000 by municipalitiés . ~ The - Governments, both National. ; . , _ . _ r, _. _ . . ~ .
and , Provincial, 4 h~ave ° fre uentl ~ . .` ~ _t .. .q y. entered directly upon construction projects when.private capital , could iiôt be found ; as for instance the' Domnion Government in the. . a
case of the . Hudson Bay Ifailway, ' and the Ontario Government in the ''case of the_ . _ .. , _ . .
Tenïiskaming and Northern Ontario. , Theÿ bare also ôften e.~tended°large sts`sistance
to private companies . by direct loâns, by purcbase of their securities, ,. and . by guar- r '_. . , . _
sïntees:' "

.
These have srown° to large sums . . By• fûr the largest part, though not all,

of the aid of this kindrtisto bè - found in-.the principal sssteins.' '-ZVe give : the detail . ". . . , .
as fo llows :=

Government Aid to Canadian .Northem .

Provinces . . : .~ . . . ° :`. . .` ._ . . .` . . ., . . . . . . G,821,i2•1
lfunicipalities; iG5 i0} :. . . . .' . .• . . . :~ . . , . . . . . .. k - : '.. . . ... .. : . . . , ., .

$38,874,14 8

Aecording to the reports of thé Statistical Bûréau"of_the Departmént'of Raihvay$ -
and Canals,,the roads composing the Canûdian Northern Ssstem had received assistance
up to June 30,191G, as follovcs :-

_ > , . . . .. ,~ .(1) Subsidies
.
.

'Paid by Dominiôn Government. $31,236,7ry0
. «

The :total amount reported . by- the Cana
upon the ~ foresôing account, is $33,917,175.1 The difl'erence is .eaPlained by the, fact, . . ._ , , . .

. that the Government reports comprise aid granted to compauics now, included in the
-Canadian Northern System -prior, to their inclision . . •.. . .. _ . ,, . . .. . .

I
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(2) - Land Gran ts :'

Locatiom

Scotia . . : . . . . . . . . • . . . . : . . . . . . . . . : . .. . . . . . . . . . . . . . . . . . .No v a
Quebec . . .. . .. . . . . . . .. . . . . . . . . . . . . . . . . .. • : . : . . .: . :: . . . . : . : . . . : : .:

. . . . . . . . . . .OntarW .
. . :.

. . . . . . .'
Itianitoba, Saskatchewan,'Alberta . . . . . . .. . . . . . . . . .. . . . . . . . . . . ::

Received .

Acres.,
150,000 .
402,860

2,000,000
-4,002,848 .

6,555,708',

Xv

Of which sold .

Acres.
- 150,000

' 3,159,720

3,309,72 D- '

Amountf realized from land sales, $1 6,G03,295. ;

The comparny, appraises its unsold lands at ,$1J,885,485,- present V~alue.._ . " . ~

. , , _ . . . .
.(3) Guarantees:'-As at' Jûne 30, 1916, the company - had - outstandins secû'rities

, bearing the guarantee of.the Dominion or Provincial Giorernménts ., as f ollows :-== '.. .

uarântce i by

~
. : . . . . . . . . . .. , . . . . . . . . . . . . . . . . . . . . . . . ...Dominion of Canada , w . ; . . .

Province of Alberta : . .. . . . . . . . . . . .. . . . . . ... . .. . . . . . . . ... . . . . . . . . . . . . . . . . . .. . . . .. . . . . . . . . . .. .. . . . . ... . . . . . . . . .
.. Saskatchewan. . . . : . . . "

.
. , . . .

.
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. , . .. ,..: r ~3 fanitoba . . . . . . . . . . . . . . . . . • . .• .• . .• .•• • . . .• . . . .• . . . .• •• . . ..• .,• ... .• . . .• •

.~' '• Onta rio , : . . . : . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . .._ : . . . . . . . . . .. : . . . .
. . . . . . . . ". . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . ., . . . . . : .British Columbia .

Par value.

104,613,217
18,930,3BL'
14,762,5 1 6
23,5t►1,8rz .

7,8,•,9,J:17
3:►,953,124

211,641,140

, ;. , ~ . . ,
The foregoiug rePresents the bonds rçPorted by the company, as guarantcëd and

outstandins : , Provincial reports indic a te that àdditional guarantees ha ve - been made,'-'
especially . by Alberta ` and ' Saskntchewnn. These` presumably are rclated to mileage :

on `Nhich ' the suÂrnntces have not yet been + earned. Some of - these . projects '' are. .. . . . , -• ~,_
npparently in abeSnnce, and may pcrheps be nbandoned .. . . .; . . , . .

.. . . . .. ...._
. . , -

. e . '-.. . c . . . . t . ... .
.- . . . . ..

.. .
. ..

(4) Loans :=T•héCànadian . Northern has had direct' loans-from the Dominion-
. , . . , , . , .

Government :-- -
July, 1J11, secured b y mortgnge . .' . . . . . . : : .

1
. . . . $ 853,1GG . .

October, 1 914, secured by- deposit of . $1",500,000 of -4 .
per cent Government suarànteed debentures, in•

, _ ~• . ~. .
cluded in above mortgnge . : . . . . ' . . . : . : . . ~. 10,000,000

M ' , ..
June, 1916, secured by mortsAge . . . . . . . . . . . • . . x 15,000,000

-25,S58,160'-
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Summary :

Subsidies . . . . . , . ~ . .
. . . . . . ' :`. .` . ~ $ 35,874,148

.

, .°
Land grants (sold, $16,6a3,295 ; rPalized on môrtgage

$17,776,514) . . , , , , : . . . : • 34,37 9,809

,Cash' loans (interest• not being pâid) . . . . . . :p . .-• . 25,858,166 ,, . ,. . . , -
Securities güaranteed . . ' . . . : : . . .-:1211,641,140 .
Less Government gu aranteed debentures

held as côll ateral . .
199,141,140

- . . ., . . ._ _
Total public assistance; direct and 'i n'direct ...'. $298, 253,263 '

. .~ . . .. , , . .. , .. : :__ . , . .. . . .
The company has . not -realized : par -,salue for all, the' securities g uaranteed ;'

$60,252,700 par value are.pledged as collateral 'security for joans, of which $10,000,000 't _ . . . : . t . .. ., : .
have- been ; as,, stated, above,' lent by the Gôvérnment ; the balance

,
has been lent by.

prüvate investors .

Qovernment - Aid,to .Canadian Pacific . ' : ,

4

.

Some timo prior to-1880, the Dominion Government undertook the construction of. - , . . .
a road that was designedJto be a link"in a transcontinental line.- In that ycar tho - Cana-..

`dian Pacifië Railway Company was orgsinized for the purpose ' of completing the line•. . . ,. , .
-The assistance given to the company bs the Government comprises the following. , _ ._ , . , . .. , . .. , . ., . . . . .

(1) Railroad handed over.--T he cost of road . And survess made by, the Govern- .
mént,ment, 'and tûrned over , to the compan y free of cost, was '$,37,165,320. ,. ~. . , ,. . _, „, .

._ , .
. ~. .r.(2) Cash aid : `. ,. ,

, , . . . . . . ' ✓ ` Y. .. , . ... . ~ i : . . .

; µ~rt " By Dominion Gôvernmcnt to Canadian Pacific Itailway
Company- . . ., . . . : 00 . . . . . . . . . . . : . . . . . . . $30,259,313

vBÿ Dominion Government to subsidiary companies . . : . 13,129,873
~By` Provincial Gorernments ` to Canadian Pacific T{ail-

I • scaÿ Company . : . . . : : . . . ' . . .: . . . . . . . . . . 412,878 v. .
Z__ By Provincial Governments toµsubsidiary companies . . 12,016,257

By municipalities to Canadian Paci6c Railway Com-
pany . . . . . . : .. . . . . . . . . . .• 1 . • . . . . . . . ' . . . . .`4fr1,i61

I'~p municipalities to subsidiary companim . .-` . . . . 4,C.;2; i 220
By Dominion,Government (by purchaseback of land •

x
prcriously grantçd) . .. '. . . . . . . ., . . of . . . . . 10,169,52 1

.~ ~ .z , .. . .,r . . . ... . ,.._ . .. . ' . '.
. ... ~~~~~ .a$1~~135,W5 ~

.

Deduct loans since repaid . . . `' . f 4w ;G74. . . . . . . . . . . . . . 2 ,

Total cash aid . . . . . .. . . . . . . . . . . . . . . . . . f 6 4. , 9 0 5 , 4 81

'~ r
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(3) Lând ,grânts :
Acres.

. By Dominion k,(excludins ' land repurchased) . . . . ` . • 21,6 34;190
` G,38$,998. : . : . .' . , . , . . : : . : : . . .By British Columbia . .'

28,023,18 8

Land sales to'June 30,191G . .° . . • : . • . . . • . . . • : • : " IG,541,05G' .'

XVll

- .Land stillin hand, acres . . . .' .' . . :° . . . . . . . . . .{, . ,' 11,482,132
. . . • 1 . . . . • -.. . .

Proceeds of lands and townsites to June 30, 1916, $123,810,124

The éon~'s réport , for , June. 30, 191 6, shows net proceeds from land, sales as

$68,255,843 . ; The 'di~Îerence, it is understood represents expenditure by the companÿ .

for development projects, irr igatiori," botels , etc., and, in some cases, div idepds.
, ; m . . . . . , .. . . .

The unsold-lands of , the company are carried in its,accounts at $119,250,000. ,
SuZnmary :-' .

. ~

20 • 45 37,795o
Completed road and surress, cost Government . . • `

a .. ' GG 905 481:..
(riash subsidles .". • . ' . . . . . . . . . . ' . . . . : . . . . : .'. , ,

• _. , . . - ~Y . .
123 >810>12-t :

. . . . . . . . . . ,Lands sold . . . . . . ` . .' . : . . . . . . . ::

W. . $ . . ,
Total , public assistance, direct ,and indirect . : µ . • • $228,5PO ,0251 . .. . . . . , ,, , . . , ., . >. . . . .

Further, indirectly, the r Canadian Pacific has had . Gorernmént aid the 4alua ôf

which cannot be detérmined, such as right to~takcs public land free for railway pur-

poses ; various loans (since, repaid) ; .' certain exemptions from, tï~ces ; admission of

~ . . . . . :
orisinal construction material free of duty ;' and other concessions.

, ~ ~ . ~. .
aovernment Aid to Grand Z`runk.

~~ . . . ., :
; According to Gorernment reports, the roads now comPrised in the Grand Trunk

, . , .
Itailw ay Company's undértaking hare received aid as follows :--

tx (1) Subs,idies: , . .

` :
. • $ 3,423,0 9

Dominion Goccrnmcüt . . . " . . . . . • . . •• • • :° . • . . .
~

Provinces . . . . . . . . y. . . . ~ . . . ` . . ~'. . . . ~ . . . . , . . . . . . 4,077,2.3

3 Municipalities . . . : . . . . . . : . . . ° . . . : . . . . . . . . . : .. 5,50`',128

w 13,003,0G0

(2)~Loan : .
.

The Dominion Goti crnmeut made to the Grand

Trunk Railway Company, many y enrs ago, a loan,
;

; . . `~(interest on which has never been asked for or

paid), nmôuntins to . . . . . • • . : . . . . . ~ . .k
. r, g1 5,142, 633

Total . . . . . . . . . . . : . . . : : . : . o . . . . . . . . .' ~~,145,C~J 3

1It must be noted that this sum is not net to the company, as it, represents the gross

receipts. while the company has expended large sums of money in irrt gatin g a portion of the

lands sold. As ndinted out. hoa+erer. the company 'values its unsold lands at i119.2 50 .000•
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Government -Aid to Grand Trunk Pacific .

(1)

Total . .

$376,320
350,000

$72G,320

$10,000,000

15,000,0001

a,ooo,000 '

33,048,000

4 per, cent bonds . . :' : : . . . : : . : : . : : . . .- .
1913-14, 3 per

.
cent

..
, first " mortgage . bonds "

,
(bought' ., , . - . .~ .,,~ . . . . _ . . : . . r

from company) . . . , , : ,~ , . . . . . : . . . . " . .

bought- at par ._ "
. •

. . . . . . . . . . . . . . . .,.. , . . . _ . >
Augüst, .1913, 4 pér cent debentures dué .in 1923 ;

bought at par . . .. . . : : . . ~ .~" . . : "w ~. . ~: . ~ .'", • : : °
Loan"of' 1914, -secured ,-by: pledge of $7,500,0Ü0±' o f

(2) _Oth errCash Aid :--
.

Under ._the .̀` implementing clause " ; the Dominion Gov-- . _, . . . _ -. . . . _,_ ., .
ernment : has paid to , the Grând Trnnk ' Paeific . .$ G,2G3,71 6

It has âlso' lent üpon or bought`,, securities _ as follows :
Man', 1909 ; "• 4 ~ per cent Prairie . Section - bonds

91 7

ans .to the , Aniount ` of " $8,000,000 were ' authorized -bi , Purliamént in 101G."

- , . . ~
Direct investment of Dominion Government .: $70,311,716

' AdPances under this~authority areJnot .here included, but are referred to subsequently.'- '. , _. .
~ . w .,~ . ~. .. , ._

ï(3) C}ûarantees.-,The` Dominion Government- has also guaranteed outstanding :.-'bonds-of-the Grand Trûnk,Pacifie in addition to those actually héldby the Govern-, ... , ._ . .} . . . _
ment:=

'Yirst mortsage, 3 per cent bonds . . $31,992,000
4 pér ; cent sterling, bonds of - 1 9 6 2 . . 8,440,8 4 3

$43,43 2,& 18 _

ummary:--

Subsidies and ` ôther cash' aid . .' , . . :. . . , . , ; , ;
Dominion Government investment in •securities . :

,Dominion, Government, guarantecs . . ; . : ,' . . ` . , . . ,

standing to the nmount of. . . . .

$ , 6,fl90,030 ."
64,018,00

0 43,432,848
. ., .

Total .,* ' . . . . . . ' . . . . . . . . . . . . . . . . : . • . . $114,470 SS4
The Grand Trunk Pucific : Dranch Lines Company' -

has also Provincial guarantees on bonds oût-

• ..

. . . . . 13,4G9,00-1

i These securitiee are guaranteed by the Grand Trunk 11 a il way Company of Canada.
f
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Total Public . Inaestment . .

`Ve .tabulate the :above figuresj for all` the companies togethér , and, add .to thein

the capital of the Government railways as,shown in the Government account .
. _ . , . . . ., ~ -

- Subsidies.

Canndian Northern
C:tnadian"Pacific . : . : . • •
Grand Ziunk"Kailway i . :

- Grand Trunk Pacific . . . : . : : .
Grand Trunk :1'acific Branch

Lines . . . . . . . . : .:
National Transcontir.ental :
`IntPrcolonial . : . : . . . ° . : ~
'Prince Edward Island, . . .; .

Total . . . . . . . .. ;

~ . -

38,874,148
110 1,690,801

13,003,OG0 ,
726,3Ÿ0

_ . .•

Proceeds
of

lands sold

.- 34 ,379,809
123,810,12 4

• . . \ . •

157, 29 4;3`NJ 158,189,933

Loans oût-
- st.tinding :

or . investment.

25,858,166
. .

15,142,633
70,311,716

159,tb1,15 7
116,23-1,204

9,4y6,567

'396,924,483

Guaranteés ;
outstanding . .

199,141,140

43,432,84 8

-,`13,469,004

. . . : . . . . . :

256,042,992

- Total.

R - :

299-,133.263
228,500,925

28,145,693
114,470,884

-13,469,00- t
159.981,197

®116,2:34,204
9,49G,567

:,968,451,737 .

Not`counting` the loss of intérest for . many years ruponï the -investment in'roâds
,~ ,

' operated by th© (lovernment, it appea,rs thot fo r the èight systems, inwhich the public'
, Jis inost- intcrésted, the' peoplo : of Csinadu,} through their Governments have provided ,

or - gu~iranteed .,the payment ; of, sûmst totallin g '.$963,~51,737. ',This works out at
` they)ovér $30,000 per', mile of road. But .even this is not all . .- In - addition,

hav© ~ granted sréat ' areas of land as set unsold * and,unpledged. , _ They', have under-
., _ . ., . . . - ~. .

. taken 'the 'constrûction° of other lines-'whose cost will be . an ', important addition ~tô

this" large outlaÿ . Furthèr; in the case of some of the companiés included above ,, _ .

,to which they have' given or lent large sums of money to meet pressing needs; unlike ° -
. . .. ~ -., Privaté Icuders,'-wlio ` would ~ naturally .° have Aemanded ' n 1 security , chârged- in front '-. '

.- . ..., . .11
of âll prévious incestment, the y havo' voluntürily accepted ti a charge ranking . after'

. . _ ., . " . .,. • . .
the buU: of, the private capital alrcady put into the undertakingi

Proportion of Public Invëstment . ° .

pause . Àt' this point in the' histor~, to - interposo someremarks, on a subject to
.. , _ . .

which .~ce shall havo'to revert more ut length hereAfter.The above figures show that :

thç Grand TrûnkPacific system, including
,
its "branch lines" hasobtained from the .

.publio authoritiçs in cush or in guârantcës of bonds, $1 .0,7,939,892, out of $1 9 1,1 29,391=

schich is giren as:`thè total cost of the propertÿ ; and the Canadian Northern - has

sinu. ..- ~ .lurly ,151, which ' is the maximum possibl e
obtuined $298,253,2G33 out of $370,~ _

cash cost of the property as far n .4 we hase, been able to- ascertain it. On the other .7 7
eccivcd much lesshand, thâ histôr9 shows that the Grand Trunl: Ilailwnp pro Per has r

assistancô than cither of the other two grcat companies with which it is in competition .

The Grand . Trunk began as long ago us 1851, before the Dominion of Cânnda 'cnme

into existencë, and before tho'modern policies of subsidies and guarantee bad been

i Include9 railmad turned over to companY.

,. s M reported to Parlt a ment. February 29; 1916. This figure Includes = 26,938,139 tnterest

during construction.



introduced . In themain-it has had :to rëly throubhôut its histôr~ on'its'own resourcës;_ , . . ., •~ ,, , . . _ . ,
and it has had for many years to compete with hearils- subsidized rivals . ., While it. . ,, .ï . . -• . .was the pioneer in . giving to Canada railwây sérv ice, its shareholders havé nne ver ' had.. s ~ ~, . .. n
hut . vér~' moderaté dividends.~-'We have felt~ this should / be ~ borne in . ' mind when,, . .,, . , .. _ _ . . , . .
dealing ~viththe question of the Grand' .Trunk Psicific,'and it lias had some influence ,

.on the recommendations whxch rti e make later on this subject. .
. ., . , . . • _ . . - a- . - . . _ r, - ~

ânQestment of private capitaL, It is comparablâ~in .tbis respect with thç private rail- "

first period,`the Grand Trunk came int o existence almost entircly as thQ result` of th e
The râilway . history,of :' Cànada ; hâs gôné through tlireo distinct phases . : In • the

all the new capital which will be required to meet the demands for ncjr development
in ïthe srorld ; 'fully able to raise, on its o wn credit and on the most favourable tcrms,

. . . . . ,,Y - , .
Paci fic stands as one - of `the wealthiest and financialls strongcst railwny companies
no . part : of :~this totai va lue ) ias any cï~pitnl ° I. issued. To-day the Canadittn

. . . . _
land salès, and '. theyp still possess land conserratirels valued at $11n,000,000 . Aga inst .

for years recei ved handsomé dividends ;, they hare, out of operatingk surplus, in vested• _ . . .
$100,000,000 ' in., subsidiary undertak ings ; they have rezlizcd 163,000,000 net from

, rt. ,. ,. , ._ . .
which càrries . control of .,the ..properts, represents an average of $11~,50 of actual cash, : .- 1 1
put into, the property for erers-$100 of nominal face value. The shareholders -liare

_ _ - • .. . . . r . . . .. . . ., .. . . . w:- • . . .:. . ,

~prudent management, tlie Cànàdian-Pacifie has màdo so«i: It lias rAised,tvitUout
furtherGovérnment help, hundreds of millions of , neSV capital .' Its common stock,,

with the . rapid growth of Canadian, populûtion ' and . tirëalth, and, its own wise and

through -its ,èarly < difficulties -. by." diréct' ~ Government support , and large, financia
l assistance from.`public : funds . j As a' result of this 'support and assistance, col .lplcd,,,,

1 1
In the second périôd, 'the'é C anâdian Pacific âs brought into"existence and carried *

way companiesof England and the :IInited States .

that , the future . will bring.

`.` make good ." ; They are kept going At present ânls through large ndrances of .public

.
propertica, represent no practical cash investment , and both cotnranies have failed t o

Provincial . Their common` stockQ, which carry ,with' them control of the respective

r . . . _: . ; , .
su6stantially they both rest on the reslwnsibilits of, th â Gorernnients, ~ ►'ntional and

Though the outward form of thesc two undcrtakinFs is that of a prirnte comPany

The (;anadian .iV orthern and Grand Trunk Pacific belons to the third period .

%,I e think the success of the Canadian Pacific Ilailnu,r, as contrnsted with the

money.

stand alone . The country knew trhat it was pnsing. Und it-known ho iv splendid a
tt generous httnd, and the aid was continued up to the point when the company coul d

tinct moral. ' There was given to thc Canadian Paci fic at the outget, direct aid trit h

%
to the Government for °help far beyond that originnlly ° contemplated, points a dis-,

fact that the Grnnd• Trunk Pncific and Canndinn *Northern have had to come bc►ek

property it was building up, it would no * doubt have stipulated for some share in th e reversion. But even as it is, the people of Cnnndn, in our tiew, have li srd good value
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in -proportiôn,to the direct•üid given to the Cana .dian Pacifié. .' Great sums of money

for . their money. In the' early days of the CanadiâiL . Northern no direct âid was

given ; other than : a comparntiv ely: small -grant ôf, land, at thé time - almost,valueless.

Sin-cc then' the company . has' received $33,574,400 in subsidies ; , but this is veryp small
. . ~ -. ., . . m . _ ,

were .: indeed guaranteed ' bs - the Dominion and the Pro vinces, bût up to 1914 the com-

panÿ appârently met its obligations, from its own resourci;s . , To , the,RGrand : Trunk
. . . , d . .. •

Paci fic, direct aid wns indeed biven to a considerable ex tent ; but the financial scheme

mainly relied on suarantees ;' first by . the" Gorernments; and secondly° by the Grand

Trunk Company: We do not . think the Governmentz,eithcr of ï the Dominion or of
the Provinces, fully realized:how serious was'the liability 'nhicll they were assumin g.

_ , , t . _ . . .We do not .think the,compAnies realizel how'serious the position crould be, if recours e

had to be hïid . to the guarantees . Whilè- we are not prepared to saÿ that in no . cir-

cuinstances should guarantees be given, we do fcél`that a policy of guarantees on n '

largc.`scale is a dangerous policy. il It is evident that gvûrântees have been sivenµ iti

the past 'w ithout adequate aprreciution of the fact that they might fall - due, and that,, . . .. . z . , ,
if they did, thd burden would be grave . . We recommend that in future no guarantees
o given w ithout .being taken up into the books of the guarantor as â continuing

iability, and withoutsomc financial ' prorision being made =ngainst the possibility' -of~ . ^ . .. . ,. . _ -
heir falling .due.

Growth of Canadian R.ailways .

Till «ithin` ttie` last décade, ` Cnnada <<vns (omitting the Intercoloiiial\ Railway, `

and other smaller, undertakings of only local interest) sçrved by two main' systems.. . ,. , .. .~ . 9
hcy wero

_ •
. .. /' - ~ . . ~ ... .. .

(1)

,..- ,• „ . . . . . _ . : . . . .. .. : ~ .. .~.. , - .. . ..a . . . ~ ° ,

.aThe Cana
..

dian 2'Acifie, . stretching right : ucross , the continent, and having

access to aill ' imnortant points, both in the East ''and -in the West, «ith` eontrol also of
a considcrable mileage in the United States, and in a very prosperous financial position .

(2) The _ Grsïnd,` Trunk, whoso originnl : charter dates from 1851, with a strong

hold on Eastern Canada, and . also with important United States connections . The

Grand Trunk had alwass met its obligations, though ovèr a series of years the return

to its shareholders had been bût smnll . Wcs t%énrd the Grand Trunk only. extended,
in Canada, its far as lako Huron .

even tén years ago, the Canadian IV'orthern, tirhich had started is a
local line in Manitoba in 1896 , <<vas' bcginning to build up in ntho° Prairie Provinces
nssstem which, in 1 906, ,comprised more than, 2,400 miles, and ~rhich now contains
over 5;Ô00 miles in theso provinces. The Canadian Northern bad gro«n -rnpid ly* with

'the growth of the Western country, but had alwâys earned sûflicient net revenue to
take care of its obligations .

The Cnnudian Paci fic had, it will be seen, the Yadvantage of gathering. its ow ne
trâfiic for ' itself and of kecping - it in its own Land throughout. The other two com=
panics w ere in adifierciit position. The Canudinn Northern had to depend for west•
bouknd ° rail trafûc on, w hat the companies in the East, one of tchich : was a rival,

' handed'to it. On the traflie which it collécted in , the West, it lost the long haul to
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the East. It was not unnatural that the company should reach out to the East .
For 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 .Trank 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 constrnct into the territory
of the other. And a very large measure of Government help was given to them-both,
with the result hardljr, we think, with the deliberately contemplated object-of obtain-
ing not merely two but three transcontinental routes. An uninformed and unreason-
ably optdmistic public opinion undoubtedly supported this action at the time . We
cannot, however, but feel that those responsibI'e for the policy of the Grand Tr'unk_ and
Canadian Northern Companies should have been wiser than the public.

PART Il.

THE GRAND TRÜNg SYSTEM.

The Grand Trunk scheme, first put _forward in 19(33 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 eompany_ for
fifty years certain, with a possibility 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 Pacifie 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 Pacifie .
And the Grand Trunk has had full control of the undertaldng 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 :°G In order to insure, for the pro,
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teotion of the eompany as lessees of the Eastern Division of the said railway, the

econùmical 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

specifieations, and shall be subject to the joint sepervision, inspection, and acceptancé

of. the chief engineer of the eompany."
Kpon this provision the -Grand Trunk Pacific Company, in an official publica-

tion " The Grand Trunk Pacific ; Canada's National Transcontinental Railway ;

10th edition, January, 1912," comments as folIows:

- "$ince 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

basis consistent with a well-built railway, in which respect the foregoing
-provision contained im the agreement fu lly protects the company."

The company, then, appreciated that "cost of oonstraction" 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 compan,y's chief engineér to supervise and inspect 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 bargain . And the Government, by accepting the company's 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 history : The one that

the people of Canada have been generous to the shareholders of the Grand Trunk

Pacific ; the other that the Grand Trunk Pacific shareholders, in other words the

Grand Trunk. Company, have not shown such prudence and business foresight as

would naturally encourage the Government to have confidence in their future manage-

ment.
The refusal of the Grand Trunk Pacific to take over the operation of the line

frona Winnipeg to Moncton, with the result that the eastern half of the intended

throngh 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 Trank, 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 a permanent policy.

Grand Trunk Paciâc Finasce.

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 foIIows : The
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line was divided into two sections, the Prairie Section (914 miles) from Winnipeg
via Edmonton to Wolf Creek, Alberta ; and the Mountain Section (832 miles) from
Wolf Creek to Prince . Ru,pert. 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 ner mile. On the Mountain Section, it guaranteed similar bonds to the

extent of 75 per cent of the total cost, whatever that might thereafter 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 thoùgh 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 Brancli 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 Gra4d

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. On 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 Uovernment lent to the Grand Trunk Pacific G°ompany $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 Grànd Trunk and further secured by the
deposit of $14,580,000 of debenture stock. In all the Grand Trunk Pacific Cow

pany had, up to the end of February, 1916, issued securities to the amount of $179,-
782,100.86 and obtained therefor $1W,009,663.62 cash. Since that date the company
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 Company 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 $13,460,004. For these bonds, $12,688,544 in
cash has been received.

The three railway companies composing 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-

4
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sent construction expenditure, according to the repoit to the Government in February,

1916, of $197,129,591 . Owing to the long time during which the roads were treated

as "under construction," -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^,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 ssstem has a certain amount of~net income . For the year ending

December, 1916, the Grand Trunk Pacific proper showed net income of $1,599,052 .

This figure, however, included $600,000, rent of the Lake Superior branch leased to

the National Transcontinental, and $1,305,141, 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 $8 N,653.

Grand Trank Liability 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 cent Series A Prairie Divisiori . . . . . . . . . . ;10,206,000
4 •` " B Mountain Division . . . . . . . . 9,963,000
4 Lake Superior Division . . . . . . . . . . . . . . 7,533,000

4 Perpetual Debentures . . . . . . . . . . . . . . 34,879,252
5 `• Secured Notes (secured by pledges of 4 per

cent debentures). 9.720,000
Canadian Government Loan of 1913 . . . . . . . . . . , 15,000,000

• " 1909 . . . . . . . . . . . . 10,000,000

Total guarantees . . . . . . . . . . . . . . . . . . . .

In addition, the Grand Trunk Railway Company had at Feb-

ruary 29, -1916, advanced to the several eompanieS the followin g

sums :- •
Grand Trunk Pacific Railway Company . . . . . . . = 801,783 54

Branch Lines Company . . . . 13,369,537 83
Saskatchewan Railway Co . : , 214,500 0 0

~ •' Development Company, Ltd. . . 11,793,907 46
Total advances . . . . . . . . . . . . . . . . . . . .

;97,301,25 2

26,179,72E

4 Total commitment of Grand Trunk Railway CompaAy . . ., . . . ., . i123,280,98 0

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 1â ank Company's ProposaL

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 undertaking. 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 théy 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 tlwught 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 capital I 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 fis the terms .

The Grand Trunk i;ase .

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 obligations 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.
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In a letter addressed to Mr. Chamberlin, President of both companies, dated
November 30, 1916, we wrote as follows :-

" Before looking into the Grand Trunk 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 vbjeots to be served, as the company
understood them, and say to what, if to any ea#ent, the conpany was prevented
or hindered in carrying 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
Act that probably would be helpful ."

- To this letter Mr. W. H. Biggar, g.C., General Solicitor for both Svstems, in

a let-ter re ceived by us on December 12, replied as follows :

Ineeption of the National Transeontinental .

" 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 clearly shows that the chief purpose
was the construction of a line to connect the Ontario lines of the Grand Trunk
with the Western Provinm . 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 upon the conditions herein set forth :-

"` First : That it is considered very desirable and in the public interest
that there should be, without any unnecessary delay, a second 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 petitiôners propose, as soon as authorized by your
Government, to undertake the construction of such a line from North Bay,
Ont ., or some 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

Pacifi e Railway shall be granted .
"` Eighth : That in order to provide for connection with the Atlantic

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 satisfactorg_agreement with the
Intercolonial Railway at Montreal, or such other proposal as the Govern-
ment may submit.

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 pf 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 per@onally know this to be the fact,
but it is coqoborated by a letter written to Sir Charles Rivers Wilson by
Mr. Hays on March 16, 1903, in which he atated that ` at the request 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 accordance 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 Memtjers from
the Maritime Provinces 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 cops of clause 13 of the Bill reprinted
by direction_ of the committee to give e$ect 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 you will see,'
this clause as reprinted authorized the construction of branch lines to Fort
William or Port Arthur and to North Bay . During all this time negotiâtions
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 71 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 29, 1903." -

It 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. Biggar's own letter shows also that the Grand Trunk Company, however

reluptantly, did accept, as the only consideration on which they could get authority
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and assistance to construct 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.

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.

" In replying to the first question asked in your letter ` as to the effect on

the Grand Trvuk proper . of the loss of the $25,000,000 investment,' it is perhtzps
necessary to repeat to some extent what has already been said from time to

time on the subject.
" The advance to the Branch Lines Company-every dollar of it-repre-

septs money paid by the Grand Trunk in order to complete the lines, the bond
issues 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 Râilway 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 sùbsequentiy 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
shareholders.

" 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 PaciBc 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 Pacifie 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."

"I 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 success 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. " Coiifiscation," "crime,n "repudiation

of Iegntimate 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

inatter could not rest there. A serious situation was created, and one which in our
iie1Y 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 upoa to accept, on the ground of good

faith, a large loss and responsibility, unless this ground is well established. We
Attaeordingly arranged to hold a viva voce examination. -

Hearing of Grand Trunk Mciala at Montreal .

On this occasion, Mr. Chamberlin was given every oportunity to -disclose alf the

grounds on whiieh, 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.

" Ve have reprinted in full in Appendix "B" to this repôrt, 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 Caàa-
dian ports rather than via 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 connection via.- North Bay caused the Grand Trunk to lose valuable

traffic 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 abould so construct the railway that the
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section 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

prudence would have recommended.

Grand lhnnk Pacific Case.

In respect 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 Pacific, tantamount to 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 never 'have

gone into the scheme, had they known that they would be exposed to Canadian

Northern competition.

As to (1) we cannot. for a moment accept Mr. Chamberlin's contention. The

, 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 Canadian 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 pf5ïection and failed to obtain it, or whether they determined that it

was useless to ap$ly, we know not. But the point is not important. It is dear 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 took 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 company 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 Trtink Pacific, believed it had never been discussed at all .



Xx3 ii RAILWAY INQIIIRY COXliISBiOP

7 GEORGE V, A. 19 1 7

The Cawmisdon's Conclutions.

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 Pacifid 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 question is really so left by the Grand Trunk officials themselves. The
record reads (page 176), as follows:

" Sir HENRY Daeyror : 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 inveatment ;,
isn't that the whole thing ?

"Mr. Caea[sESr,nv : That i s the whole thing 4
" Sir HENRY D$ermx : There is nothing else to it?
" Mr. CHAxsESt.uz : Nothing else."

The Parent Grand Trank 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 bands 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 credit 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 e.Bpenditure" this
entry :-

" Discount and commission :- •

£ s. d.
On sale of 3-year 5 per cent notes . . . . . . . . . . 22,4% 5 3
On sale of 5-year 5} per cent notes . . . . . . . . . . 104,371 11 7

10 126,809 16 10"
(Say $608,604)

0
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Grand Trunk Maintenance ]bqwnditnre.

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 se.ys :-

" Take engines and cars, they are èither worn out or out of date in twenty

years.n

This item, according to his evidence, would have required an annual sum of

$2,750,000 . $e 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 espenditure " means ; in plain English, expenditure which has not been

made, but which, in the view of those charged 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 SYSTEX-813Mè[ARY OF DEFERRED EXPIF7NDITURES.

Rebuildnng and reinforcing freight car equipment . . . . . . . . . . . . . . ; 8,943,971 14

Equipping freight and paaeenger cars with safety appli-

ances-
Original estimate . . . . . . : . . . . . . . . . . . . . $850,722 50
Already eapended . . . . . . . . . . . . . . . . . . . . 392,220 89

Balance to be eapended . . . . . . . . . . . . . . . . . . . $ 458,501 6 1

Equipping engines with safety appliancee--

Originai estimate . . . . . . . . . . . . . . . . . . . . . . $ 17,82r3 00
Already eapended . . . . . . . . . . . . . . . . . . . . 553 68

Balance to be ezpended . . . . . . . . . .

Deferred renewals In Maintenance of Way Department-

In Canada . . i 6,182,672
In United States . . ~ . . . . . . . . 5,578,926

$ 17,274 32

$ 11,761,M 0 0

Total . . . . $21,181,34507

][ox,ra imr., 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 restoring ballast to normal con-

ditions is reported as $9,434,000 .

With teference 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. J
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Qraa'd Tcaak capital EzpeIIdi2are Beqnitvd.

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 traf4c and requires large additions, for which new capital
must be raised. The estimates of necessary capital espenditure submitted to us are
as follows :-

Requirements for rolling stock, shops and machinery . . . . . .

° installing rock ballast cruehing plant . . . . . . . . . . . .

Total . . . . . .

$ 26 .150,000
3,533,900,

487 .500

• • $ 30,150,50 0

Putting together revenue and capital expenditure, we find that the Grand Trunk

Railway, in the opinion of its own officers, requires over $51,000,000 spent upon it to

put it in a position to meet the requirements of its to-day's business . We see no
reason to expect that under existing oonditions -this necessary money will be
provided.

Effect on Canadiaa Bnsineas.

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 strei;s 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 winïer. 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 company
handled 210,914 cars ; and in February of this year only 109,567 cara 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. Its movement also fell off in
Eastern Canada. Its two districts 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 cais, and in February, 1k7, only 96,464 cars . The resultant percentage
decreases are for the Grand Trunk in its Ontario divinion 39•37 per cent, and for th e

uucomauc D1ocK slgIIai9 (main lfne 5n Canada only) . .
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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 district,

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 no 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 mbnth in 1917, to 16,628, cars, a percentage decrease of 38•68 per cent . The

Intercolonial system, however, as a whole, had a movement, in February, 1917, o
f 51,311 cars, as compared with 66,510 ears 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.

Oommiaaioners' Becommencta tioà. -

The Grand Trunk Conr.pany's Board of Directors is 3,000 iniles 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

control 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 af the Grand Trunk Company be informed, that it is only on this con-

dition that the Government is prepared to relieve his company of the obligations which

it has incurred in respect to the Grand _Trunk Pacific . We recur later on in this

report 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 -

Grand Trunk shareholders.

P~,RT III .

THE CANADIAN NORTHERN SYST'EM .

The sytstem now known as the Canadian Northern began with the acquisition

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, f rom Gladstone

on the Canadian Pacific to Winnipegosis. Construction was promptly begun, and

/
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the line was opened in Janpary, 1W7. 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 Railwaj
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 through7four distinct gtages, 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 no peziod, as far as we
have been able to ascertain, has 'any actual cash been obtained from the sale of the

common stock, either of the parent company or of the constituent or subsidiary com-
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 'ita 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 guatanteed 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 1 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 repay-
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; able on demand, to be used either for construction or to meet interest obligations.

In addition, the Government undertook in September; 1915, to lend to the company

tl.e money necessary to pay interest either to the Government itself or to the public

on the $45,000,000 debentures. And to date, $1,756,000 have been advanced for this

lrui pose.

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 *more difficult than it otherwise would have 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

1<Tôrthern Pacific, the Canadian Northern Ontario, and the Montreal Terminal especially

implied very serious commitmenls. 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

situation. The company, 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 cash. 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 .

- Canadiaa lforthern Annnal Report for 1916.

The report to shareholders for the year ending June 30, 1916, appears to show

that, after paying working expenses 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 interest are only for two and three vears 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,W,00.1 And this burden they will have to bear unaided. To carry it they would

1 This includes the Interest amounting to =2%250 .000 on the new capital eebimated by the

compa.ny an neaee®ary to be spent in the five years. This estimate we regard as qu#te snaàeqIIate.

If no, the flzed charges will be porrespondingly ]nereaeed .

0
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need (assnming working penses at the -very moderate ratio of 70 per cent), a gross
revenue of *61,00000., We cahaot think it safe to assume that any such result will

actually be attained. ~

t 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 debl :ntnrea

to complete the undertaking, it submitted an estimate for the three years, 1916 to 191$,

by Mr. Hanna, vice-president of the company, on what was described 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 conf ned to

a local short-haul business, operation as â united trunk line system should result in a

much greater per mile revenue." •

We reproduce this estimate below :--

For the 7ear esd'mg dune 30,

Gmae earniniçs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Operating exptinber . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . .

Net earninge. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Fixed charges, in 4uding interest on securities at present applied
for. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Snrpl. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Lesa interest on 5 per cent income debenture stock . . . . . . . .

$
54,000,000
3fl,88o,olNJ

15,120,000

7 GEORGE V; A . 1917

s
61,000,000
43,300,Q011

17,700,000

12,607,115 14,01 96615

8,512,88 5 314 80,88b

1,25Q,000 1,250,600

1,262,M 9l,430,385

1916.

$
67,000,000
46,900,000

20,10g000

14,8A7,11li

q292,886

1,250,000

4,e42,885

This estimate showed a margin, after paying $1,250,000 per annum on the 5

cent Income Debenture Stock, of $1,262,000 in 1916.

The estimate was--

Gross earnings . . . . . . . . . . . . . . . .
Net earnings . . . . . . . . . . . . . . . . . .

The facts have been

. . . $54,000,000

. . . . . . 15,120,000

Gross earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . $35,476,000

Net earnings . . . . . . . . . . . . . . . : . . . . . . . . . . . . . Y 9,373,000

per

And there has been a bumper harvest and it is acknôwledged that the war has
increased rather than diminished tra ffie. 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 agâinst capital interest to the amount of

i-



YrlILWdY INQUIRY CObf.ï[IBBIOB X30d%

SESSIONAL PAPER No. 20g

$5,446,389 (less $878,166 paid by the Government under its guarantee) in respect of
" lines under construction," the company was still $248>OOQ short of the money required
to meet its bonded indebtedness.

We appreciate that circumstances which eould not have been foreseen in the

spriug of 1914 have arisen to upset the estimates then made. The money was not

immediately forthcoming. The full amount estimated as necessary waâ 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 systé~n, even to-day, is not in the condition that was in the minds of

the company's officers when the estimates were made.

But making all possible allowances, we think that those responsible for the

estimates of 1914, upon which Parliament acted, have incurred very sérious responsi-

b~ity.

tt

Canadian Northern Estimate in 1917 .

In January last the company submitted to us an estimate for the five years,

1917-21 . This was as foiIows :-

Year endin Year endi~ç Year endin Year ending Year ending
June 30, June 30, June 30, June 30, June'0,

1917 . 1918. 1919. 1920. 1921.

Gooea earninas . . . . . . . . . . .. .. . . . . . . . . . . 42,59046OD 48,185,008 4410.000 65,300,000 68,460,000
Operating ezpensea . . . . . . . . . . . . . . . . . . . . 31,090,000 34,790,000 39,595,000 44,200,000 47,920,000

11,500,000 13,39 3,000 15,615S000 18.100,000 20.540,000

The estimate submitted to Parliament by the company for the year to June 30,

1917, was:-

Gross . . . , . . . . . . . . . . . . . . . . . . . . . : . . . . . . $61,000,000

- Net. . . . . . . . . . . : . . . . . . . . . . . .

The revised estimate

Gross . . . . . .
Net . . . . . . . .

. 17,100,000

now submitted to us by the company is :-

. . . . . . . . . 45,590,000
. . . . . . . . . . . . . . 11,500,000

The estimate submitted to Parliament by the company for the year to June 30,

1918, was :- _

Gross . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $67,000,000

Net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,100,000

The revised estimate now submitted t o us b y t h e compan~ is :-

Gross . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $48,185,00 0
. . . . 13,395,000
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We th'ink the new estimate made : for us, e ven' thougli more conservative' than_ ._, , ..
thé ôld, is still too sanguine. We see no réason to, think that thetraffic will increase,., ~.
at any such rate as that indicated . ~ To assume a~ growth _each'year' of about 11,per,
cent _ over the previous, year,- and simultaneously an operAting ratio- falling steadily-

from 73 per cent to 70 per . cent,'is only once more to invite disillusionment. .

omparison with Canadian : Pacific .

We think the . following statement of the facts .of ' thè last ele~en Scârs of ' Cana-, . _ _ . . ._ . . . . ; ,
- dian Pacific history ' is instructive. :, Tlie : table- shows for~ each ; year' gross and', net

earnings per mile, and also the,percentage of opërating_- ratio . - _ '

i

I

tGross

earnings.

.1906 . . . . . . . . .
1907 . . . . . .

1909 .' . . .'1910 . . . . . . . . : .,
.

1911 : . : .' . .
1912 : . . .
1913 . . : .
1914 :
1915 ,
1916 . . . . . .. . . . . . . . . . .

. . ., .. .
, . . . .

. . . .
.` .. . . . .

, .,. . : . .. . .
. . ._~:,

7,026
7,890
7,573

' 7,726
9,425

L10,oî2 .
11,453
12,263
10,977 ..`7 ,903 ..

10,021,

Net
earnings."

2,G17
2 7652,312-
3,358
3,548
3.614
4,06,S .
3,587 -
2,714 ~ ~.
3,810

' Operating
ratio. •

62•7
64 •9=
G9'4
69• 9

'G1•4
G1•8 .
frl•9
66, 8

'G7• 3
6G•0 • .
G7'0 °

It will be seen .that, the grossearnings of the CanadiAn Pacisc, Railway by no_ _ . . , ;. _ ., . .. , . .
_niean s ~show .a , steady - gro. wtb . Theré" canbe no doubt ;that the 'drop of 'the 7astthreé. , ,, . . ., . . .
years reflects, in part ~ at least, the

.
effect „of the , new competition . of' the Canadian

Northèrn - and the ,, Grand Trunk Pacific. . ",And ' the °Canadian Northern growth must
equally,be conditionédd by'thécompetition of the: Canadian Pacifie and the - Grand
Trunk. It will be seen 'further from the tablé `that there is by no means a steady
;rowth of net earnings Nor can we, in face ofthé constant increase of the operating
ratio through a long series of years all . over . the; dmerican contineiit, in v iew of the., ,, . . . .
great rise ~ in the cost of materials, especiolly coal ' aûd steel ïuils, and the insistent
demands for incrèases of svagës ; think it sâfe to assume that tho operating ratio of
the . Canadian Northerw svi ll show" a consistentl3 stcady ' declinQ in each succeeding
\ , Ïyear .

_. ,., , .
Prospective Hequirements .of Canadiân Northern . ,~ . ~ .. . . - .., ._ ~ . , . _ .t ~,., . . . ._ : . _.

ThéCanadian Northern .estimate submitted to us further calculated that, in the.. . . . . . .
course of the nest fivé years, .the company,cvill need to spend $12,500,000 of new capital
for additions and betterments, and $25,000,000 for new equiPment. We consider theso
estimates entirely inadëquate, . and especially so in relation to the estimato of 90 .lier

* Gross ea rn ings include receipts from steamships, telegraphs and other sources not properly
attributable to railway mileage.
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cent incréase in grosâ recëipts - Thë;company has acknowledged that its equipment is
inadequate to , take ' care of its ` ex isting . business That equipment . stands in the. y...compares books at $59,000,000 ,; If the business

Y
were - to ' increase 90 per, cènt, it avould

seem toüeed not $25,000,000 but over $50,000,OOO ;spent-on new equipment to handle
it. Again we .refer. :to Canadiân Pacific Railwây figures }~ .That~ company .hâs seven..- , . - . .fréight ' cars, per mile of line The Canadian Northern has three. < . ZVe'thmk i t w..,_-need : five ; and` this implies an addition of 20,000' cars to the egisting'stock. ` This
alonë would imply, ~ even if Pricès Ar

. . <
opped to . those cûrrerit a year ago, an additiônal .

expénditure of sômething like,$30,000,(100 . ,And the sam thing - is' trùe in respect ofe: . _.
locomotives Nor can the estimate .'of $12,500,000ë ,for additiôns - aûd: bétterménts,
spread ôver , a system of-10,000 milesduring five years, be sustaïned, :môre espëciâlly
in the case .of a system that is only- just emerging from the construction stage:̀ : , It- . . ,
works out at . $256 per mile per

,annum It is - impossible thàt ` the' néëds of arâpidly`,` .- ,
growing property. can` be adequately provided for at any such fig ure.

We think that $40,000,000 for equipment, and aperhaps $30,000,000 ' for additions. _ . ., . _ ._ , z .
and .betterments; . would be a moderate estimntë of the System's needs in tfio neàt fiveyears, assumirig that the Canadian Northerri~ remains separate and indépendënt .~ _,. .Wo sum , up

,
the Canadian Northérn~

.
situation as ,f _

ollows : The com a~i ~._ , _ . , . _ . . p ny s not at " .
present âble,"and will not for some years tocomé be able, to ; meét its fixed charges It
will, we doubt not, incréase its net .earnings as the years go by. But the increased net ,. . ~, .
earnings will be fully, absorbed for some_ years to come by the interest on new capital,. : . which must be put,in, if tho ssstem, is to % render efficient service. - The company'ha s~- ; . , . .not, now, and as - far as we • can see will riot-have in the near . future, such credit , as to,enable it to raise the necessary capital . As we have already shown,' the public invest-
ment,- direct and indirect, in the Canadian Northern system amounts to $298,000,000.. . ,. , .~Ÿe do nôt recommend=furthër public in vestment in the systèm,` as "at present con-'
stituted :

Value of Canadian Northern Undertaking ,

. .CA S II I; iVE STDiENT.
. , . ,: , . . .. . P ~° °. .

The property inv e 'stment of the Canadian .Northern -Railcraÿ ssstem is stùted in
the balanco sheet - "of'JunQ' 30, 1J10, at $ i91,112 ,48J.34. This fijure udmittèdly ' has
been written up to, include $100,00.0,000 . of capital stock. . 7-And this stock, as we have. . . halread~► said, Was issued without any cash consideratio~n . ._- tPô haro end

x
eavoured to, uscer-

tain the, actual cost of the system: From the com 'pany s ofiicial report. s-and speciâl •n .m >- . . _ . . a :.statemënts supplied .to us,' tre» hase ascertained that the maximum cash inrestment
~ that 'can hâve been made in the property is w383,302,451 .433 :. v . ,

show:-
~ : . -' ` • ~ T~

. 4a . . .
ti . . . M1 . o.,' .

• ~ . ~ ~, . é .(i), The source of monesor çredit.. . . . _ ~ ~
'(ii) . The disposition of - money or debit items .
(iii) © Est- of bonds of cônstituent companies assumed . ~

The follôwing tables, jcliich ,have been accépted by tho company as accurate,

20g-n

>
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i

I . SOURCE OF MONEY OR CREDIT . . .

Cash realized from secur6ties sold_an d from collateral loans (p1f 205-7
Dominion' Gove•rnmept loans of . 1914 and 191G . . " .
Subsidies'(notünchiding subsidies of~prior, organizations) (Q. 4) . ,:
Land sales (Q-'4) . . . . . . . : : . •:Sales or'acquired'bonds and stock,(Q . 8) .
From Equipment,Trust` Securities (Q . 4) . '

Par valuèEquipment Trusts issued . . . . $ 39,836,458-20 "
Now outstanding . : . . . .

record) ., $302.713,872 69
15,878,166 V,28 .0,00,222'4 0
16;603,295 62

j618,606 `45 j. : .' Ï . ; 37,233,871 .1 3

16;862,500 0 0

Paid from proceeds of other securities, p. 94 . . ; : ." $ 22,973,9 ,5 8 2 0

Net amount from equipment trusts . -. : . - . , . ,
Due on construôtion . . : . . . . . . . : . . . .

.Audited vouchers .and accounts . . ~ : . . . . . . . .
Wages and -salaries . . . . .
Matured-interest coupons unpaid . `. . . ~T~. ,
Accrued interest'notyet payable . . . . . . . . " . .
Accrued taxes : . . . . . . . . : . . . . .
'Insurance fund account. . , . , , , •~. .
Railway surplus . : . . . . . . . . . . ~ . .
Bonds assumed•in the acquisition of constituent ~ 6ompanies . :

;436,173,76 1 87,

ii . DISPOSITION OF MONEY OR DEBIT, ITEJiS. •
~ . ~

Cash in hand and at"bank . . . . . : , . . . . . $ 25,414,408 50
Materials and ' supplies . - . : . , . . .. . .• . . .- . . • ~ . • . . ' 3.368.924 "82
Due from companiesand individuals . . . . . . . ~ ` ~" • • 7, 276,429 01,
Pue from agents :': . . : . . . . . . ~~ h • 1.

.
.

Deferred, land_payznents . .
. • , , , '' • ' ,446,010`6T

- . . . . . . . . :a ~ , : . • : . 7,140,996 59
Insurance paid'3n advance : . . . ' . . . . ~ ••• •• •• ~• .. 6 9 2,90611
Unadjusted debit items . . . . 246,545 00
Securities ; (dock, Iands, and stock •yard compames) . . .~ 1,123,393 55
Sinking funds ::, ` . . . . . . . : . . .

•
.~. .'. . . : . . . .': • . .• . . . . . .` . 248,750 66 ,,

Terminal'properties~and miscellaneousinvestrnents . . .~,': . . . . . . . . . . . . . 5,922,94 5 6 311,

- Total,available for road and = equipment ., . . . . ;363,4S6,705 3 0
,- .

Bonds assumed in pa rt payment ôf lines purchased (See list in
table 3 followingZ: . . . . . . - . . . , ,` . 20,215,746'03'

52,871,310 54 '

383,302,451 :33

#4,36,173,761 ° 8 7

. " , ._ . . . . ,
Iii. BONDS SHOWN AS OUTSTANDING, BUT FOR WHICH NO PROCEEDS ARE

REPORTED AS RECEIVED'=PAYMENT ASSUMED BY CANADIAN
NORTHERN RAILWAY AS PART OF PURCHASE.

Qu'A.L.L. S. Ry. & S.B. Co.,-4 percent 1st Mtg: Deben,tur e

L
Stock . .
sin Treasury . .

5,051,462 9 4
- 31,781, 8 0

Central Ontario Railway, 5 ,per_ cent 1st ; Mtg. Bonds : . . , . ; ;
Bay of Quinte ' Railway, 5 per •cent "lst Mtg. Bonds ._, . . • . . ; ; . , ' ,
Gt. . No . Railway of Canada ; 4 per cent 1st Mtg. -Bonds : ., .,+ .,J
Quebec -& Lake'St . John Railway,,4 per cent Mtg, Deb. Stock . , . . .*Duluth, • Rainy . Lk.= & W. -Railway, 5 per cent 1st Mtg.' Bonds . .
Halifax'& Southwestern,3 j per cent 1stMtg: Bonds . . , . . . . „, . ,
+Minnesota & Manitoba Railway, 4 per cent 1st lbitg: Bonds .
Niagara "St . C. & T. Railway,'5; per, cent lit Mtg. Bonds . . : .":,

. ; i . 14,259,912 .93
. . . . '. ', 18,'666,957 26

. . . . 11,161,443 88
1,832,708 23 . :

•~= 2,166,597'7 5
` . : 2,412,673 30, - ,

~._250,000" 00- ~
. 616,847-53

2,776,711 0 3
~ . . 20,215,746 03 '

; 5,019,681 10
. : . 954.300 0 0830 .000 0 0

: . • . . 3,505,750 00 .
.`. ` . . 4.359,014 93
. . . : 2,000,000 00

4,447,000 00
. . . . ' 349,000 00
. . . . • - 1,098,000 0 0

, . r_ `• . _
+Less bonds on leased lines not Included in Funded Debt-

$ 22,564,746 03
Duluth,;.,.Rainy Lake and Winnipeg Railway . •" . • . . '; . . `

• $ 2 .00,000 0 0Minnesota and • Manitoba ; Railway . ._. • . : . . . . 349,000 0
0 t; 2,349.000 0 0

• ~_ ;; 20,21 6 ,746 03
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From this total maximum of' $383,302,451- we deduct - the following - items, which
the companÿ has,inclùded : in cost; ôf 'road and equipment,, but which do not rsén t
investment in propèrty :-. . , _

. - . F . . . - . . . . . . . . . . . . . . .
. ~ . ' / .I . Advances"to controlled-compànies .to - forpay indebtedness

interest . subsequent to ` .construction . `and : ôpérating deficits which :
were capitalized when the system was put togother; not Iess than . . ' •$10,000,00

2 . Intërest t - during , 1916 . " overcharbed to constru&ion, nôt
tl

.
ess ian. . . . . . . . . . . . . . . , . . . . . . , , . . . . . . . . . . . . . . . . . : 3,000,000_ . __ ._ . , • . ,.

$13,000,000
Leaving for r investment in ,, road , and equipmentand in-. . . . . - . . ~. , ., .

securiti~es . of constituent` and subsidiary' éompanies . .- - . . . . ~_ . _.r . . : _
Ne find then ,$3F70,000

'
000 • to, be "the . . .

masirnum
pj~ossible ~"cost of the-- Canadia n:

Northern ; syste3~i~ as - \ at . present e.Yisting . ~n other -, words, as indeed- is frankly
admitted by ' Canadian North irn ~itnessës, the ' Canadian Northern .. shares ;représent
no cash invêstment.

. PIIl SICAL IIASIS . :

But , money cost is
-
not, all. We "decidedalso to ascertain the "approâlmate v ~tlue,

on thé basis of ' reproduction cost, of the property . as:,it exists .to=da~. And we rely
on Professor Swain's - valuation for: this purpose. '>, This yaluation is, in his r opinion, ,
a , liberal estimate• of the

_ fair wcost of re ' roducin ~ new °~tP ~ , pre-war prices of labour- : ., . . , , . . -and " materiâl, theRsystem at present e x isting
.
.

.
It includes property belonging to the

system , at, its estimâted " côst, ,if it hàd to be .' acquired or -constructed : t6 -daÿ. And',.. , . _ , ., , . : . .therefore it , not only gives the company credit for lands which it in , fact owns ; even
thoiagh it obtained them , as a grant ; but it zilso . credits the coinpany with the incre- °. : .

• v ment 6f ,land values since . the date of the original acquisition .• And€r thesë two items
-~re qüite large. ;, . , • ~ . •

Professor Swain's method of '. arriving at his ' resul t,;, are fully' eaplained ' in his. : _ .. . . •report, which is printed as an appendix hereto . , He: makes the total cost of reproduction- , . , _. . . .new, $397,441,567. From this hQ deducts for depreciation $40,031,889, making the cos t. _ ,, .
of reproduction of ' the . propert3► in its °, present condition $357,409,678. . This, how-,'_. , ,.
ever, doesnot incluqe equipment. ` The equipment was inspected by 3 ir. Buchanan and,. , . ,, . . .

' on the basis of his report as to quantities and condition; a caluation has , been made by ..s ,
• Hr: M H. Chadbourn, ' C.F., chief engineer of our , valuation staff. `Ho finds the cost of
reproduction new, : at re-war . .... 4 . . . . . .P prices to- bo $50 ,594,418, and the 'depreciation to ' bo, tr$11,250,433, ' makind the present : value $45,339,985. , Putting ; th© two z valuations, . ., . . ..
togethèr, .we have $402,74_9,663 as the'fair cost of reproducing the en tire phÿsical Can-
âdian Northe rn system in its present côndition . Now the outstandin~ liabilitiés (bonds,
debentures, notes, and baA and other Ioans) : of the company . ezceed ' $400,000,000.Reckoning on this basis, it -a i - - ` '. , . ppears that the liabilities are practically , equal to "th© e'

-reproduction cost of tho hsical. ti P y property. , But the phÿsicnl " property° docs . not al l- belong to the Canadiân Northern shareholders . There are minority -holdings in several, . ,_ .. ,20g nj
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of the subsidiary undertakin~s. And the Canâdian Northern .interést in .these, under-_
tahings only corrésponds to its _percentagë proportion of their respective share c

.
a

~
pitals .

This implies a reduction of more than $10, 0 00,000 in thé estimate
,
of , thé; âssets bèlong= ;

ing to the Canadian' Northern shareholders .
We find then t.hat, on the -physical bàsis, the value of- the property of the Canadian <r

Northérn shareholders is distinctly . less= than : the amount of the liabilities, against it :
On this basis the equity of the sliaréholdërs znust be regarded as non-existent. '

3 . GOING CONCI P.N.

A third basis of estimate is the value '6f the properij - for 'sale- as a' going ,concerri:. : ._ ._ . . _ , .
A purchaser would not consider either original cost or reproduction costas of much
importance The price be would' pay, would ybe bâ.sed on earning , power, present an

d potential. On thisbasis he would consider how-far the CanadianNorthern is at present -- . ,.of covering its fig-ed charges, howlshort ong itivill tâké to reach equilibrium, haw much,f - . . . , . ,: . ._ .. _new capital will have -Co-. be spent, how: soon a :. dividend . ma~ - be, ezpécted and - At , whâturate. Calculating on this basis, in`.the light of the figures set out above,it is evident .,
that no purchaser would offer for the property â sûm amounting" to the total ôf' its
liabilities.

Conclusion as to Canadian . Northern .

We concludé, therefore, that the shareholders of the cômpâny have no euity, either
,on' the ground of cash put in, or, on the'groùnd of physical - reprod'uction cost, or on the'.

~round' of the saleablé value of.their propert9 as a going . concern: If,- 'then, the people- • .< , .. ,
. . ,of Canada have already found,' or assumed responsibility .for, the bulk of .tho çapital ; if- _ . -. _. , , . ..they must needs find what .further capitaL is required ;-and if they must°makô,up'for

.

. _ . ,-_ . .
some years to ~ come - considerable' deficits `. in net earnings, - it seems' logically to follow t
thatthe:people of Canada>should assume control of thé property. ~Vo rèturn•later.-to,the . Canadian~Tortheru .Company in order to - set out our recommendations as to its
ôwnèrshi ' and ;manp . agement in the'-future .-and as to the . terms to be offered toi the

. _ , ~. - ; . , . ..existing shareholders .. , _ .. 4 ., .- , .

~ PARfi : IV: r
. é . - ,

.POSSIBLE 3 iETHODS OF PUBLIC CONTROL.,, . '
We recommend ; that the control : of the three companies, aranâ Tr„nl{, GrandTrunk Pacific and thé Canadian Northexn aïo assumed by the people ''of Canada. : We

have therefore now to consider how~this control should be:'exercised. `

(lovernment Operâtiori Discussed and Rejected .ÿ

We are * instructed .to considér `the acquisition of , the Canadian rstiltvass by t}i©,
State, and the, rossibility .' of . their opération in conneetion with the IntercoloninL
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We do not recommend this coursé: In ;oûr,, judgment it ~ is not in the interests of.1 _, . . :: .. , , . . , .
Canada thatthe-operâtion ofits railwaysshould

,
be in'_'the

.
.han_-

dsofthè"Government:_ .. " . ,.. , :-. _ .We know no country in "'the- world, - whére a democratic State .ôwns and ôpérates its .;, .
râilways,in which . pohticshave not _;mjuriousl y a ffected~ the management -of the, .. ..,. . .
railways and the- railways , have not hâd urious influence on ' pohtics. _- We do~ ;. ._ ._. _ . . ; . w . . . .not ahinh . Government ownership of

.
`thë"Canadiân railways would il tend t o:-reduction. . . . ._ . . .,.

of rates, but rather in the contrary 'direction . `,For , the carriage of one ' ton ' of freight. ., , . . . ._. _,
: i : . '

. : .Y ., . . . . .`' . . ' .
fope : mile the - Cânadiân shipper : pays at , present on the average threé=fourths of one.. t_, . . .cent.'-ent ; On the railwa ys of. New South Wales, the , oldest and " most important Aus-_-- ~.. , . .

tralian' State, tivliere the railwaps =have been "in Government hands froin thu outset ;=
the shipper pays well, over two cents . , But we see no,,cause rto enlarge heré, on such.,. -" :. ._ :. _ .
general considerâtions . There are `several " reasons peculiar to Canadian conditions
why State - ownership ând operâtion should be avoided .

They Canadian Pacific Position .

We think that, ' if the State took over and undertook to operate the Grand Trunk,
the Grand . Trunk Pacific iand ;the Canadian Northern; it would bë morally bound. ti. w. . .to 'offer o purchâse ', the Canâdian Ai Pacific -, also . This company is in a strong
finâncial-• position ; it" has assets of sreat ' present and even -, greatër . potentiaL value,
làrgely egceeding- its liabilities ;'- ; its $2rGO,000,000 ~ of common stock stand sit °. a high
premiiun, an 'd have been very, much higher ; it pas u steady ~ dividend ôf 10 per cent ;
its

. : . ,
m

,
pürçhase would be u costly utter ; ` and it docs n

.
not ask to be purchased or , to be

helped in any other .way. The company is 'admittédly . progressive andgives a good; , . . _" ." . . ". . - .. .
c{ service ., 1lioreover;°,it has apublic investment in ocean ' stcamships, irrigation,, " . .

- Jan, an coal development"scbémes; andother enterprises quite unsuited%for Goverrz-
ment management ..,- -But-tliC Can a
whole territory' to - th© compétitionF of either one or . botlï of the ôthei~ systems. So °
long . as that competition is ° in'. the hands of othcr org'anizations ; also havin~ " to earn
thé : interest on ' their bonds A nd striving to earn a dividend : on their stoctis, the •-r- .y" . . . . ,
Canadiari Pacific Railway has` no cause for complaint :' , But competitiun, withri~ilways, . " .
operated by tlïe - Government stands on an entirely di fferent` ,, footing. .• It would-be at any tim_ possible" for the Government deliberately to adopt a policy of lowering
rates,` `in some pàrt or throughout - tlie territory. involved, below a commercial basis,. . . LL.
and Ynaking up the defiçiency but of general taxation . ,It might be arsued that such
a policy was justifiable on' th© ` ground: that the -gen,cral . prosperity and development

" . of the'. country would be thereby ~y promoted: But while conceivably it` mightbe proper_,. . 5 .. _ . , , , . . a
to tax the public to develop the country, though in fact y it'tvould notbe , the wh gle._ . , .. . . , ..
public but only certain portions of it that would benefit, it could not possibly be fai r. , > . , .. , ~ .
to impose % a, specialJax "upon the -Canadian Pacific Railway - shareholders for the. . ,.
purpose. And yet_ it ; i4 evident that this would in fact happen . The CanadianPacific Railway tvould be absolutely forced to follow any rate reduction made by thQ
Government railwâys, _on pain of losing the business entirely . .., a
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Further Reasons against Government Operation .

Another strong argument against Government operation is to be found~in the
fact that the three great Canadian companies arnongst them either own; lease, or... . ,- ., . . .control :no less than 7,000 . miles of railway , situated :in ~ the United States .` ~And' soma .
at least of these lines are necessary , economic complement s of the Cànadian' systèms. , _

- -
. . .: .It is clearly- impossible that the Dominion Govern m

.
ent

:
should be sübjeGted, not ' onlÿ -'. r ., ... .a ,to the _re~ulatinb g uuthority of the Intèrstate Commerce Commission and the several

State Railway Commissions-of the ' United : States, but, also - to the ~ police regulations * of ~. _ , .all the States which these lines enter . Technically, no:doubt the diffi cult~ could begot. , . : . , : . : .~over by vesting the legalownership-in Governmënt :.officials ûnder` their own names"
aes trustees for, the . Government . But.rthe ;practi; al `fact would' remain . - It would in` ~
ffect be the Canadian Government ,which _ would be , ordered , by. the= United States',-''Interstaté and State Oommissions .to alter, its rates, and Canadian`Govërnment ôffieials ` :N .>: ., , . . . ,a who ~ tvould be required by, United States l a,w . courts , to-'explain -.ilieir actions-;and -:. . . .: ~ -

_ ,. .: -.. ,
j ustify their conduct . _ We cannot think_ - that such a situation ' would conduce to -
international harmony.

A yet more important consideration remains. Canada is at' war, and Canadian
resources are dee l ledmed forY.war . :

P~ P b purposes. - -. If the, Government takes over the rai1- .
w-ays, not only does ' it assume the direct responsibility .for, the whole , existing debt; but- . , . _all the new money that ha.sto'bè:raised (and as•will be~.shown in a later portion ofthis
report, the amount of:this new money mustnëcessarily be+considërablè within the next
few years) will becôïne adirect obligation of the Ca.nadian Government : It`- is a matterof comniôn kno Aedgè; that,railwa~` bonds and Govcrnmént , loans appeal to different. - _ _ . . _ , _ ~ . .. . .classes . And-46' are persuaded that - it-is' desirablë . that ; Canada should retain' both. . ~ . . . .strin gs to her•bow. . .,_• ,

I'or all these;reasons our , recommendation is that 'the idea of_Gorernment , owner-
ship and operation'be not entertained .

Receivership Discussed and Rejected.

,- .,. . . . . ~ . '~Starting then from-this position,-we have to consider what altcrna tire course is to1
be adopted . It is clea r that neither the Canadian .Nôrthern nor the Grand Trunk can
at thé present moment meèt its liabilities. , In the United ►Srtates n hen' a cotnpany ,, isin this Position it is placed in the hands of a receiver.` : And at this moment upwardsof 40,000 miles

of line are . irt that . situation : Under 'a receivership the holders of
the junior securities have .tô submit tocompound theis claim and the fixed charges are ~reduced t6 an amount that th-~ e net revenue from operation sufïices to meét . Ought thisdrastic courseFto bë adopted here ~~Ve think not .' ZVé. ~ think the security liolders of tho~
companies have to some extent ' a -moral claim on, the Gov'ernnient . Their . sçheme3 of, .

•extension have been matte
.
rs'of - public knowléd go for man I - '_ y, ycars: So far from discour-aging : them; the Govérnments, both . of the Dominion and of the Provinces, have bysubsid~ and by guarantee, by, loans and cash advances, encouraged them to go on..r . ,But there is more than this. The bonds and debentures of the Grand Trunk Pacific

and Canadian• Northern • have been placed in the main through London with -, non- .
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Canadian holders . _And , these holders ' in subscribing havé unqûestionably :; been
influenced by the fact thàt';the . companies were backéd-bÿ 'thë Canadian Government.
Tèchnicâlly; of course, the Goverriment has no responsibility beyond±that - of meeting its
own guarantees. But= if the ,two companies went into the hartds of receivérs; we cannot
doubt:_ that investors " _outside Canada :would _believe; however . erronequsly,' that the• . . _ .,
Dominio&Government had'troated them badly, and ,,that the result would,be serious
injurÿ Tto`the crédit'of the Canadian Government, and indeèd -of all Canadian enter-
pri ses: And this r6ult is one that, putting it onpecuniary grourids .alone, thé Canadian,,, ,. -. - . . . ; .
people should in their own interest spend a good deal of money to avoid: '. .We therefore
consider ; that Canada should pssume the 'responsibility , of seéing. that 'the '. interest . on
these Çsecurities is mét. . . . .~ . . -,~ : - . .This, reâsponsibility is in our' opinion -unavoidable . , :,But we rècognizé that it is,serus. It'will involve ~eonsiderable financial aid for some years . Hoiq many we will "
not estimàte, as it depends in' the main on the rate at which Canada devèlops . . And that
rate . no one can . véntüre to foretéll . We oûght 'to point out, hôwever, that = the rate at5~. . s , ., . ... R .' .' . . .'-. . ..., . .~, . .

which the Canadian- PiLICific progressed; ' when ` it was T th© - only ' transcontinental- . . _ . ; . . . . : . ._ . ,
line, canriot reasônably be taben. as a standard of the probable rate of progress of two
néwArânscontinental systems, cqmpeting, not, only, with each ; othér, but with the rich
and firmly, ëstablished Canadian Pacific itself . - ~ . .- , - . .

Tiansfer to +à , New Body., Recommended .
. ._ . __. h , _ . . . . , . , . .We have réoommended , then thatthe control of -'the •three 'companies, ~ Canadian ,

Northern; Grand Trunk,' and Grand Trunk Pacific pass intô other hands; that the- . . . - :, ..4 rights of the creditors . of all three companies# be préserred intact ; but that :the rail-., , .
~bays' of the' threo - coïnpanies be not handcd over to, ôr operated by, th© Government.
It is riécéssary, therefore, to find `some new body , or bodies to 'whom they lcan be. . . . . transferred: ,~Ve' think th© ,quistiQn, wliether thé r© should be one' body or more, isanswered by' the* facts that we have alréady . rccited . : : TIiQ Canadian Norn is weak~in the

'East .', The Grand Trûnk; with the . inadequato Prairie' branches of the Grando . ,
~' Trunk' Pacific, would be almost . . . , . 'powerless to" compete"in the West with'the Canadian'
Northern and M the Canadian Pacific . - The natural téndeney of the 3 Grand Trunk and, . . _ . .' .Canadian Nortlïern organizations, left separate, would . be for each,tô invadQ th e. , _ . ,territory of the other. . - Remaining separate, the Canadian :• Northern' system would; . .. ,
need ;to spend many millions of dollars to 'obtain an ndequate hold ôn the East in
compctition ' .with' thé Canadian Paci fic , and Grand Trûnk, : Remaining °
sepàrate, the ~ Grand Trunk- and Grand Trunk Pacific system would need to - spend, . ,.
many, millions of dollars 'on new branches in the West,, in order to hold t i ts own with .. . . . _. , ,. .
the Canadian . Pacifie , and, the Canadian Northern. . 'And this money , .would, , . ..be needèd :at once, for till it was spént neither organization would possess a complete
system : 1 Canada cannot ~ afford all these new railways, 'and• does not nced three com-: .
Petitive systemà- ` . Wo recommend therefore Ythat thë , three undertakings, the 'Cana--
dian , Northern,' the., Grand Trunk, and the Grand Trunk . Paci fic be united in one
system. To whom then should its management be entrusted ?.~ . . . r. .• , :. , . r .: . ., .. , . .



xlviii - RAILTVdY INQUIRY CO MMIS'SION

7=GEORGE V, A. 191 7

Suggested Transfer of all the Railways to Canadian Paeific'- Discussed .

r

J

One possible solution `vhich: has beern submitted to .us we :SVill deal with at the,, .
i

. . ., . _outset For, though we are unable to recommend its adoption, ithas very.nfluential. . . .
support . This sûggestion" takes two forms. The : one ' is ` that tlïe'G'anadian--Pacific. _ : > . -. : . . . ., , _
Compan y should,by lease or purchase,obtain control ` : of the - other"rôa~ls', and `

,
operate

the whole Çanadian railwa stem as T* ~_ y~y partner with . tha Goverriment, _ on J, ,erms`-to be, . . . .. _ r. -. . . . _, ,..
arranged. ' The other'•is - that the Government should - itsëlf acquixe aI1 ;-the ` roads,. . . . . . . . .including the Canadian Pacific . Railway, and, employ-,:the `ôrgânization, ofthât com=
paiiy as a basis on which. to build up the ôrganization ' of the greàter, system. wThe -, _ .. _ . , . ,_.. _. . . . _ . .
first alternative is specially supported from thè finaneial - side . .And :-indeed, were'
tinancialconsiderations controlling~ in this mâtté

. . . ., . ,
_ r,~e do not dény-that â-` verystrong

I c ase could be made for it . The second alternative commends itself more especià lly.
to those who feel that the Government is âlreâdy invôlved: so deeply in railway, enter-..r . ~,• , . . . . .. .__ . . .
prise that itcannot : call!a halt; and must : go ; the whole, length . We are ,not prepared-~ . _-,to .: .ga ree with either partÿ. We do not think that

.,
a - railway monopol~ is desirablé,

either in the hands of a' company, or - in the hands of the~ !Jtaté.~~ We are convinced?,.
that .: the people- of Canada who :̀havespent or guaranteed= .=whéther wisélyy, or, not, . is. . . :ss .<-- _.. . .
notnow the question=hundreds,of'millions of dollars, largely : witfi' the object of
brèahing aprivaté mono' poly;" would never consent to ~ the ré-establishment' of û still
greater monopoly, even if-the Government were a partner in -

.
the concérn . We do. . . ,. : ._ _ . ,, _ _ , . .

not think that there is any necessity for the .. State .to go-further,than it has a1lready
goné , in the direction of Government opëration . - We recognize that' the Government
occupies in respect of the Canadi iin . Northern and Grand Trûnk`;Pacific-roads, very .
much the position of a mortgagee whose ' mortgagor is in default. But we °do not~ . .
think- that the Governnient, as a Government ; need " enter into possession.- We think
a- scheme may be wôrked out wherebÿ Canada will 7 have two great systems ; both with
substantially similar , management, operatinb alôngside : in healthy :rivalry from oeean, . _ . .
to ocean .

_ Suggested Transfer of-the Whole or a portion of Canadiâ,n - Northe~rn to Canadian
Pacific Discussed .

Another suggestion has been made which we will'deal with here : ' In our jûdgmènt- . ,it has even less - t o recommerid , t. It is, sug~estèd' that,ahe liucs of the Canadüin
.

Northern should be handed ovër to '̀ .
the Canadian Pacific Railtvay, on terms . to be

arràngéd. We can see no, possible a:dvantageto thè côuntry , in thisproposal . It Would °
hand,over the lines with the best prôspect of development to the CanAdian. .Pacific Rail-: .. ; .way. It wôuld re-establish what wôuld be â practical monopoly` in the Prairio Provinces ., . - .It would leave the country-, to carry the burden, for an indefinite timb to come, of the
Grand Trunk Pacific, which in its , _ ,. . .. .

present isolated position lias little hôpo of prosperou s
"development : And it wôùld lead béfore'lôngto'àn inevitable result . For thersake both- - , _ , , .of giving'the Grand Trunk Pacific system a fair, chanee to develop, and in' order totd ,break down once=more the re=established monôpoly of the Canâdiân Pacific -Itailwa ;
pressure would be put on the Government to "obtâin a~vholesale ex ténsion of the Grund. , . ._ , . .. . , ,
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Trunk =Pacific branch lines, for which thèré • is no, commerci A ju'stifiéation, Capital
- would be wasted, opérating expenses would be duplicated, and -the ultimate solvency

of the publicly owned hnés would be indefinitely poonéd.
. -,. .

For the suggestion which"has .also been
.

made, that tlïe Canâ-ic ianPacifie Railway
be invited to take ove r the western portion of the . Canadian iYorthern ..only; there is in, . . _ . .,
our jud ment still lés ` >

., . . : , . .
g s, if that bé .possible, to be sâid ' than" for the suggestion that the

Canadian Pacific Railway take over ,the ", svhole It has all the disadvantag -es _ of the~ . . . _,
former p`roposal: .A

nd it has this further disadvantage.' : The castern lines of theCân-. .
adian'-Northern have not an ~ ~y .verÿ.~hopêful outlook even , under pr~sent conditions:. . , , - . _ . . . __ . e . ,
If they cease to tbe- the cômplement ,of the Canadian' North e

_
rn prairie . lines, : they, have. . ,. _ j _ . r . : . .

no justification' for existence whatever. And yet it is .
_
proposed to leave the country to

carry the burdén * ofthëïn.

Possibility, of Fôrming al Commercial CompânyDiscussed .
, . . . r . ,,

Assuming, then, that the ; Canadian Northern, Grand Trunk, and : Grand : Trunk.. ._
Paci fi c must be united into one 4systënï, and that this _ system must ;remain . éntirely
separate from - the ' Canadiàn Pacifiç Railway, we Ï have ; considered the possihility of
forming ' a new company on a comniercial , ba'sis, to ' which ` the . operation of thesë ` three
undertakings -might- bë"trânsferred. - We have .comâ'to the conclusiôn'that this - coürse
is not feasible under the+_circumstancés, , as thëy at present egist.. ~ .

TIIE AiE%IQANPRECEDErT.

.. , . , _ , , , . . .
tiVe : have considered what is coinnionly. known as - the 1lieaican ' scheme. Under ,. . . . , - .

this scheme, which was originated by Senor Limantour, the very , able ' Finance 1liinis-. . . . . ., . .
ter . of thé Diaz Qovernment, the

,
Government,`. in

,
return for the guârantee ' of certain

bonds ' and thé y payment of a nominalamount of cash; - acquiréd possessiôn-of . a suffi-. . ,.
cient amount of ' deferred ôrdinary stock of the principal railway companies, on which ,,. .
no dividend .nas likely to be`earned ',in,the immediatefuture,Jto sivé them,control of. „ . . , . ~ ,- . ..

ythe' election of the Boards of Directors, and ,therefore indirectly control of the poli c
.

of the companics y Similar ,paTtnerships between the public authorities and priv ate {,, - .
companies havo':in rëcent years become common in

t .
the`gr_eat : Ge

e.
rma

. .
n cities for the ..,

establishment and operàtion of sas,, , electric, and street railSvay undertakings . "'Th e. . _ . . . , . . .
1liegican schem is understood to have worked very s I uccèssfully, so long ., as 11exico. .,.
remained an organizéd community. We do not think it applicable to Canadai, where the

- conditions are entirely different. In Mexico the bulk of the monëy had bèen -raised by, , :. , . . _ ,
the companies on their -oivn ° resporisibility ; thëro was , no . question" of defaulting . on
fixed charges; t the sÿstems

.
were practically complete ; -and no

.
large amounts of new

.capital . were required . In Canada the bulk Of' the . nioney has been raised ~ on the
responsibility of the Government ; the companies cannot . meet their ~ fixed charges;'
the' systems pe far from complete ';x and , much new capital : will . have to be provided,
which- can not be raised by the companies on 'thcir own credit. We cannot therefore_ . . . ~~ecommend that the'Me.Yican - prccedént be followed ., .. , . - . , .. - , - •, . - .
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. .,. .r,; -. , . ~. ,
There is . a precedent in the New York Subways for a scheme under which the. _*., .

railwaY is constructed and ownedïby the public authority, and its operatiôri :iâ entrusted~, . . ,to a company, which .finds capital to an amoun£ :representing the value of ,the equip- .
ment, ând ' takes a -lease for a=period of-years, upon terms that the company receives a_ . : . . , ,
return of five or six per, cent, as, a : first charge - on the ,profits; while profits beyond
that figure are divided in, agreedt proportions betwéen'the cômpanÿ and the public,
au thority . . The New+ York partnership scheme, however; has reference to an ' ǹndér-~~.
taki ith èvery prospect :of making a sübstantial réturn on th

.
e

_
: capital involved.. : t. ~from the,outset. There is nô; such prospect here. We have to contemplaté a ,$cndition, . ~of affa irs in which, .for a good , many "yeàrs tof:come; the operâtion-- irill not yield a. . . . . . .- .. ; , , . . . ., _ Jcommereial return on the capital âlready "invested . ~A promise of the whole réturn,:, .

thereforé,' _ would not tempt ;the outside capital ist; still - •less would: the ôffer of a ;. ._ . . .,,,portion of it . To ;induce outside capital "to `come in and share ; the risk; it would be
necessary for the ' Government to guarantee a - return . üpon it of not less than 4 1 •per'- • : _.
cent or 5 °;per cent ' forthwith;_ and 'i to offer a prospect, of partnership in the, vûluable `:
revèrsion'- later on. And ' seeing that, ,with the guarantee of " the Gorernmént of "Can-ada behind it; ' all the , money. réquisite could .beborrowed " at 5 ;-per ôent without any
reversion,the offer of a reversiôn would be;'.in-effect,.to,deprive the people of Canada
of a portion of the returnvwhen they, have earned the right tô receive the whole. .

Further, we have no',., réason to thinkk that~ such : an . ôffer; even if -înade, woul d
attract thê necessar9; capital . The speculative investor { likes to see' his profit in the
near: futureIn tins case - he -would have, to wait a " good many years before lie " could.. . . . . . , ,
expect .any return on his moné9 beyond his fixed 4 or 5 per cent . - Uzider present

-~n arket--conditions, an :,investor, . .prepared .tô také soie risk,can ' do much;bétter for. . _. . _ ~ . _ . , . .e . . _ ..himself than this .

v--
Canadian Railways should ,be ûnder Canadian `Control:,. _. , ~

Therè is`yét another reason, why we' do not think that, "erën if it were possible, -
any attempt shouldbëinade,toform an ew comtsany, cither on`

.
tlie ?1lcxicAn o' r ,

the New :Yôrk' Subwaÿ model ~ Such a company could not be Canadian . The cap ita l
--would have * to be - foûndjelsëwhere`, . And the controL .trouldjfollow thè capital .

' We
think Canadian railways should be under Canac~ian mânagemeii t:




