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PART A
THE DOMINION RAILAV AY COMPANY

- . .~ _
-(l'overnment Operation.n.ot R.ecoinmended .

7 Having, then arrived at4the conclusion that the transfer of the three undertakings
, • . . ' - . . „- , ... 4 . ♦ . - . . .. . . ,

- to a cômmercial' company'ris not feasible, ,we recommend that . they be_ : handed ovgr , to. r , . . . , _
a board of trustees to' control' and- manage on behàlf of, and on account, ôf, the people_ - . _ .-.. . . . , ., .~
of Canada. w The trustees should be . organized as ; a company with : a nominal capital .. . . , , .
But in effect 'they : would be a public authority ,

Before going further : we desire to make a' fundamental point' clear. We, express'
the conclusion to,which we have cemé both~ in nebative and, positive forms. We recom-.,_ . , ., ., , . : . . . . _ .t . . . , _
men d :-- ~ , ._ . . .

1 . That ` the Government ' do not acquire or, undertake tô operate any, furthèr
railwaÿs, but

: 2. = That these, three railwaSs, Canaditin Northern, Grand Trunk, and Grand
Trunk Pacifie,be transferred by ;Actof-Pnrliament to `an ' independent Board of
Trusteés (inëôr orated as 'a comp` ânp y), constituted as we sha ll hereafter describe._ ., . , ._ . . ,. . , ~. . _. . , . .~ .

These recommendations, ,yfro mfrom, our point of' view, hang together and must be ,. .
. regarded as inseparable. "We` do not recommend the* transfer of the three companies at

unless ourrecomMendationsas to the ruethod-to be Allowed are also sübstantia lly-
~accepted . That the Government should' itself take over the riiilwass, and they should

then be operated under the control of a Parliamentary 1liinister of Railways, is a policy-
which ~iir our`judgmènt .~rould not be in the best interest of Canada .. . . .. , . . . , . .

Our'personal b clic f is stron g that, in- normal circumstances,` railwây enterprise `is
.,a matter best•left in ,private hânds, , subject to proper regulation, by the Gorernment.
Vere weasked to advise inzthe case of the railwnys of, the United Iï;ingdom or the IInited
States, which have bcen constructed by prirate companies, with money found by private
inréstors we should

. . . .. - - ~{ , give effect to this belief . We go further and consider that,` in the. . ., .
- case of the Çanadian Pacific Railnny, as" to which ,the Government does, instruct us t on
advise,=the"fact that it reccived large help from public sources in its early days, is not
any reason whÿ the etisting status of the company should now be distürbed . This 'com-.. , _ ., ,~ .. _
pany.has carried out its bargain . It lias repaid to the Gorcrnment largo ndvânces ' made : .
in earlieryeârs. We believe that Canada has had good "value, for what it has given ., : .We think thât' it is in the interest'of the country that this company should be rieh and •
prosperôus'for such companies can be espected, not o nly to give the bést service, but tobe best ' able toprovide intimeto meet newdevelopments as they arise : We have hadno hesitation,,therefore, in coming to the conclusion that -the status of the Canadia nq
P~icific I~ailway , should be-leftundisturbed.'. ... ^ . ., ., . . . , .. ' . , . . . . ,.: . -., . . . , , . . . - , . : . . . . . . .

. • .. . -: But in the case of the Canadian Northern, the Grand Trunk and the Grand Trunk. ,_ .Pacifie the circumstaüces - a re not normal . 1'hese companies have broken 'do~rr~ ., We.
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see no-way to drganize new çompanies to take their_ place . Their. '. only possible succëssor
is in'our view;a .public authôrity. AVè are confrontéd- with a conditibn ând_ not a
theory. - . . ' ^

Recommendation of Independent Board of -Trustées .'

I

Our formal recommendations are:- '_ , .

" I. That a Board of Trustees be c o nstituted by gct of Parliament and"_incorporâted'
as The .Dominion Railway Company . "

II. That the 'ownership of the , Canadian Northern, Grand Trunk, and Grand
Trunk Pacifie Railways be tested in Ahis ; Company.-

III. That the, Government assume rêsponsibility to the Company for the interest'
on the existing ` securities of . these ûndertakings

]IV.,, That the Iritercolonial (includmg ;ihe Princé Edward Island) and' Na tional
Transcontinental Raflways';be also .hâ,nded over .by the'Governnïent - to' the* Company.

V. Thatthe whole. of ' these rAïlways , tthe Cânadian Northein, ^ h e Grand Trünl ,the- Grand Trunk- Pac ific, the Intercolonial, , and' .the-National .-Transcontinental, .be
,

.
operated by the Company as one unitedrysy stem .

Constitution of Board, and Tenure of Office .
_ ~ . .,. . , . _ . _. . , : _ .We now proceed to set out ahése recommendations in more'detail .- . : : .

The Trustees should be fivéin' numberThe first Trustees should be named in
the Act of.-- Parliament constituting the , Board.

The tgnure of office shôûld `be'the same as that\ of j ûdges'of the Sûpreme . Court,w ith the . exceptions hereafter _noted . , Three Trustees,'one, of ~whom should be the' .:
chairman, should, if possible, ' be - men - of railway ~ ~ egperience . - They should be required
.to-give their whole time :to their duties, and salaries`should be fined ûdequate to com -~
mand the services of the best men. Of the 'two rëmaining Trustecs, we think it `wôuld
be desirable that one ` shoùld be , selected r on the ground . of business and finüncial
egperience; and the other as specially pos`sessing the

.
confidence of railccaÿ, ïemployees.. They shguld not=be,egpected to, give their . _wholé time. Their maximum salary migh t, . ,

be laid down in=the-,,Act, to be adjusted ' lâter when the requirements of -the' position .,, .. . - . . . ._ . . , . -became evident: Evé Trustee on appointment ' should . bo ° requiréd, to " divest him-_self :, of a11- interest in Canadiari. railway bonds . or stock, and should further satisfy
the appointing authority that he has no, other interestthat con flicts with his : dutiës '. . . . ..- as Trustee .

Alr a
. . .., ~ . `. ~,ppointments other than those of the"original,Trustees should bo for a fixed~ . . .period , ofseven' years, egcept that in the-case . of a casual vacancy, owing -to death,

or, disa'bility , or résignation,,- the' appointee should hôld office only , for the ' rèmainderaof:the term for which the ç Trustee . whom he replaces was tippointéd .
Every Trustee should be eligible for ; renomination and reappointment.Vacâncies should, be fi lled, in the case of a raihvay `member, by appointment byv_ .- ., . . ,,the Governor Génèral•in-Çouncil , on ' the - noinination of . a majority of, the r"emaining
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Trustees ; and' in the case of other -members, . by - appointment from a- list of thrée, . . . , , . . ., , . - .
names, similarlÿ nominatëd. Shoûld'the'Government refuse .toappro ve a nomination;
it should devolveüpon the ~Trustees t to sùbmit. a new name. :

The original Trustees should vacate their 'positions according to the follôwing
scheme ,- ' The- t4ree railwa~ Trustees should retire - after...three, five; and seven years,
respectively, the order of.rëtirent amost.the thrëe being'determinéd at the date'. . , _ , .. . --.of the Trustees' assumption of ôffice. ' The ; two'rèmaining Trustees should retire fl.ftèr. _ . . __„ _ . < . _.. _. ., . , .
four and six years, respècti vely ; their relative position between : themselves being
similarlÿf determined. - . : . . _ . ..Trustee should retire on attaining the : àgé of seventy yearsEverÿ : • '

~ . x

Board to be Non-political .

We dèsire -to call attention to the estreme importance 'that the Board :should'not> .
assume, - ôr , evenbe . scted :nf assuming, apolitical complexion. In: the" United
States an ~-- attempt : hâs been made to guard against this danger by: statutory pro-
vision that not_more 'than- four out of theseven members of the Interstate ~ Commerc e , , ,. . . v. . ._ .
Comnussion shall belong to . the same political partÿ. .<We +do not récômmend that this
precedent be followed, as we - think pôliticsz havé' nothin g to

,
do'with the matter ; and< , . : . . .

any such restriction `might - hamper ,. the Government in- their choice of ' best men:~- -.- - .._. ., : .. . .;
But ' should it, be desirable iri . the public Intereât to select Trustees of recognize d- .:, . ,

'theLaûüiations, -we think it LLmost important that the spirit of , thé Uûited' States
legislation should be borne, in mind, -. both by _ the Government' in making- the original., .. . _ . .. __ _, .
selections; rv and by ~the -Trustees~ .themselvcs in recommendin g numes` to fill'any sûb-'
sequent - .vacancies .

. ~ ,.

_ , ,s• . . ._
.Board .- t oto , be Permanent and Self-perpetuating=Australiân Egperience ._ .._ ~ . , . . ~ .. , . . ,. . ., . , _ ., - _
~Ve recommend , that, subject to the power of the Government to .refüse .to :confirïn

a nomination.,-'the Board of Trustees'should be a permanent sel.f•perpetuatins body, and
we attachvery, g'reat-importance to~thi§- point. The four oldër States of,llustralia,`New .,., ~, -South Wales, Victôria ;,South 'Australia; and Queensland have hàd° a long experience ôf' public ownership. In ~ each :'State the historÿ, has been . rery similar. Originally,- the
railways,weré managed under, the direct control of a M inister , of Railways, responsible
to Parliament., ; In each Sti~te,'the system was found unsatisfactorÿ: In' each State;,, ~., ., .. .,, . _. . . _ .
commissions were appointed, with functions substantially similar to thosè tvhich we are-,
recômmendins to' be conferred upon the board of trustces . In -each Staté, the result
was improvemènt .= But the Australian commissioners6 wereY only appointed for five
year term's: .,, 11nd the lack of permanence in the . commissioner's ; tenure of office pre-.t .vente' a . p e '
most, successful,' for - then the commissioners had the freest hand to manage, their. . . .y
undertaking on commerciallines.,* Some of the States have gone through a checkered
history. The , coinmission' has been abolished ; and the management has been trans-. , . _.ferred back to a political minister. Once more the result has been unsatisfactory ; and

.
_ . ~. w

., . _a :riëw commission has been" . appointed
'

only, in turn, to fail of success. The main., ,. ,r . ._.. _ . . . , . . . . ,
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cause, as we read the story, has beenthé lack of permanence of the commission°aud the, ... ..short tenure of office of the individual cômïnissioners. ' We, therefore, ` think , it ésëntial, , ., . ...,. . ,. , : .
that the Board of . Trustees . shall be .,

p
ermànent, non-political 'and, .subject to Govern-

ment approval of each,_néw nomination, self, perpetuating .

Railways not a Proper Subject .for Direct Parliamentary Contr o

'"'e have given: expression to a strong view tliat . the 'ôperation of' the " railways of- ,_,. . ., .
the country by a department" of the Executive

,
Governme ~ directly, responsible tô-Par- ". , .. . . •. . . . . . . . . . r .. . .. , . , . .... .. .. •: - . . -. ° . , . . . ~. . . .: , , . .. . _. e ..

liame
.

nt would
.

be âgains~ t th
.

e, interest , of Canada- Lest it should appear" that this view %, .n. . _ . , _.
imphes ~a rèflection on-the honesty and âbility of ministers and meinbers of Parliament,
we desire to `egplain Whÿ we ~ enter tain it.' Our reason is, not that Government by, a`
Cabinet responsible to apopularly elected Parliarrkent , is â, bad Government for the. . _. ... ,. , . . . , - -- . . . , _
ordinâry pur

.
poses"of Government,`bût that it is

:
not a forin of ' Go y ernment suitable for .' ;

In z primitive times all - Government was concentrated in : a •single hand . - The king. . ,
or chiefwas-at once the law-giver,-the administrator ünd -the"judge -. The king as law-.. - -_
giver prescribed duties . and estâblished rights ; , as judge he decided on the'interpreta--- ., - . . . .n .. Y ,. . . .,
tion of - those - rights . and duties .~ between " the nation, _ represented by~ hiniself, and ~ the, _.
individûal, and : finally as e$ecutiveaüthority .he enforced his=ôwnjùdicial decisions,: t . , . ". , .
with respect to the rights which he had himself established as législator. Centuries' ago, ,
the progressive nations of Western Euiopé hud oûtgrown this primitive idea .' . They had '._
learnt to d2fferentiate functions to the exi tent of making the judge entirely indépen.dent. , : , . . .~ , y- ,~ both of the legislatüre and of the exec,utive; govérent. Even,un

.
der. the

.
ubsolute

despotism of Frederick'the Great of Prussia a jndge could decide' a
,,
quarrel betw

,
een ,. . . . .

the King ; and ~a humble subject in
_
favour . of ~ the subject.." , To say.'now•a-days that the

administration of justice is not a matter`to be left to â minister responsible to Parlia-
. ment, would be "to say ,a thing so ôbvious as to seem a~preposterous truism.

the management Of a railwav "ùndertaking. `-~

. , . , , . .. ., ,. , . .. ., . f . ~ . , ..

Growth of Extra-Parliamentary Functions of the State .

But the rvicess, ha sp gone further
: • We . are' :Iearnüig 'that thcre are othër matters =. . .which it is well to withdraw "frorri the political arena : It has becomo u common-place in ' England -within` the last ~ generation ' to' say that forci 'n policy ' lins been

" withdrawn ~ frôm : the sphere . of part
,

y politics." The same thüib had in, great
. measure happened, boforé , the' war-in the case of naval administration ; it' w`as more.
and moré bécoming the rule , in-Ah

,
e case of army administration a1so: Iii other tcords,

in `respect`-of these three vitally important, spheres of national actiwity," though the
form of direetparliamentary controlwâ`s retained,"it had corne to be recognized; "
that the affairs were ~very complicated, that the reasons for action might be `good~ , ~.., .withoût ' bé i ng

. ' such "as
. .

could . publiclq ' be aroired, and that therefore they were" best. . , r . ,left to éxperts, .crefullÿ selected and then giz•en a mainly free hand . Since the war,
public opinion on this question has ripened fast. England and France are eoüntries11-just as democratically governed Ias,, Canada. And in{ England and France, the ' fact
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that prompt -.and d,ecisive: :executive action iis ' inconsisïent - with , detailedk Parliamentary
control; is being more and, more reçognized, , not only by , the public but . by Parliament, . . .. . . , ,_. . . . , , : .
~'tself. Numerous boards4 of expgrts,', with :an , almost' entirely frée hand, have,- been
set,up in,' Englandto takecharge of different branches of 'public a.etivi ty. é It cannot. .
be supposed that the lesson`lêarnt ' in war will be; wholly. unlèârnt whén peace returns.: , , . .
It is har' dly likely , that coûntries wliose` constitutiùns are i ba`sed on `, the English model• . . . . .. . . .will go ~ as ' far as the United States; where the = Ezecutivë - and . the Legislature-a' e._, . . . . ,_ _~ .almost entirely.`independent of. each ôther,

4
where

. .
the Housè` of - Representatives has

no` direct çontrol of the Executive Government at all, and ; whéré- even the Senate can. ^ ~ :, . .. ._,~--onl~ confirm or refu$e to confirm' certain a ppomtmen t
.

s, but - has
_
no. power to seeure

either the nomination o~ the dismissal of a single - ôfficial. But there can bé nô doubt, , , . . . e . . ,
things arémoving in that irection. - Lt. is, because ,,, we' think that '- the management. . :of a r'ailwây undertaking, like the control. -of , shippirig' or of enemy trdde, `or

.
the work ..

of the Imperiâl Munitions Board, is a matter that in the public interest ~ is best left
to éxperts,,that,we' desire to avoid direct Pârliamentary control .

In th iis connection it seems desirable to point out tha tI the . Prussian railways,,. • . . : . .cértainly the most ; successful State-ôperated ~ railways in the_world, are'not subject'. , : w .
to Parliamentary eo`ntrol -x The Prussian Parliament has ' not much control over any- w . . , , .~ - , ._ ._ r .department ~of the , Government, but ocer`the `raihvays, ôwin~ to the tact that,'so fax `
from _ requiring votes of money, they yearly, contribute a considërable net revenue_t . _
f

,
~ forgenerâl State purposes, it has ` eren less control than over other , dêpartments . Theonly, ccheck on , the 'action , of the 11linister of - Railways is that afforded bylthe Railwâys

Councils,- to whiché. we . refer hereafter,' and whose pa wers are , merely advisory and " in,. . , . A . .no wâ com ulsory, 'y p In, Canada . we , are . recommending, not only that similar Railway
Couricils should-be estâblisbed, büt that the Trustees should,ûlsô 'be subjéc

.
t fo- the'orders of the Railway' Commission, a body to «hich Prussia furnishes no ânalogy: .

. . . 4 + r , n
. .

. . . .m .. + : ' . a . . .- w ; . .. . . . . , , . .: ' .

Priva te • Interests . and Public Interest.. . t ,

The~railwas - touches the life of thë côuntrÿ'at innumerable points. It can almost :
~ ,

. . , .make ~ one city. und unmake another.' It- vitally ` affects the question . whethernn ,"
industry in one place is more or less profitable than in another: Every city wants. ,
to become-a . railway centre, to have railway . works located within - its ' limits. .` Andthe local member insariably wants it too. Every citizen wants ',the railway station. r. , ._ . ,placed _ wheré it = best suits his own nersonal . convenience, . . a iid nants ; thâtcre.., . : . , , .- ; - . ~ ,,express - train shall stop' at it .IÏe naturally strives'. ` to, secure these' benefits for. . , _. . , _ ,.himself, and his ; local' mem b7~ r , naturally desires'. to help him : in their at

,
tainment., , , . . . - . wThe individual citizen; the local- member, cannot be ex ected to ' see the railwap y.

situation as a` whole • to a '_. . . , ppreciate, , for instance, that an express which stops at
every mân's local station ccases' to be an express, at all. Even if lie does appreciate.
it-human nature being what it is ho will probably be . quito content if, by bringing~ political . pressure to ' b- car he can gain an advantage in which his neighbour at the
next station does not participate: It is too much to e.xpéctof the avcrage merchant,.. . . ry.the , average manufaeturer,' ;that if he finds that by pressure he `can obtain for' hitri--.self an exceptionally low' rate, lief trillw refrain' from asking . for it, ` becàuso it g ives, . .m
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him an unjustifiable advantage _ over a rival, or -because he knows that the balance
of net revenue must be -made up by unreasonably , higher 3- ates paid by other people's
traffic .

= It is ônly, when the manàgernent,is protected frôm the pressure of.special interests ., . .,. . : - ,. ,
that a _ railway can be managed in ~ the , interest of, the . public as a whole ; that it can .,be
-espected that improvenitnts and alterations :will be made, even-though they injuriously ,'. ._ , .
affect certa in individuals, because they"are justified by gr

.
éater benefits to, the`p ë

.
op

.
lo at. . . .

large . ; To take`ône , example . ~PeTare- satisfied that there
. are many cases whëre in the. , . ., . ; .interest of economy, duplicate services should beabolished, . ,,-and~-' duplicate TM stations ;. . _

closed . 'Any such-'change'must injure soniebody. Supposing~that it résults-in a'sàving, .t oof $1,000 a S ear . to the tagpayer,° while the :injury , can be meàsured by • a 'aoss . of.$25 : a., . .,_ . , . ., _._ . .
head to three or four peôple, cleàrly ; the change ought to be madë But if the three or-'

• - . in - . . .. . .fou men can get the~r grievances
:

voiced in Pàrliament, while the taxpayer is !

an~. ~. . .
abstraet entity `vithno one to spëak fôr him, probaUly .the change will nevér Ue .niade: ;. . ,. , . ,~ ; ._ . . . .
Theré is no néed .to

.
mult

.
~ply instances. " Ve believe thât the history of railways. ,all over

the world, where"the management" is . directlyYünder à minister:_'responsible . to a demo., , .
cratic Parliament" confirms our, position that under sûclï a, system = the" suffer
because special interests obtain concessions at the,- expense of the` eommun ity as a, x . . . ., ~ ,
whole . It is for this reason that we have emphasized our recommendation, that- the
management of the railways be entrustéd toà'body-independént of polities .

Control of Dominion Railway by, Râilway Commission.
~;. . ., _, .

~1t the same`time we recognizethat~ .the non political' body, which tre propose to
establish, will neither be infalliblè nor impéccable . We therefore propose tô. g ivQ të the
13oard .of Railway Gommissionerà the same full judicial authority over all its actions and
réfüsals : to act which the . Board ât' resent' has"over th e-. ,, P, pri~iate railway companies•With â board of managemen tnt appointed . on* . the_ sôlé" grôund of compctence, controlled
by a commission with'power- of impartial review; .wè beliéve ' the rights of ever7 citizen. , _ .o_ receive air, and equal'treatment=and no citizen _ought -to. _ . ..-, desire to reccivo more--_ , . - _ . .. _. .,, . _will be amply protected : =And at the. same time thé -,' dangers ôf political influence twill
bé avoided .

. .K . -Relation between Trusteës and ' thèir Employees . _ . ".~ .
It has been . a, commôn experience in all democratic 'eountries that, whé. - , I re under-

tâkings , are in the y handsïo f public: authorities, = either national or lôéal, th e emplosees,are tempted : tô use : political methods f.
to 1  im

p
rove their personal position . ' .-Ve think.. . ," . .~ - , . . ,it imPortant, .that ahe Trustees should be . protectéd° against ° pressurô . ôf " this kind,

which .would be entirely without justificatiori ; if our proposal," that onë ' of. theTrustees shall be specially châ.rged :to' watch" ovër' the74interest of thQ "em ployees; isadopted: To ôbviate the evil, it has often been ° proposed that emplôsees of ;the
Government shall bë ',deprived of .their national vôte and emplosees of â rnunicipality ,bb6' . deprived : of their municipal ~ vote : We • cannot aecépt this ide.a . . A . Stato servantdoes not cease to bè a citizen, and"he ha' as good a right to exercise his roto as hisreighU ii ur, provided . hé, does not -. use' it to obtain, for himsélf an unfair adrantagè at'
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his neibhbours'weBpensè. In this_matter the Australian experience is ofinté,~st.: In
~he State,of SVictoria therc was in 1903 a fiërce strike on the State raâhvays. Thé meny , their conduct ahenated - all -Public : s y ' 9 * -,, . _ .. . , r . ,a ympath and ~ vvere bàdly, beâtën : Th~e' _ V i c=torian Parliament thereûpon passed an Âctnot indeed disfranchising the railwa yemployees âltogether;but,, depriving them,` of their 'votes " in théir ° ôwnlocal consti,tuency ; placing .them on a separate register; "and°~v ing them power to elect as ,_.their special representatives, one'mémben ";to the Council and two wto the Assembl .In 1906 this Act was repealed and supersédedby Aii Act to abolish separate représentàtion in Parliament of. Public Officers and Railway O fficers" Section of thisl,rt c~,n~Ç o

(1) ' "In order that all officers may be enâbled to render loyal-and efficient
service ° to- the ï State3 ` it . is hereby. enacted that no- , per"son ; or clâss- ôf personsemployed in : an . ca aci t~ • s p y (whether'permanentl,y` or temporarily) in the Publi cService',. the Railway Service, the --Police-', Force, " th© State Riversand ~Yater, - Suppl,v Department, and the Lunac~ .'Departrnentdirectl or mdirect takè an ) shall - either

~Y y part' Zvhatsôever in or in 'relation - to election ~ ofmembers "to the'Legislativé Council or the'Legislativé Assembly,or directl~p or
• _.indirectlÿ in"ariy way-take , pa rt, in the political affairs of .thQ State of - Victoria,-.,_othërwise than byhrecording a vôte at`a Par liaméntary'elëction ; and no personôr class of persons so11

empIoyed`shall dirëctly or`indireçtly . ;ùse or attempt to ùseany ;influence in-respect to-flny matter affectingvthe'`remuneratiÔn or position''in the Püblic Service of either himsel.f ôr'uny oth'er . person .
(2)_ "~ ânyn person so ëm lo ed : is

. ' . . , ,

P Yguilty of. any ' contravention -, of thissection, - then on ,prôof .théreof -to the'satisfaction of - the Public Service Com- .miss ioner, the Commissionër of Itail mays, the Chief ~ Commissioner of' Police; - .or, tthe State Commissioners and Watér Supply Commissxoners, `or the •Inspector ,:,General ~ of the '-Insane (as : the : casé may be) . such person may by the -'said"authority " be fi néd - any 'sum not esceed2ng 210 and'.. may 66- redûeed in class,sûbdivision, grade *Or stàtus and salan aY . : bè 'dispensed 'with , Providéd - 'that
,
such ç may

be dismissed or his~services
person shall not be dismissed or ihave-his services dispen sed with for nny contrarention- of , this "section - withoutthe consent of the Governor in Council:"

. , . . a, .We should4hope that the émployees on then Trüstees' raihvays w ill be contènt tomake any~+ necessa r̀y representations as to , remuneration t or , conditions - of servicethroûr~hthe member of the Board s cia lPe ly charged to tvntch.over their interests, 'andwill
. not attempt tô exercise political` influenca ` But shôuld' this hopo evér bo dis-_ . . . ..

appo~ntéd, we feel confident that'pubhe opihlon would ful l• . . y Support any Qovcrnment :-cvhieh introduced and ;passed-a larc based o n, +h. . t7.,.a:._.__ _ ---- ' . .5, .. _

Incorporationx of the Dominion Railway ., Company .

,),The Board of .Trus
,
tees should be incorporatcd, eith

:

er d
.
irectly by Act of : Parlia- ""q _ .

. . . . .ment, or by Royal Charter under the authority of the dct,, as the Dominion` Railway °- • :Company with a nominal capital.' We assume `ri capital of $50,000, divided into . 50Ô
. . ~

shares ~ o f $100 - each. Each trustee would hold 100 sharés . These shares would be:enteed in the_register : us"-held in the joint names "of each articular'TrusP teo andthé llünister of Finance`for the. time being. . The Trustee, being named first, tvoulcta Q0 ., . .
~
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, be éntitled to the vote ; but he could not transfer his ' shares"without the ' signature'

of the Finance llinister.The charterrwôdld°providé -that,no share could be trans,-,
, - : . . , . . . ., .. .

ferred except to a duly appointed Trustee,' and that the sharés Mtvere`beld in trust for,'
the Dominion .

Trânsfer o Stocks to Trustees .--

In, order to give to the Boar il 'of Trustees'côntrol of the railways mentioiied, .the -
. - •

following : stocks should ~be transferred to thém:-

1 . Canadian Nor•th er•rl.-The $I0,000,000 commoii stock -T=ested in~ the Canadian_;

Go~ernmeit should be assibned by' the Gocernment to the Trustees,, and also" (subject. .
to what«e report belo w as to , compensaAon' for éxistinb . equities) the 0,0W,000, *
still remaining in the hands of -private persons .

' 2 . Gr•and Trunk Paci fic.-The whole of the common stock should be transferred..- .d ,
without, paÿment,except that the actual cash 'paid , for ,thc shâres'other than - thos li,
held by the Grand Trunk Company- should - be°refunded .

Grand Tricnh G'onïpany .=Tlre whole of t he stock; _gùaranteed; first; .secôndan d

third preference, and ordinar y , should be transferred ." % Y e . deal later with ' ttie ques-

tion of the` claiins of the existing holders.
,

Transfer of Railways to Trustees .

I7atércolorrial ' and=llIational ,LTranscontinental.-AVe '-recommend A hat ,.these rail- t. _ . . . . ~ , ,
way s be handed over by the Government ; to ' the Tr-ustees . There'. . would be no

securities to be transferred, and * no money Ao'bë paid.' The âuthority `of Parliamen t
fer would suffice. W e -give at âlater ` stage our reasonsfok this recom-

mendation .

, . .

THE _CANADIAN NORTx1,JRN SHAItEHOLDERS.

We return to the question what, ;having regard to all the circum5tances of a sery

diffi cult case, is . fair : as between', the Government and the , Canadiân Northern ' share-. . _ . „
holdcrs . One point inust be dealt witirat the outset . Assertions and insinuations have~ . .
been widely, made thât public money received by,the, firm of Mackenzie and 31ann .have -, ... ,.
been aRpropriated`by Sir W illiam Mackenzie and, Sir Donald Mann to their own use.

, 'And- these ; gentlemen' are understood t4, be :the holders `of the bulk of the Canndian ~
Northern stock. If this ;charge werc ::>>e it is evident that,they would have no equitabl e
claims . ,

Charges of IVlisappropriation Unfounde d

ZVe " are satisfied that thé ~charge : is ^ unfounded. , During our inquiry ` at ' Toronto
on Febrnâry 26 . . and 27, R we' inquired fullÿ into the, matter, and eanmined'on oath

, 11r. Ilanna, Vice=President, and , :NIr: A. J' . , Mitchell, Comptroller, of the Canadia n. t . _
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Northern system. Both these gentlemen are intimately acquainted with its com-
plicated finances. They gave their evidence fairly and frankly, and in our 'judg-
ment with an . hônest desire to make full disclosure dn every point on whicb we
sought information . They called our attention to, the report of the Government
Auditors made .to the Solicitor General of Canada on April 22, 1914, which is printed
in the Sessional Papers of that yea'r '(Nos . 269b, i, j, d, m) . The relevant passage is as
follows:-

" We would particularly draw attention to statement No. 2, being a declar-
ation from the Comptroller of the Contractors, Messrs. Mackenzie, Mann and
Company, Limited, that the contractors have made no profit on their work for
the Canadian Northern Railway, other than certain fully paid common stock
which is set out in a statement in our previous report . This declaration is borne
out to our satisfaction, from our investigation of the books of said contractors,
and also of those of the company."

The viva eoce evidence which we reproduce amplifies and entirely confirms the
eport of the Government auditors.

" Mr. M2TCaEta, : In addition to that, Sir Henry, in connection with con-
struction, there are no contractor's commissions on any of the actual construc-
tion. The work was turned in to the railway company at co :-t.

For instanee; there is actual construction representing something like
$204,000,000, in which there is no percentage whatever to the contractors. It
was turned in at actua), cost.

" Sir HENRY DRAYTON : How would that be done, what machinery would
apply to that work? How did you do it t

"Mr. M ITOarLr, : The work was done by the contractors, Messrs. Mackenzie,
Mann and Company, Limited, anA it, was billed to the company at actual eapen-
diture. The vouchers were all turned in. ,

" Sir HENRY I3RAYTON :' Was there no allowance for the Force Work
Account Y

"Mr. MrraH Et,L : Actual expenditure only, as far as Mackenzie, Mann
snd Company, Limited, were concerned . They were reimbursed for what they
had paid out on pay-rolls .

"Sir HENRY DaAYTOrr : Generally those pay-rolls and that sort of thing
cover the usual and proper charges., You were doing it, in effect, under " force "
work ?

"Mr. MiTCxECa, : Yes, sir, but instead of getting a 10 per cent commission
they got the stock of the Canadian Northern Railway . That was the payment
the contractors received instead of a cash consideration.

" Sir HENRY DRSYTON : The contractors themselves, some of them at any
rate, would be acting as superintendents in charge of the work, carrying it on,
besides which there would be all the overhead expenses ?

"Mr. MiTCa= : Yes.

"Sir HENBY DRAYTON : Those expenditures would be included f -

"Mr. MrrcxEtr: : For instance, the Canadian Pacific Railway, we will say
lets a contract to Foley and Company to de certain work. They in turn let the
work to some one else, who in turn will probably let it to station men . Foley

20g--R} '
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ment. I am a stranger to it, of course. Was it a preliminary inquiry f

" Sir HENRY DsAYTor : Your own af6liated interests, were they sub-con-

tractors 8

"Mr. MiTCaELL : No, sir, not as far as I know .

" CommissioNaB ACwoaxH : You say this was all gone into by the Govern-

profits taken out were the profits of the sub-oontractors$

" Mr. MrrCaaLL: That is it.

"Sir HENRY DseYTox : Who were the sub-contractors? -

" Mr. MrrCaELL : There were many of tBem, I guess all the big contracto
in Canada and the United States.
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and Company would get their commission . On a large contract they, would per-

haps work on a 5 per cent or an 8 per cent basis .

" In place of that 5 per cent or 8 per cent basis which the Canadian Pacific
Railway would pay to Foley and Company in cash, the Canadian Northern paid

_Mackenzie, Mann and Company, Limited, in stock.

" Sir HENRY DaAYTOx : You say there was no allowance at all for superin-

tendence and that- sort of thing in these accounts, which is generally covered by

the 5 per cent or 8 per cent $

"Mr. Mrroa$LL : Not any for the main contractors ; there was nothing

allowed for them.

" Sir HENRY DaAY'rox : Sir Donald Mann gave a great deal of his own

time. Do you mean to say he was not paid for that ?

" Mr. MrrcnEr.L : That was all gone into by the Government in 1914, Sir

Henry. -

" Sir HENRY DaAYTON: We have it in connection with that large item of

$200,000,0000-or that sum is near enough. Your idea is that all that large item

(it is a large sum, of course) so far as the $200,000,000 for the construction of
the road is concerned, as a matter of, fact no profits were obtained by the main
contractors, Messrs. Mackenzie and Mann Company,Limited, and that the only

•

" Sir HaNRY DsaYroN :~ In connection with loans in 1914 .

« Mr, M,Trn;Fr.r. : Yes, air-

11 CoxxissioN$a Aowo$TH : But was this question of the contractors gone

into g

" Mr . MrrcaELL : The Government appointed three auditors, who came to
Toronto and went thrôugh the books of the Canadian Northern from the begin-

ning. Those audit6rs made a full report to the Government, which is covered

by the contents of the . Government blue-book.

" Sir HENRY DssYrox : To complete the evidence in connection with the
construction of lines, there is one question I should ask you . The Canadian

Northern itself is a constructing company practically, is it not $

" Mr. HexxA : Yes. We are doing all our construction work.

" Sir HENRY DsaYTox : Most of the construction is being done through

Messrs . Mackenzie, Mann and Company, Limited, on the basis Mr . Mitchell

spoke of 9

"Mr. HAxx a : Yes.
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" Sir HENRY DttAYTON : Most of the activities of the officèrs would be con-
cerne. A, outsidehof. purelÿ,operating 'branches,- .with construction work .

"Mr: HArtxA :` We had other officers, -whose main` duties were to - attend' to ;
construction ônly ' ' t

"Sir "HENRY DRAYTON : " I suppose Sir `Dônald lfann, the Vice-Président,
. was in chargè, of construction ~

" Mr . HArrxA :,He s charges himself with tbat work.
"Sir' HE_NRY DRAYTON Sir Wi ll iam °Hackenzie himself did a great deal2 _do,of it too ~
" Mr,'.HArrNA: He did ; and did the financing.,

do
". Sir HENRY . DRAYTOx. : Whilethey may nôt' have taken profits as . contrac-- tors, -didn't the- company 'properly remuneràte them for their ~ services ?

g, es , ecause it is notbusiness .

"Hr. HnrtxA : That has been the ' esençe of'those" two -gentlemen .peri
Neither , one of them wâs , ever on- a Canadian Northërn Voucher ~.List to . theextent of 'a dollar.°~ .,, . .. . ;.

Sir HENRY DRAYTON : Norr of any of tlici~ subsidiâries $,, . .
"llir. HANrrA : . Not one ~
" Sir 11ENnY - DR AYTOx : So ' that .whil© they w ere working on constructionwork, neither the company nor anybody else paid them ancc
Hr. . That is r •~ght " - ~ pro s at a

•, - _HANNA. , . . . -4 .Z i

- I- - -
,~

"Sir HENRY-DRAYTON : So- thât thèy . worked without salarÿ ?
Hr: HAxxA . = Absolütely' so

" Sir , HENRY DRAYTON That is a case of bein too mod t T.

" Mr. Hnrrxn' : : Not to the extent of one dolla r

The result of ouri inquiries leads us to the conviction that both SirS William 11iae-, . ss ; .kenzie and Sir Donald Man 'had a firm - belief in ' tho ultimate success of aheir under-.tâking, ând in their own ability to carry it to a succéssfül cônclusion .~
It was .therefore obviôusly in .their interést, as owners of all the common- stock,. ,_ . .that the road should, be as well located and as eco

.
nomicall9 `constructed• as possible,And they did, their utmôst `to attain this , end . ." The success of their endeavôurs.- ïnay . lie judged from the fact that Ca Inadian , Northern construction from Tollerton,. . . ,(120'- miles west of = Edmontôn) to Vancouver cost $88, 629 her mile, while the,'construction of the Grand Trunk Pacific from Wolf Creek ` (on the opposit e-,t- side ;of the Athabaska_ river ' from . Toliertôn) ' to Princo Rupert cos$112,000 per ; mile :It is* true that ' the - Canadian ° Nôrthern hsid the benefit of the "tote" roads built bÿ,the Grând Trunk Pâcific betwëen Pémbina river and Itesplendént, as the Glrand Trûnk11 Pacific was first in the field; but as . against that ' it had to fâce hi gher costs ôf labourand materiaL We believe that s eakin- > . . ,, P S generally, one considëration may, be set off

against the othë ~r. ain, th© cost of construction of .tho Canadian`Northern from
. _. . ,Port Arthur east to 1liontreal can be compared fairly to tho côst of the construction of

s the National Transcontinental from Winnipeg to. . . . . .. Quebec, '- The cost ofthc„CaIIAdiaD
Northern was $52, 602 per inile,- including in this~amount interest at5`per cent .during
the construction périod, but egclûdins, tho Montreal passenger terminal.', The cost oi ~ ~.the National Transcontinental was $ 93,735 a pçr mile, including interest' at 3 per cent, . - . -down tô December 31; .1914, ,but excluding tho çost of - tho' Quebec bridge.. ,.- ~ . .
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Canadian Northern Successes and Failures .

The mistakes that have been made. by, thé proprietors of the Canadian Northern
lie in unnecessary duplication of lines and in ;reaching out into :territ oriésoffering but ,

lities ; that it, is impossible for the company, unaided, to complete` ïts ventùre ; and tl~at !
it is absolutely vital tothe intérest of the country,that further duplication should cease .

of-the system asa separatesystem-would involve a'very large.capital~espenditure,on
branch hneâ ând terpninals in eastern territory, âpd:â large duplication of existing faci-

Our , conclusion of the ' whole matter' iq thât ; the . moneys required ` for ' Canàdian :. - _, . . .Northern consstruction°hâve beenÿraise~i tvith`considerable finância l
.

skill'at veiy ïnoder- `:.
atè rates of interést, that the construction hâs beèn economical, bnt that thë cômpletio n

P o re tain a moderate portion . o fthe Caiiadian Northern shareholders - wére ermittëd t

it may be said for them that almost ;the wfiolé population of Cal iada shared their,
expectations. We`think lhat,~'on the whole,-' the equity of --the case would be . met, if

ian I
Northern shareholders'werè carried ' away by a :wave of unreasoning optimism, at least '

standpoint, and- economically constructed.'. And' if in réce~it yeârs 4a Cu z

we can say that they have been well locâted from thé engineéring, if not from thé tr~ic ~

done much to develop the Prairie Provinces: Its lines there are well located; economi-: ,cally, constructed;° and valuable for . püblic service ° Of thë later' constructed lines ~ àlso

are grounds on which similar actiori could be jüstified in this .càse. , ` The'company has

Under these circumstances, haFe the Canadiàn Northern ' slïareholders anyfelaim to
compensation ? Not, wé think, as of ; right t But ' Govérnments iri thé past- have, riot ;, . . . .takep a stand on strictï~ legal groûnds in their` dealings tvith , other eompanies. There

the $60,OOO,Q00 of ahares tvhich, they now hold .°

Arbitratiôn _I Recômmended:

I3ut under the sçheme we propose, the Trustees will operate the Canndinn Nnrrhrr„'

, . , us ice o t le
umPire ; faihng_ agreement, an umpire should be`appointed by tlie Cliief J t' f 1

. , _ _ appom ment o an

e . ana ian I.-, orthern share-
holders the cther; and tlie'.two "arbitratôrs shôuld agreè ôn the ' t" f

Trustees should appoint - one arbitrâtor and th ° C d' T
. , ., . . . _ . . .Northern Company ând ëstablishing an ï.arbitration board to act forthwith " Th e

shall contain ;a provision for ;' arbitration bet«eenf the Trustëes ' and the Cnnadian '

of their holding, the Act of Parliament cônstitûting thè Board of Trustee s

s separa e stoc . We sug-_
gest that, if it ' is decided to permit the present shareholders to retain â portio n

Northern , .Company, as such, éver, .to eârn a dividend on 't t k

. . .._ ,. ,lines as part o a combined system ,, It tivill be " impossible~ therefore, for `the Canadian °

# our , and the decis!on of the board shoûld be finnl ., l, xehe uer C t • , ., . . . .

T.he arbitrators should be `empôwered ao deéide two questions:-

remain the property of the present holders :
, . y

(1) What proportion of thë Canadian Northern common stock m e% y fâir l
.,._ ,i2) What . proportion of the«earnings of tho Dominion IZail ' ray a ComPan ymay fairl3 .be regarded as attributable to the Canadian Northcrn lines .. . , . _ ;Tô illustrâtè our meaning, we will assùme that the arbitrators decide that 5 pcrcent of the Canadian Northern

shâres shall remain thé properts of the e~tisting holder s. .,: . ,, . ,.. . . . . . . : _. . ,
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and fur decide that oné-hâlf of 'the totalearnings of the Dominion Railway Com-, , -_. .
pan5 will be fairly attributable,-to the ,Canadian Northern li n, Therï their decision
will mean that, oüt of 'any dividend declared in future by the Dominion' Railway , Com-
pâny, 2j per cent (onë half :of . 5 per cent) will be payable , to thé existing . Cânadian, , - ,. . - .
Northern ; shareholders: orthéir transferees: =tiVé „think `the arbitrators . should'fix -this. .. _,. ., ., .
resulting percentage' ônce for all,''It should be made a "condition of the settlement that ,, . . ,,., ,. .
the minority shareholders of the Canadian Northérn should by deed irrevocable appoint1- - 1the - trustees as ` their prox~ to >vote~ ° the ir shares .~ Caré will of course be , taken :" t oprovide thât'. the"Arbitration . Board, shall have 4 regard,onlÿ `toto . the Canadian Nortlïerne . , . . , . . .
lines, as they exist at thé '.'daté 'of the passing' of the A~ct, and that any ., subsequent,,
increase of revëriûé due to'the espenditure of additional public moneÿ.`shall be regcluded
from consideration.

TII.L GRAND TRLT NK~ ' SHAREIIOLDERS .

The position of the Grand 1'rùnk Company is entirely, different- from that of the
fianadian Worthern Company ° The` Grand -Trunk Company . has five different cjasses
+Of ,, shâreholders ; >the`. Canadian' Northern 'has only common stock.- The Grand Trunk '
sharesreprêsent-=tô what egtent it is nôw-almost impossible"and~~quite useless to'
âscertâ.in; for the `company ,is over sixt ' ' 'y~ years old-actùal cash ' paid; the Canàdian
Northern n shares represent 1iô cash, .only a possible reversion. ° The Grand Trûnk, Com-
pany has ahvay s .paid dividends on , some classes * of stock; the Canadian Northern" com-
mon stock has, never even hâd the ; prospect of an immediate dividend. 'The,Canadiân'.. , . - __ - , . . .
Northern has been economically constructed ' and is - modérately• capitalized . " The same
cânnot'be said either of the Grand Trunk or . Grand Trunk Yacific : The Canadian '
Northern has a'capitâl of . $54,961 per ' mile ; the Grand Trunk of $127,310 ; the Grand. _ , . ., . -
Trunk` Pacifict of $98,018.',' Evidently thctwô companies cannot be treated alike. Evi• "
dentlyI

also the rights of the five ,classes of GrandTrunk shareholders differ w idely- as. . ,_ , .
betweein ~themselvés. - <<Ye'have couic to the conclusion that it isimpossible for us to
determine these respectivè ri ghts ;- that any compensation made: to the shareholders for. -the surrender of their shares must be made, not to them,` but to the company as 'a whole ;
ând that thé directors of the cômpany. must assume the respon`sibilitÿof preparing a.~ ~y . . . - . .
.,scheme of e uitable aq pport ionment `between the different classes, and, procuring the'aassents and the légal authority necessary for bringing tho scheme -intô forcë .. . . . ,., .Dealing with the matter . on, this ba'sis, tiFâ hâve to consider hozv , the fair compensa- ., . ; . .- ,. . . , . .
tion tothè company, is to be arrived at. The report of the company_for the year .ending
Decembér 31,' 1915, contains a statement of the 'share capital as follows :=-- . . . a. ~ ..
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STATEMENT of Stock and Sh are Capital ' Created Shotving,the 'Proportion Issued 31st

December, 1915 .

Description .

Four per cent guar anteed stock . : . . . . : . ., : : ;ï .,, ,
First preference s̀tock, 5 p .c . . . . . . . . . . . . . .. . . . . .

'
Second preference stock, 5 p .c. . . . . . . . . . . . . . . .
Third preference stock, 4 p:c : : . . : . . . . . . : ; , .

Total, Préférence Stocks . : . . . : .
Ordinary Stock . . . : . . . . . : . . . : . . . .

Grand total . . . . . .

Amuunt
Created or

Saactioned .

£ . s. "d .

12,500,000'"0 , 0--,,3,420,000 0 , _ 0
2,530,000, :0 - 0
7,168,055 4 - 6

25,618,055°4 6
24,797,761_-,2 :1
50,415,816 - ,7 ' 1

Amount •

Issued .'

d .
12,500,000 0 ; 03,420,000 V 0
2,530,000 ' 0= 0
7,168, 055 - 4 6 ,

25,618,055 4 --6
23,955,436 17 .' 3

49,573,4921 9

Amount

Unissued. : '

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

842,324' 5~ 4
£842,324 5- 4 '

The total issued ma y . be taken in~'round figures as _$240,000,000. - It will be * seen
that rou hl one-half i sg y preference andone-half ordinary stock ~Thè•1Lôndon Stock .

-Exchange - valuation of,thia nominal $240,000,000`is , at the presënt time something like
$70,000,000 or $75,000,000-ranging from about 56 for' the 4 per cent guaranteed stock, -. -., .which:for ten years has réceived its dividend in full,` (except in one yearSVhen it ~rent~ :
one-half per cent *s~ort), dowri' to about 10 for ~ the-~brdinary. âtock, - svhich has never . .~ ~
- ,

. . . . . . .._ , _ .réceived-a dividend . The tablê below shows the dividend histor~- - _ .. - of the last ten years ,--- ,. . _ .,; .. ,
GRAND TRUNK RAILWAY of ;'Canada .-Dividends Paid .

Year. Guaranteed .

1906 : . .
1907 : . .
1908 . . .
1909 .
1910.~ .
1911 . .
1912 . . .1913 .-

.1914 :
1915 . . .

10-yearaverage .- .

% $ cts .

4 1,520,404 60
4 1,638,952 95
4 1 ,861,121 .49
4 1,915,522 07
4 1,060,171-50
4- 2,080,161 .11
4 2,351,148 07
4 2,417,871 06
31 -2,129,16667
4 2,433,333 3 3

20,307,852 85

2,030,785 28

~ 5% First
Preference .

5 831,428 64
5 831,428 64
5 831;428"64
5 831,428 64
5 831,428 64
5 ' ..=831,428 64
5- `831,428 64,
5 831,428 6 4

6,651,42912 rt

655,142 91'°,

5;yo Second
Preference . _

ets .

5 615,244 1 6,5 _ -: 615,24416
21 307,622 08
V' 615,244 16

: 5 ; "615, 244'16!-5 615,244 1 6
5 615,244 16
5 ` 615,244 161

'4,614,331 20-~_

461,433 12

4%n .Third
Preference .

3 1,046,036 84
;`31,046,036 84

:. . .' . .
. . . . . . . . . . . . . . . . . .", ~

~1
[

52
17

43,01
8339 47

42
2 871,697 36
2 871,697 36

• . . . . .

; 4,532,826 2 9

` .453,282 63

Total .

i ct8 .

4, 013,114'24
4,131,662 59
3,000,172 21
3, 362,194 87 -:
3,581,183 77-
4,049,852 3 3
4,669,518 2 3
4,736 241 22 "
2,129,166 67-

~2,433,333 33 '

36,106,43 9 46 '

3,610,643~ 94 ~
_ . . .. ~

It will be seen ' that the average amount paid in; dividends has been $3,G00,000 perannum. So the Stock ' Eachànge valuation p"râctically _capitalizes the di v idende on' 6per cent basis : And this; . in â,rapidly developing country, might be reasonable, if the ._, . . . . .dividends had been eârned and could be maintained. But in'view of the
.
statement of_, - . . r. . . . . . . . . . ._. , ~e - compânÿ's own officers ,thatth $21,000,000, ' which ought to have been spent- out o f. . . . . 4 . .

. .
. . " . . . . . . - .revenue ,for maintenance has not ; beën so .spent,j it `cannot bQ contended that thô divi-dends have been, earned. In vièzv of the further lact' that the" company has tô ' face ,
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immediate ;Iiabili - " _ties of over': $5,000,000 : per annum in connection with_'the v Grand- .. - . .. V
Trunk Pacific, andJ of the statement of its own officers that a . capitaL expenditur

=
e of_ .- . .- .., .. . ,__. - . : . - . . . ,. ., ., . . .

$30,000,000 is - immediately' required on its own lines to put the " companÿ` in proper
condition , to - do its existing business, , it cân ` still less be côntended ' that the dividendsh ~ . ... : . a - . • _,. _ti . -are . maintainable. It - c`annot , therefore be `expécted -

,
that . the.- Trustees should acquire--, -- . , ,. ._- . . _ . . . _

s t`e stock from the sharëholders on the basis of past, dividends . Even if the Govérnment
were torelieve, them .`entirely, asF suggested`by their=president, of ., their : unfortunate '. ., . . .
Grand Trurik Paçific vénturè=and as

,
we have âlreadysaid~~ .~ve cannot think that this

request can be . reasonably justifiéd-it is évident' that -the Grand 'éTrunk :'Company isn. . . .
not, and will not ;be for, some time :to come; in" a position éntitling it .to pay : out any.. ,. _ _ . ..
inoneÿ at all-in dividends ~Ve regard the entire share capital of the company , asbeing. -. . . ;_ . ; . .
intrinsically iof but small valüe : at the prèsent~time . On the bâsis of present value _ ôf,
ma iritainable income "the fair . compensation would be very smâll. _

... . . . _ ..._ . . J, . . . . . .. s : , . ..- .«
. , i .. .. .'.. _ . -

.

Terms~of : Purchase Reàommended .

But we do not think -. that this . is .the onl~' basis ~`ôn which the people 0f Canad .~
should rprocèed. We think this °is acase .for generosity ' rather . than strict justice.r
Canada is'under obligations to the Grand Trunk shareholders; .who, in r  the earl~r days,_. , .- . ,
with ,but ' small `Govermmnt 'asp istance, and in competition with the railway s . of thé -
United States with théir 4astly., greater ~ resources, built up'the first Canadian, ' Tailwaÿ

°system : In'later times`the company , has had further 'to meet the competitiori of heavilyi- .. .
subsidized Canadian rivals And it cannot be said that at any,stage. of its history`the.. . ,. _ _. ._ . ,_ .
shareholders : have Yobtained ;escessive profits on : their enterprise. On :-the ;zvhole we- { .

à recommend that, on condition of the surrender _by .: the Grand Trunk` Company- of their. . . . . . - ..
~

. . . . ..
entireoshàre capitaI, •guaranteed, préferred, and ordinary, - thé' Trustees 'grant a ' certain ' ~:
annuity, ° charged - as'a

_

working expense on the " whole undertaking of , the Dominion .Railway Company, for the first seven years, increasing at the tcrmination'of that period
.by somethinb =like 40 or 50 per ' cént : .- We have left tlie" figures blank as- th .erQ .wi1

.
will be- . _ - . . . . ,." questions of cash in hand, value of stores, etc .; which must make the precise figure sub-. . . _ . . ~.° ject .to negotiation . -- But ' ou r_ 'pïn~eanin g' is that .the first figur e'"should be a moderate but.. , ,.. . . - . _ -substantial, percentage of $3, 6 00,000 ` (the, average dividend payment : fâr ' the last ten "

.'.:years) .. .

Î
,Real Value ~ of Grand Trunk Property._ _ . ~M . . . , . . ,

Wea _
. . . , -

ppreciate' that shareholders outside r CanAda,' who can hardlyo- be expëcted 'to
be fully conversant with t6 management o - f theirpropërty,`will not only fail to see an y.. ., " . , . . .. . , .
generosity in this~proposal, when it is first .made to them, but will believe they are being
tr { ._. . . . - . . 11eated,with less . than justice. ZVe think it,therefore well to set out here in summary•
form the result of'what has been set out at len g' th in previous pages of this report. i. . . . , : ; . ` : e1 : : The revenue of the Grand Trunk applied to dividénd has been, on the average t
of the last ten years,-$3,G00,000.

2 . To catch up ïarrears ôf maintenanc $21,000,000' must be spent immediately. '
This su'm is~-néarly equal to six }ycars' dividend pâymènts : -

3. To precent • arrears again accumulating, future maintenance charges must"b o,. _ _..much.heavier,than in`the .past ; not 1ess .than $2,500,000; according to,the President's
judgment, on `equipment alone. . : . ,~ , . ; .
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$1,500,000 per annum .

could raise this capital, and only had to~pa.y 5 per cent for it, it would cost anadditional

$30,000,000 of new capital needs to be spent,, at once Even supposing the . company `

4. .To put , the property in . proper~ condition to - deal ; with esisting° büsiness ,

And this is on the Grand Trûnk lines alone, independently ' of the company 's liabili-

over , , .., ... , .. .$5,000,000 a - year at ' the piesent time, : and increasing in, the, near ` future to ove r

ties - in respect of the Grand .Trunk'Pacific . , ,Thëse furthér' , liabilities, ampûnting,yto

$7,000,000, need not be again detailed.- Thechàirman ;of the Grand Trunk inhis lètter ,

the extra liabilities ari'sing ' from the Grand ' Trunk 'Pacific Rail~cay." 11nd .iii hi '
circumstances it is quite impossible for the Grand< Trunk ; Railwa y Compànÿ tô meet

t6 the Prime Iliinister of Canada, dated December 101915; has stated .+`, "Ûnder .presènt

.,_ . . . .-, .
thatT i s primarily responsible for the , initiation , of the Grand Trûnk Pacific enterprise.3 -

compan~'s legal ` liability on the contract .' f And "it `is . : the , Grand- Trunk Compan9 - .

. . . , .
contraçt, bùtthatit âlwaÿshad been impossible And yet there is no ctuestion ôf'the

, ..~ . _. . tiTrunk stated,;notonlythat it was izn impossibility for his' company , to, carry out thei r

ence at_our nquiry in 1lfontreal on - February 24, 1917, ;the president of the Grand
. . . . . , ..d . , . , : . . _ _ . . _ ..--• .

- . ~: . . ~ . . , -:
THE IIVTERCOLÔNI AL AND NATIONAL, TRA-WSCQNTINENTAL .

We have recommended that the Interçolonial and' Nationâl . Transcontiâental Rail. '

I

Northern, Grand Trunk, and Grand Trunk Pàcific. - But, apart frein aeneral nrincinleà_

tion, and this principle âpplies to these :railwaÿâ just as- much ' a
1 1 1
s to the'Canadia n

reasons . .' We ° are ôpposed, as we have alreâdj sâid, in principle, tô Gôvernment opera =

. , . .. ..iiays be handed over to theTrustees . 1And this récommendationwe znnke for sari-us

there ~ ~ ~ ~~ ~ ~ ~ ~are many strona~arguments for the transfer in the special _circumstatnces of th e
case.

Transfer of. National', Transcontinental Recommeilded:. . 11. ., ,Dealing first . with'thé -- I`Tationâl Transconti n
.

eiital .it is èFident the line cannot b e. .
left as it is . Its very: name impliès that it was built as a National Highway~from oceanj .
to oèean` ~ It cannot be léft to 'terminate in a dead 'end 'at Winnipeg •" Its prospects of. .. . . ... _. , . , ;
becoming a paying çoncern, . and "making, to

y
the people' of .,tCanada an itdequately ,, finan

cial return for ;the $160,000,000 they" ha`ve invested in it, ' are not vers goôd ` in any case,
but its prospects âre ,hopeless if it terminates ât Winnipeg. Winnipeg. . : . . is primarily acollecting and distribûting, rather Ahan, a; producing centre. Y Zl1liat it+ does prodûce ;
goes mainly westward The'Canâdian Pacific Railway can collect and distributein the °
West, it can colled `ând distribute , in the ,,East ;`„ithas its own ocean ports and cross-
Atlantic connections ; and the whole of its'trafl 'ic between East and West it will carryover, itsown , road, between Winnipeg on the one hand,and Toronto, Montre al nnd the
ocean ports on = the other. Exactly the .same' thingmust ha 'ppenin the case ôf the,Dominion *Railway Company, ~oncé the Canadiari Northern, Grand Trunk, and Grand,:.Trunk Pacific ..,companies are . combined into onè system : If the 1`TationalË Tra`nscon

.
ti-nental Gover

,nmènt Railwaÿ is left ôût" of this system ; . it will starre.

We recommend the °traüsfèr of theIntercolonial on° three practical grounds : . the ~interest-of the 11.faritimé Provirices ; the' interest of the Canàdian' taxpayér ; nnd theinterëst of the railwày undertàking itself .

_ . .-
Trarisfer: of t Intércolonial Recomniended

. IN TIiE:LOCAL INTEREST.
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Speaking generâlly;, the growth of=the Maritime Provinces in -the last`twenty years. . , , . ,. _ _.-
hâs lieen slower' than tliat . of thè rest of Canada: And yet , raw materiâls are readily~ .~ . .= . ,. . . , . , ;. . . . . . 4 _ . - .
accessible, and wages are certainly - as -1ow ' às , elsewhere Now a large and important,_ . : . . . . ,,, . .
part -, ôf these provinces is served ônly by the Intèrcolonial ;the, Intercolotïial is merely
a,lôcâl line, terminating à t 1lfontreâl, and'ivith no direct connection with the markets
ofOntariô and thé4IVest ;arid the 1lfaritime Provinces have süfferèd frômthis isolation ... . . ,

The receilt congestion "ori the Intercolonial has clëârly , demonstrat.édthé inadequacy
of its facilities to cope with its bùsiness :- Either it must construct its own terminals at• : .:" .e . , , . .. . _., . . .... . . . . z
1liontre4 which ')tiouldz cost not less than $10,000,QOOCto $15,000,000, and would be a fur-,
thér ' instance of unnecessary and wasteful duplication ofJ facilities at the public. , ,, . . _ . _ : . . .. .- . .
expense,' or, it must ha ve access' as ;of :.; right to the Grand,- Trunk terminals, : where, at
present it"comes .in only_subjeçt to .the primary regard of the Grand Trunk for its own ,
busiüess. Thàt it is jn th e , interest ôf . the'inhabitânts of the °Maritime Provinces to be.
servëd,' not b~F whât is af tér all only , a glorified branch, but by a great through . s9stem
opening - üp; to them'-all the markets. of the country on an equality . with 1liontreal ,
Toronto, and `the ôther ' .manufacturin g centres, admits ' of nô"doubt. 'And it ià in the
interest of Canada also, for if one member~ of the body gains all the mëmbers gai n. ,, . r _s. , , . . . . .

The absorp'tion" of the Iiitercolonial in the Dominion=R.ailway Company «ould_. , . . . ,. ,
:further ' afford the -.' opportunitÿ for redressing ' a y hardship from , whieh the Maritime~
Provinces at present suffer. ' The Intercolonial pays no local taxes, and this exemption'-
shou2d cease à It néver,`in oûropiriioii, had any justification: A.LLmùnicipality,i whose
streèts are ; sûbject -to the ,burden of, Intercoloniah railwas crossings,' lias precisely the. ; . , w . . , , . .
sâme claim to treat the railwfiy as a ratepayer.f and assess it for local taxes, as if the
crossings belongeA to the' Canâdiân Paci fi c Itailway . ' Exemptio ri of public institutions
usédAfor pûrély publiëpurposes may iïerhâps be justifièd ; but "in thè casc of a' râiltrây,
local taxes are as much ü part 'of o . . . . .' ` . . - . . ..,, .

, t peraling expenses as transportation ` or maintenanc e
chargés ; ana.tli69 ought to - l) e ra i d, whoe ver may be iii control of the railnay ope ration ., ., .,. . .We are aware that there is a widespread impression in the Maritime Provi iices that'~
the 'Dominion Go v ernmen.t - is implicitly z~ledged, to giv e

.
them low

.
rates. : Lest : there

should be any;feâr that these allegéd rights might be , interfered with, we think the Act, . . . , . . . ., ..
of Parliâment shoul'd ',provide that no gener~il iiicrcase of the` local rates A present in forceon . the Intercolônial shall be made by thc Trustees withoüt the previous' assent
of , the Railway'Commissioii. ' " -

IN THE GG\I:RAL INTEREST.
. . . ; , . - .> .Secondlÿ, we rëcommend the transfer of the Iritcrcolonial in the interest of the
jCanadian taxpayers .. The capitalcost of this railway, according to the returns of th e
Depa'rtment of 1lailwnys and Canals for 191G, is $106,312,705 .25. To pay interest ' on, . . . .
-this, investment the , railwaS ought .to ' earn 1 a net revenue of, say,' $5,000,000 . It has '
indeed recently been ingenioüslÿ argued that it ought to havé earned interest ut a com-
-mercial rate ' from its first`inception, and that:all the interest that it bas not earne d-during -its whole etistence' ought to be ëapitalized and compounded .,to ascèxtain the
;real co8t of the railway to tho' people of Cannda .

Me cannotaccept this sôméwhat fantastic -argument. If this'theory were accepted,
it is manifest that4a'similar course ousht to .be followed in the case of ordinaryrailway
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companies. Interest which, of course, has never been paid ; ought io be calculated in

_the'same way,,on all the cash subsidies which private Iinës have - received ' and- on-the
value of an the land grants which they.have obtâined~ , and all thisoug~it`:to be~carriéd
into an imabinary account -on whicli- âmaginary earnings ôùght s to be 'obtained ,
Further, the capital account .of ever

,._,
y,

,
railway- company ought to

.
be : reeast 'in tli

.
~e

.
same ;,~.~ f ., .. . -: x p- wa y , so as ` to carry forward into-the account the môneÿ that oùght to have beén aidr .: . ..,• , ., .for. dividends on the share capital, ,`in years when éither . no'.divâdends ` or only, insuffi=

èient dividënds werè ïn fàct paid.
Whatever question theréi may be as t0' the prôpriety, of èndeavoüring io r'ëarn

interest on capital, it will hardli be questioned that the:liné ought to be so managed
as at least to earn operating egpensés; including therein a proper allowancè for taaes:--And eVen i gnoring the early history of 'the tindertaking; and Pconsidëring . merely. theX =

-Sears from 1889-1916, diiring_ which the greatest'advancéë has taken place in Cànada ;
and the traffic of Canadian railways ' has shown the-greatest increasè, ;the Intereolônial
has paid no taxes and still not earned operating expenses . Dùring,this period'tl4ototal', .. , . . . , . . . ~.operating deficits reported amounted to $11,188,885 .50 .~ The totaLoi perzting surpluse s
amounted to, $1,651,239 .73 . In addition,- hôwéver, there was, inythé yea'rs " 1912-1 6 , an
amôunt of $3,046,406.86,= charged~to~wôrking egpenses and devôterenewals,which ~- under thë aumting methods in-forcë`beforé that date wôuld :have been'ernditPr3-surplus . , .Eldding,together these - two latter figures,' and dedùcting them 'from the deficit,, -
~re find that in thé .twenty-eight years from 1889-1916 there was an aceumulated deficit- ~ . ~ . . \

. 'on operation of -$6,491,232 .91. ' ' '_ _ . : , - ,
. . ;-. . . .And this is not all : Down to the year 1908 no charges were made against ` re~ënuofor necessary renewals`; and replacements . Now, ~vhen: the" plant . is added to andimproved, it may, be right to . chargeto capital-the ezcess cost of the<- addition: Butcharging to capital the . cost of inere rénewals y and "replacements cannot be jüstified.

Frôm 1908 tillj 1911 there ,was char ëd to o erating p g expenses,-underi the head of renowal sof rolling stôck, rails, and ties, the sum of'$510,000perannûm. But this was quite uninadequaté allo`vancè;as ~ is"shown bythe fact that since then,fin addition to th e, ânnuAl .$510,000;; the .further sum of $3,046,406 .86,already. dy mentionèd, has also been-charged to :

and` improPer capital inflation . The return, of mileagQ for the year 18 9 9 shows 1,31 5

The result of charging such items as - renewals to capital aècoûnt is . elearly showu 'by the growth of the cost of the railway per mile of line In the case of a new linc, withconstant extension of territory and the- ; necéssity for new, terminals - and increase , °of équIipment, . such_ a . figure, may not prôYe mûch' ' But in An ` cast~ of an old=estab-. . . .blished-property liké the :Intercolônial,t certainly, in part, indicates operatingIosse s_ . ,

mQles, with a cost per mile o$37 57.36 , . : °. .,~_ . ~ ., ., For 1911, the mileago is sho~n tô becand thè ost per milé is Ireturned as $57;419 .87. ° In thirteen vcars, theréforethe capitalcost of . the system per mile hâdbeen .increased on the system's books no less than 51•. .,
27tlper cent. During the same thirteen y ear`s, ~ surpluses of $1;59 4,954.64 and deficits of- _ : . . . , .

~3.915 .193_39 tvRrn. rn-nntnrl ° , T4- ,
M~•-~ ~~ ~uu ~ Lues surpiuses wero illusory and thedeficits ïnuch greater `thân returnéd .

.Since 1911.thé cost për , mmile has further incrèased, but this is la l duo to en-
diture ïn"connection`with thé new Halifag Terïninals, Iegitimately charged to c l.P
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- And . since 1912 °;.that the proper practice of charging renewals to «orking expenses, . . . . : . .-_ _ _
has been adopted . _

IN THE, INTEREST OF GOOD. , . . . -

Lastly, we recommend tfiearansferof the Intercolonial in inter~e'st of thè :under-. . ., . ..
taking itself : SPe have no_doubtthi~t it will be better oper a ted as part 'of~a great system. . . .-t., :_ .a__ , . . .
than-it ever çan :be : as an independent : property. ~- It is not . to be e$pected,that able and

. - ::_. _, ._ ..- . . . , . ._ . ! _ . . , , .
ambitious men~•will do as -good :work on' a~inere local railway, with scant opportunities

of advancement : or distinction, as when,théy -have thé -'chances" of promotion which , a,, . . .
great system affords . .If their prospects are bounded by the horizon of the Intercolonial,,. .,, _ . .. .. ._
they will ~either . grow slack or carry_ their services elsewhére : We have already_ referred to
the economÿ'which can be - effectëd by-the establishmentnf joânt terminals in lliontreal.
And =the same thing is true in the : matter of - equipment . A .nation-wlde ` system can_ .

; average its .provisiônof rolling stock,and meet temporarÿ_shortages in one place from
., ~ .. - .

temP.ora r9 surP luses .iri: another `- A small côncern can only providè - rolling stock to meet, . .,_~ r . . t - . 4 . . .maximum requlrements, on condition ofh~ving a-surplus standing idle .for' the greater .,
part of the year.' .:

. `+: • `

Minor Récommendations.
, . . _. . . _. ; .

11Te think the, Trustees should not` bé requiréd to accept the -respônsibilitÿ, for
arious ûndertakings ~ connectéd with ytho ruilsvay, lines " transf erred to `them, âuch as, .
or exa:mple, ..the, Grand Trunk Pacific Dry Dock üt"Prince Rupert, and the posed. pr o. . . ._ e , ..
arbour r impro vements at Halifâx . We woûld leave the- Trustees to settle by agreement a .'

with the Gov~érnt the list of property not to be transferréd to the' . ., .,
In the case o f some of the constituent cômpaniesi, of the Canadian Northern, ' of_. . .. < , . . .

wbich" the Canadian Northern ,Quëbëc . is tho most a important, : the parent company,. . .. . p ` .. _ . ,
thoügh in evéry case- it hasa` çontrollins : interest, does not own all the shares. We
think the .:Trustees should at an earlÿ date, . by agreement or, by lëgal procëdure; tak©
steps ; to acqùirt~ the outstandin~ { shares. This is desirable; not . only to' avoid possible
confl ict of : interest'herèafter, but also to avoid any necessity for keeping : separate
accounts .

:We find that'the title to certain property which is used for railway purposes has
not yet ` been °.wested - in the ` Canadian - Northern. It : was, àm . ong ' . the . conditions = on .. . .

i The list is as follows ;--

-r . ..
Cânadian Northern Quebec Railway Co' : . . . . .

"Quebeè and Lake St. .Tohn Railway Cô, : .„, , ;Duluth, Winnipeg and Pacific Railway Co . .. . .

Railway. Total Share
Capital.

~ .
9,550,000
4,524,000 ,6,000,000

Percentage.-

üeld by or, on behalf
of Canadian
,', Northern .

I ield dutside
of Canadian
1\Torthern. :

~
2,000,000

{ 5,1~f4,t00}4,002,8003,060,000,
2,405,400

521,2002,940,000 ,
. . .,

a74'7
83•4G
61• ,

~. ,There are also, outstanding, small amoûnts'of from 500 to' 3,000' shares in other companies.-But these are presumably only- directors' qualifications: . ,• ., . . ,
a The Canadian Northern RailRa p Company owns $2,000,000 stock of the Canadian I~orthcrn ebeeydirectl it :also owns 71•9 per cent of the stock of the Northern Consolidated Holding Company, I.imited, whic owns =5,144 600stock of the Canadian Northern Quebec .



which the Government loan of, $45,000,000 was
;
granted in 1914, .:that t

,.
his

,
.

s

should be. . .` ._ .x ., ,done . We pointed the omi 5sion out to 11ir. ~1iacLeod, the comp.any's general manager.
who stated that it was merely ail overSiaht, and thatthe -intention- wa5'Sthat all titles
should be got in .

In cases whère . the title has not been âot .in,<it is,- we- ù ndérstand,~in the `hands

It is clear, however, tfiat 'all lands on> tivhich there~aré Canadian Northern rails ,

, , . , . ,
disposal we have not attempted to have séarchmade of'allthe diffërent titles .involved.

of affiliated interests . We` say -" we understand" becausé in- the limitëd: time . at ' ôûr

pany may have,a stock" control ïof lthe company.

. . . , . ~. ,, . . . . ." . . ,
or constituent or a .subsidiâry company, even although ; thë Canadian; North~rn Com

., ., . P- .. ,.. . Y: a e m eres .ought to be ~-ésted ' inthe coinp qnv and not , left in thefhânds if an -MB t d' t

whether main or sading tracks, or, switches -, leâding' to , its " elévators, ortéàm tracks,

Canadian : -Northern -: Railway Company.

: _ . . _ .have to be' made in the valuations -which'- we~- have~ placed ,. upôn- the assetâ " ofthe '

the question of all other outstandingequities, if "any It is of course manifest that,
, ; .. -. -.-" . ., , :

...to the ex tent to which outstânding ;claims; may "be
.I

found to ; esist, , rédûction
,

s zvould .

a e c s ou a so .xrefr to the Exchequer ; Court for arbitratio nWA think°th t`th ' A t li Id 1

outstanding at, tlie.`date ' ôf,' the publication, -of this r"eport .
personal capacities

11
all lands . tivhich have actüalIy .been put to, the purposes of the rail}vay systëm, subject

1liackénzie & 1liann; Limited; or' of those, gentlemen' in their
to all equities (other ' than :- thoce ' ôf' any of : the- Fâffiliated compâniës, : or 'of Messrs:

We -think that " the Act` shôuld- vest in .the .Canadian l\ ortherri Râilway Compan y

The Trustees will also have ';to consider at an early date the position of ~ the holder s

24,000,000 i n cash . for "them:= Thê - trust ~ deed - under`which th-eÿ, were issued° charres

some of them at . a~considerable premium,-}and ',the" company obtained more- than, . . . .. , .

,tures to the amount of $25,000,000 were placed`in Lôndon, in thè 9ears 1911 and 1912,

of the Canadian Northern 5 per cent-Convertible - Income Debentures . 'hThesë deben-

them - upon the . assets ôf the_-company subjèct , to- existin~ charges, but `entitles the

d C4. , , ~ per cent r om_1 1 1. c
, ~ . Y, Per ap3

ernative, say,1 per cent at once, 3"per cent after a certain date And r
f

3 per eent, "from the date of vésting~the Canadian Northernin the Trûstees; or in thel t

~ndefinite future -a -right to-' receive either a lower . rato of ~ interest ' sa h

with . the holders, on the, basis of substituting for their' right to ' N. M. c t' th

sympathetic, consideration . '~fie" think that, the Trustees shoüld negotiate a settlement '

the unified system. , .And we 'think . that ; on its own'merits their case is 'entitled to

or- some portions thereof,might`cause complications in,the operationsând A ccouiïts n

4 or rather,: upon certain assets,' and upôn the income, if earned, of • the C ana
p o

dian N
C .

o
AS3C 3,

rthern '
in thë" proBimater future., -The - fact, however,` that` tliéy are a cliarpo u n`th t ~

lncome .on them ~s not being earned. " Nor is it likely to be' earned, 'at
l
any rate in full

these Income Debentures -rank in . front of , the Government's ' ôwn loans.` -But thQ~

l~as been paid . The~ominiôr; Government in , 1914 recognized that in respect of capitûl.

holders to receive interest only: from income if. carn e- d: fSince Junë,' 1915, no interest ,•.

an a er a- date still further postponed. ' S

owners of the h sical ro ert Y lnen A ~nes as legaI
. ,, P y p p y, and they .would hold the Canadian Northern, Grand-

The Trustees would N hold the .- Intercolonial ` andTranscônt' t l l '

Lega1 Position -ôf Trnstees .
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Trunk," and ;Grand Trunk.~Pacific through their ownership of the capital stock. Th e
ç . . rt. . . . . ..~- _ - : .- _, . . . . : : _ . ` .., . . . .' . .. . .Y . : .

existence,°of these three cornpanies;` and .,, alsoLof their ,,various subordinate : companies,. ., . ,., ,.; : . .
R ôuld"nôminally- continue unchanged; : and there could consequently be no question of

the disturbari.ce .of the - rights of, the bond 4 and, debenture .holders: '

OPERATION OF DOIILINION RAILWAY CO MPANY.
, . ,_- _ -,

- . - So .soon as the railway=s above specified have ' beew transferred t'ô~ the Trustees, we
,- . , .

recommend , that - they ' shoûld proceed to `operate
.

them; under, their own control Some
. ...

time:must:necessaril~'elapse~before a11# the transfers'are made But'~ce;see no reason

why, the Trustees shoùld not take , charge of .each railway as soon âs,thé arrangements for.
its transfer are completed `The ultimâ,te purposè, to be kept in'mind from the beginning ;

should be that all the "railways should be operated as one systèm ° For purposes of day to_, - . . r . -
dsy management thére should," -we `think,' be established an ;Operating ' Committee,~ as ~

the
~

Trustees should have power
.
to add to themselves not more than

ofof vice -presidents. "Sitting inthis committee, thesè officersfour officers-h vin the ra nk, . . . . ., ,. _ ; , , , . . . ,.
shoûld, have votes equally with .thé Trustees: But all niatters of policy • and : fiinance

should be reserved for theTrustees alone. We would leave it to the f uture discretion o f
~ .the Triistees whether they-would operate the railways as a sin gle system from one centre,

~ ,

. - . . •
r whetherthey would constitute.two; or~ it may b 9 more, grand divisions. ~

- Finance of DôminiônRailway}: Compâny .

Under the scheme which we recommend the Trustees will enter iritô possession of a ,-- . .- . . ,
complete and self-contained sÿstem of 20,000 miles . The present fixed char'g'es `amount., ., ., . ._ .
to al~çout $34,000,000 per annum, or $1,700 per mile . If w e allow another $6,000,000 for',. . .
anuuity to, Grand Trunk shareholders, for composition, with ' Cariâdian l~YOrthern Incômé .

, D

ebenture holders, and for interest on new capital required immediately, there will be at. . . .. . . . .: ._, . . . . .
the ; outset fixed charges

.
of roughly, $40,000,000 or $2 ,000 per mile. In- respect of the, - . ~, .. .. _ . _ . ., . , .

3,777 miles of this ; sy
,
stem . which are comPrised in the present . Government ; Railways °

there will not be a single dollar , of bônded indebtcilness. And this fact ivill .bè of con-
âiderable,help tô ^the Trustees in their necessary financirig. Ne assume that, in addition
to,tho,purchase of equipment by means of ~equipment trusts; it will he` necessary to raise---

r a good many million dollars for improvements and betterments, some of which, suchûs ' a -
new ., Grand- •Trunk yard ' at` Niagara Falls., are rery urgently neédëd at the present

.moment ._ We suggest that a General and Itefunding :lfortgnge be created, charged firs:.- , . . . . . . ,- .
upon the Intercolonial and Transcontinental lines, atQ d secondly upon all the remaining

nes . of the . system, subject to the ' éxisting ; mortgages. Theamount of f the mortgage
should be"unlimited . t; The rate of interest oii each issue should .be determined at the
Aimethè issue is made. We'do not think that an express , guarantee of the Government1

1 would be'renuired. For the Intercolônial, which lias ~ no ;bonded' indebtedness is
.

now
e< < .Me understand ° that the Canadian Pacific RailRTMay . had at " onetime independent operatin gand traffic vice presidents, , for the lines East and West respectively ; but that . of recent yearsthis has been , changed ; ai ► d , that now the whole system Is controlled from one centre, and thatthe Canadian Pacific Railway Board are satisfted that the change has been an Improvement.. : .. : . ~ ,- , . ., . .
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_, u no , we es imate, nee much to exceed $2,000 per mile.

- . .-` .._' ..- . ' .° .: _ . .ing country should be able before man y, years are out, to carry unaided bonded indebted- .
neQ s which rno 1d t t d

. . I

sary in a comparatively short time. For, âsysterri o£20,000 miles in a rapidlÿdevelop-

doubt thàt this nèt income will increase. :'In - any case-the guarantee shoulti be unnecés-

earning a substantial net income, and when it becomes partof a greâ.t sÿstem we cannot

We have recommended `that the Intercolonial and the Transcontinental lines should

interest on this amount every year out 6f the generâl taxation of the' coim

.. , . .tion as cost the people of Canada $276,000,000, and~the peôplhas of Canada are paying

overnment railways have no separate capital accoünt, properly s o -, callëd, their cônstruc =

1 1
acquired, butalso on,thë capital invested=in the Government railways.~`For~thoughthe ~

the capital of 'the' compAnies' ° railway s

_. _,,_ y. . _ ; ~

; are responsible for : a return, not : merely on`; .

èapital of .the new system includes the cost of , these hnes In other" words the' Trustee s

should always be borne in mind, both .b~ the Trûstees and bÿthe püblic, .that' thé réal

_ . : . . . , , .. , . , be han'ded over free of cost for thereasons which .we have' gi' ,
ven

.
ai bove. , But iv. e .. thünk it

we would go further and iay it down in . terms in the Act-of Parliament creating the,'

I
o
unt is bein •

.
Y g given to cèrtain ersons .and certâ in la of ` the

p p
cesat th e

~
nse',

a a
: . . . .

remunerative asis, are wrong in principle : Their"ëffect is tô côncéal the fa t tlï t

bus iness and
-

certain commodities, whi.ch .bring the_ railway rates bélotv i~ rëasonûbl y

. avour o certain classes of :
management ., and further we think- that reduetions

. . _ ~esta is e and well equippéd rival wi ll be a stimulus to effi cient and econômical '

obligation to tvork the, system . as a ' commercial-"ycoricern in competitiôn with ' a w l l

• . e ~eve t at tha
capital value of the undertaking . An~d' this for -. two reasons jPe b l' h

. . . . ~ . . - o
vy the Railway ;Cammission; until interest .at areasonable r ate was earned on An whol

, .,
commercial concern, and to make no gene ral reduction in rates, unless ordered soito dô

Board - of Trustees that, it was thé duty ;of ` the Trustees to ôperate their system as n

community. at large. If bounties are to be given; as to ' which it `is not for „a M
Cn~~ress an opinion,,we think they should be openly.vôted by PArliament, and not givcnd th d'

RAILWA Y IN Qi7IRFC031DiIS'SIONf

Operation to be on a.'Commercial Basis. '

un er e lsgulse of a rallway rate reduced to an unremuncrativf3 basis.

Widé Powers to be Given toTrustees :
. _~. . - .We consider that, subject to - the -jurisdiction

-
of the Railway Commission, th eTrustees should have thè widest powers in the management of their undertaking, Tho~ s_ :- ~ ., . . . . . .will have to decide how

.
bëst "they_ can secure both efficiencÿ'ând econ o

.
my by ` combiningwhat'havé been hitherto competing systems . They must 'deeidQ what néw connectionscan be made toprovide shorter routes ; which lines shall bô operated as 'main lines andwhich only_ as' br`anches ; in whât câses two single linés can:bo used as one doûblr3Iiné ;whére'néw extensions can be .profitably built ; how new capital cari .best be provided ; -whethersanÿ'of the egisting lines; ëhall be; at least, temporarily, abandoned . But theyshould âlwaÿs ; keep in mind that, the intention is, not to establish lôcal " monoPolies,but to znaantain , reâsonable competition between their system and that o.f l the Cana-. , :
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. . r
dian.Pacific Ra.ilway. They must havé discretion-to sa~ howfar net prôfits are imp - era-. .. ; . . ._ . . . , _ . . . >_ . . -tively réquired for railway : pur~iôses, and how far _theÿ'rriay bè safely taken to ' paÿ a
dividend Ÿ on the share ` capital . In a word;.we would ~ éntrust to the' Trustees all ;the
responsibilities and powers whiçh in an ordinâry company+are divided - between " the. _ , . . . - . . _ .
directors and'the shareholders . We believe that the`désire .to render thë best ; possible ,_ . .. ~ : . .-~._.r .
account of -: their stewardship tô the people of - Canada will - bea sufficiënt motive to., .
induce them to, manage the railways ëfficiently and economically :

Financial Responsibility- of Governnment .

~Ve have recommended that the Government shôuld' assume . responsihility ,, towards, , . . . .
the Trustees, but: not dirèctly ;'towards the present holders,- for_ the - intérest'of - all 'the., . s . . . . .. .. , . . ; , . ,~ . . . . .. , . . .
ecurities "çhârged on the new combined system } ..'1Ve: cannôt attempt to forecast with; ` -, . . . . .: ., .ny accuracy,~what thât liabilitywill be, but the followirig table .which we have

.
compiled,_ .. _ ..__. . -,

phowsïthe` results for -the year ending June .30,' 191G, of -the ` 'ôperation .of the various-_ : . - . . , . . . , ...ndertakings which we propose should b6 put together. . :' y"



FRODi ' REPORTS TO DEPART A SENT,OF RAILWAYS AND CANALS, JUNE 1916 ; (EYCEPT G T .P. BRANCH LINES) .

Can . Northern . Grand Trunk . : , Grand Trunk G .T .P . Branch Intercolônial .' Transcontinen'l Total .'
-

Pacific .
_ -

Lines.
`

i cts. 5, cts . ~ ets . $ cts. > $ : .. cts. ets . $

Operating revenues . . . . . ., . . . . . . . . . . ., . 35,476,275 06 39,155,040°10 6,963 - 188 .88 1 ;319,599 16 15,686;661 91 5,798;516 09 104,399 ;281 20
Operating eapenses . : . . . . . . . . . . . . . . . . . . . . . .X

.
. . 25,244,186 12 _28,782,912769 5,902,843 30 1,370,133 51 13,323 ;183 16 5,360,061`58

Net operating revenue . : . . . . . . . . . . : . . . . . . . . . . . ,10,232,088 94 ';10,373,027 .41 1 , 060 345ï58 Lôss''50,534 35 2,363'478, :75 429,454`51 24407,860 84
~

.Outside operations . . ., . , : . . ,, . , . . . .. . : . . . . . . . . . . . : . . . . , ., . '10, 688 55 . ~. . : . . : ,. .: . . : 10 558 55, , , . . .. . . , . . , . . . . ., . .1 . . . . ,
.Taxes . . . . . . . .. .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . ,

I .
r 741,508 1 1:, . . 53,596,3 996,3 9.4 . ..~, . . . . . ,. . : . . : .. . . . . ., . . . ., . . . . . . . . . . . . . : . . .' .• . . .

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . ..
Other in

.9,490,580 83 9,519,431'0 2- 1,070;90413 Loss,•50,534 .35 2,363,478 .75 429,454 .51 22,823 ,31 4
come

:; " :Grossin , ;
. . . . . . .
"6' 123 653 , 634,

~ ~.,,, ,come , ;
.. . 9,490,58 83 554,6713 ,153 , 904131,070, Loss . 50,534 35 2,363,478 75 466,135 35 26,495,119

nterest on funded debt . . . . . ~. : ; , . , . : . . . . , . .
Other charges : . . . : . :

9,885,153 14 7,644 631 07
7ï

" .
~ ~

°
•. . . , , . ,,,, ;,,,,,, ,

Dividends ' "
506,010 2 9

'
2,415, 70 .: :•. 167,21429 808,750 SG '3,897,515 1 4. . . . . . . . . . . . . . . . . . . . . . . . . . . .r . .. . ,_ . . :, . . , :. . . . .. f2,433,33333,333 33 . . . . .' . . . . {

.. . . . . . . . . . . . . . . . : . .~ : .
Total income deductioàs . . . . . . . . . . . . . . . . . : .- . , . . ~ • , _ _

. . 10, 391 ;163 43 :, .12,493 , 504 10
.

. .'. : , . .
'
. . . . . . .. . .. . . . . . . . . . . 167,214 29 808,750 86 2323,860'1632 6 8,

urplus and loss for year. . . y . . . , ; . :,,,,,, ;
t

Loss 900,582-60
, . .

660,050 57
.

*1,070 , 904 13 Loss _50,531 35 ~ 2,196,204'46 Loss 342,615 51 2,633 48 6.
rofit anc~loss .. . . . . . ... . . . . . . . . .

. -
267,885 85 .. . . . . . . . . : .f . . . . . . . . . . . . . . ., . . . . . .. . . . . . . . . .. . . . . . . . . . ., . . . . . . . ,, . . . . . . . . .

dd Interest to be provided for . : . . . : . . . . . : .
dd Estinated loss Prince Edward Island

~ 5 445 389 56
~ ~

` ' '
. i . . . . . . . .

• ,° .6, 668, 034 04' 53 608,716
~ . F .,

Rail~cay . :. . . . . . . : . . . . .: : . . . . . . : . . . . . . • .~. . .. , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . :. . . . . . . . . .

Total to be provided'. . . . . . : . . . . . . . ... . . . . -
. . . . . . . . . . .. . . . . .

,,

', . • .
. . . . . . . . . . . . . .: .

. . . . . . ., . .
. . .ti, . •

. . . . . . . . . . . r.
i, . . . . . . . . . .. . . ,

. . .~ . . .. . ._,' .

I

S

P

A
A

.

-

. , . ,
~ Beforci charges. . . t Div . on guaranteed stock.,~ . . . t

cts .

79,991,420 .36 ,

1,595,10450 ~

,89
493,671804
.3 3

'17,529 784 21

2,433,333 3 3

Surplus--
, `fi0

Deduct--
267,885 85

Surplus-=,
2,365,600 .85

12,652,~33 76

,250,000 00 m

m~

12,902,3~3 00 ~ (-

ti

ti

, ..
« . .

, " ,~~ ~ •v : . ..
. . . _ .~ . ~' . . ~- ' . ' . . . . . . . , ~:

~ r ~ . . .~ . . . t • . . . . - ~J .
• , , , . . ~ ~ . . ~. ~:

. ♦ ' ~~ ~ .i . ~ : ~~. . , . . . . . .
. . . . .

. . . . ~ . ~ .
. , . . - " . . . . . ~ ~'. ~:
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Prospects of Dominion ' Railway . :
- : . .

From this , table it ~~ill `bé seen that there wâs;a nominal surplus of income over

365 ,000: But the ~ above figure took no ~'expenses and fixed chàrgesof -$2, account of .- ., ~-
th

. . .: .
Nnterest which had to be provided for on the Canadian

nes ~

amountin~ or erri," Grand Trunk Pacific,
nd Grand Trunk Pacific Branch Li g gether to $12,650,000 ; nor for a

oss of some $ 25 0,000 on t~ie operation of the Prince Edward Island Railway : LL' The total.. , . . . : ,_F ., . . _ ,._, . . .
f~these items ` is .$12,900,000 Deducting the'; snrplus, , it would appea

.
r.

.
that, if thesè

~ailwàys had béen in thé hands ' of the Trustees for the year endingJune 30; 1916 ; and if

~ 1 the capital chargës had been met ôüt `of income, the Trustees -would have had to cal l
. , , . .,, , . ., . . . ,., ~ .

upon .the. Govërnmént-for about $10,500,000 to make up the de ficiençy.

We assume .that the r`esults 1for theyear ending June 30,1917,will nôt be greatly. :

d fferent. Gross receipts may rise;but operating expenses' are rising fast ; more especiall y
owing to the high pricë of coal the, severe;wëather;and the congestion of traffic:_. , ~Vhen

k,. the Trustees . assume office tlïcy will ' have; to face; In addition to : the present , interest
.. Y' . .

. . . ,, , . . . :
cllârges, the cost of settlement with the Convertible IncômeR Debenture holders : of the

Cânadian` Northern, of ' the, ânnuity, payable tô the Grand Trunk ~fiareholder`s, and the
_. : , .. . ; . .,._. , _ . , _

` . . . . : t . .. ~ . a
. . . ., - . . 4 ' - . .

in ereston'tlie capital - nécessary tocomplete the system and to - make urgently needed.~~,- . . . . - .
be te~rments and additions . ;Further, for rèasons we have alréady given, we do not

cônsidér - that the Grand ' Trunk dividend is ` a real, net surplus.' It oûgh't to gô bâck~ ~

into the" maintenance of ' the propérty: On. the 'other hand,-" the economies resulting

frc~n the amaalgamation` of the Canadian Nortliern; Grand Trunk ; and Grand Trunk -
Pa~ ific systém"s ought to bé very large; as soonqAs` time is allôwed-for `the eliminatiorz~

of wasteful dupliçations : «e donôt venture to predict ; but ,wé shôuld hop©that thé

ec nomies will at` least balance ` the ' f.idditional charges for n©w. capital

thén wé tae as ~ starting point a deficicncy of roughly $12,500,000 a year, if: .W assume"that this will not seriously incréase for the next year or two, but will not, 11 on--,, ..: _.
th othèr harid diminish ; then in 'ôrder,o 7each a' position of

,
solvency, .tlie Dominion. .,. . . . .. ,. _. -

~t ilways would need r tô :`éarn
., ~
an additional gross income of some-,$50,000,000, and.16

Main ône=qùirtèr of that'amount as net. , The present grôss income is well over $100,=
000,000 ; and it is not unrèasonably sanguine to hope that it may increâsë 50 per :' éent
i thé ,. course ' of sis or' seven . SeÂrs, if Canada continues to progress at a normal rate. ',,, ., . . .~, _., . . .
B tthat+depends, :not on rÂilway- man:bement, but, on the incalculablo,future .

We do not make ,any detailed éstim~ates ' eithcr of probable ,earnings or of probable
rp ductions ,in operating costs tô .bo obtained bs4th© Trustees' system . lVe`ha ve however,
very'confidence in the country, its resources and possibilities .

The Canadian PaciBc has been and is a great success . . Comhined under a common
nÂnagement, with one evenly balanced .transcontinental system in the place ~of, ~co dis-
ointed ones, with adequate branckics bothin the West and in ,the East; we are confident -
hat in .the not far , distant futurô the sticcess of the ' Cânâdian Pacific ought, at least to, . . , . M . ..

very largê extent, to be repeatéd. The DominionRailcvay .at an early -date shoûld har'Q
n opérating revenue, as' large as that of the Canadian Paci fi a-, With proper economic.
nd -politically und i. sturbed managémcnt, the attainmént of a satisfactory financial
esult is only a 'question of tima. A

20g-
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economies in detail . But : it- is , clear that very considerable - savings can - bë made, by

7 GEORGE V, :A,"1917

Specimén Ecônomies Resuitipg . from Combination:' -

We will not- . risk embarrassing the future management by enumeratinb , possible '

..~ , . . . .e _ , ..
shortest outlet to marh.etcentres and the like. Great economÿ can alsobè-secured :in

service-,fit many points ;, by coupling up the Prairié- branches° : so as to - afford u the

the amalgamation of duplicate outside and local agencies ; by'joint stations and joirit

., . __ . 1 1
operation of the through trafhc. East of Winnipeg .Ahis . will ; rèqûire' a small amoûnt
of new capital 'expenditure. .,We understand . that the land .bé

.
tween'ï Cavell station° on

the Transcontinental and Longue Lac station on the Canadian Northern lends itself ~
to cheap . and 'easy railCVay construction . The'distancé is 35 miles. _ By, the -çonstrtic-

Northern forward from -that . point, = a route superior from every, poinCof: ,view to the','
W innipeg to Cavell, the new link 'from Cavell', to Longue Lac, -d ,the Canadian ',
portions of both, systems utilized.- Byk the~combinations of the Transcontinental from ~

lion of this short link, a great saving of operating milesge can :be made; and the best :,

ésistinb, routes can -b e formed for< ~Toronto ,, business .'r The innipëg-Toronto '~~
mileage . by ' this route . would only be - 1,197 miles. This is_ shorter ' thân ' any'

route will also greatly imprové the`handling of tra ffi c from 'Po&Arthur.~to' all points

. . , - ,continental . and Grand Trunlr, "-" 1,256 ; ` Canadian:` Northe'rn, t 1,309, a' ~ The combined

of the three:listing, routes, which are as . follows :' Canadiân `Pacifie; 123S , Trans= ~, ,

.,.
And at present much - of, the coal usèd : . on the. line ollows this roundabout route. For -

Superior Junction, 188 miles to the'northwe st, béforëit starts on its eastward journéy.

on the . Transcontinental east of Cavell" This traffic , at present is haulèd liuck "to

route will alsô`offer- ;better facilities than-eithér.line could afford reparatélÿ.

grain sent east from- 66 Port Arthur elevators tô KQuebec ..'and beyond,the Rcombinéd

, . .
running e$pen~es oa .thrôügh freight train are ;not .lesâ than 80 cénts u mile: Fifty .
miles means .$40 . Multiply this by 365; and there is a eaving of. neârly, $15,000 per
stnnum on each train, sufficient to pay. xthe interest ôn -$500,000 . Grand Trunk Paeific i

to translato the ~resulting_'ecônômies ' intA dollars . It is sufficient to say that the mere` h

couver route can beshortened 40 . ïmiles. We rieed not multiply . inatances ôr attem £ t

beyond that necessâxy`for couplipg up closely,adjoiningxtracks .' : .The :Minnipég-Van-

_
Similar economies can ,be: secured tivest * of ?Winnipeg, withoût"any .,

eapenditur e

enance expenses . due to éâsing to maintain snperfluoûs trneks." -

and takes no account ôf other trànsportationT expenses or of the reduction of màin-

3 Per-cent Dominion , Guâ.ra.ntëed Bonds.- ,*And this- is only tho mere running cost,

PART . VI :
_ . , : . .. , .

THE DOMINION AND THE PROVINCES--PUBLICITY-
_

GENERAL.-.~ _ ~ . . . .. _ ,. . ~. _ . . :~ : . .

Railway - _Commission Control .. . . . ~. . . .. . +

We, have referred more than . once in this F report to the Board of Railway Com-~
missionèrs for Canada, and have recommended that the system of, the Trustees should




