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SALIERT POINTS
from a Memorandum oo

THE FTNARCE OF BATINAY NATTONALISATION:

8 Report to the Exeocutive of the RAIINAY CILEREE' ASSODIATION

ASSUMPTIONS, AND METEODS 0P ACQUISITION

1. It ia apaumed
(s} that the Railways, either together with, or ahead

of, the cther sestors of the transport syatem of
the covntry, are to be faken over by a Rallway
Board or Natlionsl Zransport Authority, being a apa-
clally created Public Jorporation established for
the purpose of taking over and operating the syatem
in the public interest apd irraspective of prosent
ownership and control;

and {b) that compensation will be paid to existing holders
of Railway etock and sheres, but that this compen-
sation shouid be limited to the miniwum compaiible
with fairness and political practicadility in order
to avold placing arn exoessive debt ard interest-
burden on the new Authority or Board; {paras. 1-3)

2, Thers are four main methods of apquisition: -
(i} payment to dispossessed shareholders in cash;
{i1) payment to them in epeolal stook, created by the
Autherity or Board;

{i11) payment to them in special atock, oreated by the
Gevernment, but used for a number of netionslised
industries; '

{1v) & combinatiom of (i} mnd (11), or {i) and (i11);
{paras. 4-86)
3. In any event speoiml Htate or Awthority borrowing will
Ue nececasry, for a lomn would be required to ralse the cesh
used in the first method. (para. 4)

4. fThare is 1ittle to chooae, on eocnomic grounds, between
the methods listed. Therse prse, howsver, strong political =and
Paychologieal argumenta sgalnst perpetusting a clasa of per—

sons whoe oould be regaréed me railway shereholders, no ustter
bow impotent they would be ir the matter of control: (pera. T)
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5. Under no circumstances should the Auvthority's stock, 1F
guch ba created, oontain any "equity" element {aimilar to the
Lordon Tranaport "OF Stock and varying with the "profitability
of the industry"); =1l interest payments should be Ffixed and,
(aubject to ultimste redempiion or converamion), invariable;
{para. T and Appendix II}

ALTERNATIVE NETHODS OF ASSESSIKG COMPENSATTOR

6. Compenaation could be paid either by ereating a specisal
"right-to—income® and paylng thet in perxpetuity, without mak-
ing any capital waluation, or by & ospitel valuation. For the
latter there ara four main basesi—
{1) totel nominal capltal,
{11) +valuastion of physioal aaseta taken over,
{ii1) ounrrent {(or receant} Stock Exchange valustion of rail-
way stock and shares,
{1v) valuaticn in terms of a number of years' purchease of
current net revenus, or preferably, "reasonable net
mainsainable revenus™. {pars. 9)

7. If the "right-to~income" method were adopted this would
find its own market valus. The need for assessing oapital
valus in this oeae wonld disappesr, but the neoed to settle on
a fair yearly income would remain. Phe fgotors to be taken
inta account in making suoh a settloment are discusaed to=
gether with method (iv) (years' purchmese}j {para. 3)
Hominal Oaplital
a, The present nominali cepital of over £1,100 millions can-
not be contemplated ne g basis for compensmtion. Quite apart
from the question whether it still oontains watered capltal,
which le discuseed, 1t ¢ertainly contalne capitel representing
inflated land and Parliamentary costa, useless, uneseconomie, or
wastefully competitive and duplicetory lines, as well am in-
vestments which, even 1F justlified when undertaken, cannat
¥leld an adequate return in days of road oompetition. Present
nominal oapital repressnts the 1921 conception of the capital-
1sed walue of the ennual inocome expected at that time, when,
olearly, moncpoly conditione were expeoted to continue. Prat
oapital expenditure is irrelevant t¢ current vslua: the So-
olalist Government, like the capitalist Stook Market, must de-
Tine a fair price in terma of the oapitalised value of current
and prospective earning-power; (paras. 10-15}
Yalus of Fhysical OGapital Asaseis
9. 8inilar chjlectlona apply to the valuation of phyeiecal ab-
aets taken over. Many heve little or no earning-power under
modern oconditiona, whatever their original cest or replacement
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value might be. Moreover, the cost and difficulty of wveluaticn
and, possibly, =srbdtration for sach of the thouwasnds of aameta
teken over, would be prodiglous; {peras.16-19)

10. Powers should be reserved, however, bo take over certain
asgets [(e.g. road undertakings, light reilways, or properties
leased by, but not belonging te, the Companies, of which it
might be deairable to asquire the freehold). (para.l8)
Stoek Exchangs Valuation
il. Thip repressnte the vaiue whioh cspitellism places on the
Rallway eyatem. It 1o olomely related to the "yeara' purchape
method, bdeing in fact the merket's evaluation of future pros-
pecta of mainteining s glven revenue; the only difference lles
in tha fret thet in the cna cpse the market mskep the evalus-~
flon, in the other i+t ieg done by negotiztion between the Com--
raniesa and the Stste or by arbitration by s apseipl Tribunals:
(paras. 20-21)
12. Room for controversy (perhaps requiring reference to a
Tribunel) la crested by the necepslty of an arbitrery cholos of
datea or periods for which the Stock Exechmnge wvaluation is to
epply. Variations in recent periods show conaiderable fluoctua-
tions round the gemersl Tigwre of £750,000,000; {pares.20-21)
Capitelisation of Net Maintaineble Revenue '
i3. Thisa method, first propoaed In Gladstone’'s Optlon-to-
Nationalise Bill of 1844, - a3 well as the right-to-lncoome
method, which 18 comsldered with 1t - ralsea the gueation of
gettling what the net maintaineble ravenue 1s lilkely to be.
Standerd Revenue ae laid down In the 1921 Aot is totally lnad-
alzelble. Arguments can be advanced for wvarious basen, e.g.
the average of the laat ten peace-time yeara, 1935-7, 1936-8,
1937, 1538, etc. Wertime rentml is also poseible though thie
ies above market expectatlons of post-war income, as ehown by
diBoount of present prices and high consequent ylelds:
{parea.22-23)
14. The baeid shogen should be *he net revernve which would
be meinteinevls wnder privete ownerabhlp; after allowing for
changes in sconomlc sctivity, the proportion of totel trafilc
1ikely t¢ be carried by rell, the level of charges and com-—
petitive power me determined by State policy, and the lewal of
coste Following the war. In fact, mogt of these being pollti-
oal deciaicnas, the guestlon iz insoluble. Het malntelneble
revenue will he what the Btate pllowse the Rallways T¢ earn.
But no prospective gaine or sevings erlaing from nationnllsa-—
tion, and other improvements Iincidential to natlonslisation
{(wrification), co-ordinetion wlth other forma of transport eto.

should be talten inbo scocount ag progspecilive revenus;
(paras, 24=27,25-30)
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15. TWhether an income-right ie tc be the basis, or a capltal-
value 18 to be attempied, the net maintainable revenus ahould
te dlscounted to teke mccount of the gremter security of an
income deriving from Biate scuroes; {para. 28)
1a. This dlgcovnt should epply to each claes of caplital in
acoordance with the ripk-element in each. %he sllocation of
income or capital rightes between clasaee of caplitgl should
preferably be done by the Companles ¢r representatives of the
stoekholdera, subject to approval by the Tribunal or Sitmte;

(paras. 31-34.)

A POBSIBLE PROCEDURE

17. Supporting the right-to-inccome method if practicable,
tut in sny case reooguieing that reference to = Tribumal will
almost certeinly be necessary, the writer suggesta thet ocon-
glderation be given to the establiskment by e Scciallat Gov-
ernment of a "Compenastion Olaime Tribunel" to deal with ell
the industries passing into public ownership. Delays in sett-
ling the basis of compeneatiom wresulting from pressure on the
Pribunal in & perlod when a number of industries were being
gooinlised could be met by payments on mcoount; {perss. 35-37)

18. It 1z further suggested that consideratlen be given Yo
the erestion of a new State loen - "Watlonal Induatrisgl® or
"Nationn2 Development® Htock - to provide capital for all
naetionalisstion schemea. Thinm would probebly cheapen terms
of borrewing, would allow raising of caplial tc be +timed at
the meost opportune moment from the finaneinl point of vlew

{es well s facilitating "tap™ iseune), and would evold the
paychological disadvantages of perpeirating s race of rallway,
conl eto. ptockholders; {para. 38)

19. The funds thua ralsed could be edministered by National
Debi Commissioners or other etatutory bodles, ard advenced to
acoialised industries both for finencing nationeglisation and
for Further capitel development {on analogy of Local Toans
pohema}. The guestion whether, end on whet terms, money conld
be provided for “combrolled" (privately cwned) induatrles,
and, algo, reletion of thia body to propoaed Ngtional Invest--
ment Boerd sre cubtside scope of this Memorandum, but require
ceraful consldergtion; {para. 39}

20. Rodemption of Transport Stook could be provided for by
ginking funis, or by natlonal "profit-sharing® {nasoertaein--
ment") scheme laying down proportions of increased revenue b0
go to debt-rsdemption, rallway servante and public - by
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improved service and redunced retes and fares - reapeotively.
Generzl redemption by taxaticn polioy would apyly to the
whoele deadweight nstional debt, and be determined as netional
polioy, outmide the s¢ope of this Memorsnjum. (para. 40)

THE g

21. Pour gppendices are added glving brlef analysea of the
Reallways! financlel popition, pre-war, wartime and post-war;
0f the financlial provislona of other natignaellsastion schemes;
and of the conelderationg affesting ancillary undartalcings.

A digent of the principal relevant statistiom 1p slesoc sppended.

(paran. 4l~68§
{Tables XV-XXIII

Oxford, ¥March 1945 3. wW.
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THE PINANCE OF RAILWAY FATICNALISATION

A Report to the Executlve of the Railway Clerka' issoolatlon

by

Harcld Wilson O.B.E., M.A.

I

INFRODUCTION: SCOPE AND ASSUMPTIORS OF ENQUIRY

i, In Decembey last I wam lnvlited by your Secretary, on behalf
of the Execubtlve Committes, to prepars a Memerandum on the
aconomile aspects of the moquisition of the main-line reilway
companies by & publle Board or Transport Authoxity, as propoaed
in the Iebour Party'a polisy for Transport, T waa to outline
the prineipal methoeds of aocquisition and the implications,
Tinaneial and seonomloe, of each; I was further left free to
commend any one method, oxr combinatlon of methods, to the
favourable conalderatdion of the Executdve. In preparing this
Beport I have had full access to papers and dooctments in the
iibrary of the Aasocociatlon, inocluding the evidence of

¥r, A,G. Wolkden M.P., former Seoretary of the Assvcistion,
before the Royal Co sslon on Transport, 1928-2%, which is a
ratural and most helpful starting-point for any such engulry.

At the same time I have not disoussed the subjeoct of the enguiry
with any present or former cfficexrs of the Assooiation, ar of
other ssctions of the ILabour mevement, as 1t was considered
deailrsble that this present Report should ba an entirely in-
dependent approech. Thus, although 1t will contain much which
those with greater Industrial and politleal exparlence of ths
Subjeot will consider elementary, misguldsd or aven wrong, it

s aimed at presenting a frea anﬁ independent review, commliting
no-cne, whather in an official or privete capaclty, except its
auwthor, and 1t iz hoped that the fmults end arrora dus to in-
experisnce of the subject can Te corrected whan it 13 considaered
by tho2e whose lifs and werk heve heen devoted to the problam.

2, It iz assumed, in mcoordance with the decision of the
Labour Party Conference, that the railweys, together with all
other transport undertekings {with +the sxeception of "¢" licensed
goods trensport), will be acguirsed by the proposed Hational
Transport Authnrity; Vfhe exigting owners to be compensated on
s falr and ressorable besis". *) A% the same time, 17 for
politioal reasons it is possible in the first ins%anca +a
rnationalise only the reilways, without the reat of bransports
{because "in the matter of prioritine the publis ownership of
the ocal-mines and the railways iz a matter of immediste urgency,

*} Iebour Party "Poat-Wer Orgenisation of British Transport®,
1944, p.23,
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which should on no account be delayed! # the methods of
finensing such natlonalisetion, considersd in the Report,should
be appropriate 4o such & schems also, Whatever the axtant of
the scopea of naticonalisation however, 1t is assumed that, so
far as railweys arec cuncerna&, 1t 1z complets, and that the
raliway system will be in the hands of mn autﬁority wha, to
quote the Labour Party dooument, “"would be rasponsible +o the
representatives of the peopls and pot to private shareholders",
end whose "primery consideration would bs the provision of &
service t0 meat public needs and not the return to the share-
holdars" . %)

s, I% 15 further assumed, in accordance with the Iabour Party
gcheme, the T.U.C., Report and tha H.(,A. Report on "Soolalisation
of Transport®®} (1935}, thet compensation to displated shere-
noldara gnd not autrigﬁt confiseation will be +ths polioy of the
Government responsible for the aoquisition of the transporst
gystem. Though a diminution Yo +the point of extinction of un-
garned rentiar incomes may be the ultimate aim in a Scclalist
syatem, that alm sheuld be achieved by a general policy, and
not in%rﬂdunad at tha point of nationallsation of a aingle
industry. As Hexrbert Morrieon said, t)"... 4part from the faot
that publie opinion, inecluding working-alass opinion, so far
favoura compensation, 1t is unjust that one body of capitalists
should have thelr property confisoated because they happen to
come first in the process of socialisation, while other bodiss
of capitalists should be left in possessiocn of thelr property
becausa thelr turn has not yet arrived.” ",,.rent, interest
and profit for private sdvantage will have to go in a fully
sociallised oommundty,..Put 1f & Scoislist Government of the
future wishes to deal with the problem, as I am sure it will,
1t mus't deal with it by means of death duties {whioh strictly
should be used for oapltal rather than revemue purposes), or
inhexiteance tax, or by a comprekensive adjustment of mocounts
in a substantially soclalised society. It cannot expect to
solve the general problem of rent, intereat and profit at the
poin% of the socialisation of individual industries, end it
would not bte falr for it to make the attempt." The methods of
reduclng the debt burden, whether genersily by & system of
eapital taxation, or in ﬁha case ol particuler stockholdsrs hy
osonversion te stock bearing a lower rate of interest, or by
redemptlon and the operation of a sinking fund, ere fouched on
below in paragreph 40: nevertheless it must be regarded as an
esgential to keep the amount of compensetion as low 83 is com-
ratible with fairness and with praoctical politlos, for although
socialisation of transport will yield great econcmies and

*) T.U.C. "Interim Report on Post-War Reconstruction", 1944,
».9, para, 33.
%) Lsbour Party document, p,9.

%] Consldered at the Polkestone Confexence in that year,

+) Socialisation and Transport {1933) pp.245-7. Compare also
M¥r, Atflee, addredsing the Iritlsh Railway Stockholders! Union,
January 1937, - ",...I belisve ¥Ou here ara among the first whose
Property should be taken over by the State; but I would not
penalise you bacause of your priority. There ars pacple who
think you can do the double process - take over the railways and
Tsoek! the sharsholders good and hard at the =ame time. Howevaer
much I may wish to'sock! him, I thirk it is better dome by a
S8apara'ts process, in which I should hawve regard, not to the faot
that he was a rallway stockholder, but to the amount, rather than
the charmeter, of his holding.' (Quoted in Bailways. Roads and
the Public by 5ir Charles Stuert-Williams snd ESnesT EEnrf,'IQE?,
p.136).,
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"dividends" in terms of mers affiolent organisaticn and morking,
1% would be dangerous o sgddle it with & permy too much debt
charge to hamper 1ts working., #)

I

METHOD OF ACQUISITICN

4, It 18 asgumed that the sooislising Fovermment will have &
free hand to declds on the mathed of acguisition, snd to pres-
orlbe puch method 88 1% conslders appropriste in the leglslstion
taking thy reilways over, It 1y Impoasibls %o lay dowh in
advanos what will be dictated by finanoisl olrcomstances. In
thaory, thrae methode ars opesn to it:-

{a) Furchass of stook or shares for cash, &t such value &a
13 dgtarmined for them (see below, paras. 3 to 37);

{b} Exchange of Govermment stook for railway stock or sheras
8t soma prescribed rate of axchense, satock fer stock;

(o] Cremstion of a new clmas of Transport Authority [or Raile
way Doerd} Stock, and the sxchange of thia, st prascribed
retes for individusl olasaes of privats milway gtock and
shares,

Method (a}, purcheza for asash, wes used 1n the pationallsetion
of coal royalties 194245, under the Coal Aot of 1338, The
totsl value of the rnyaltiea hawing been determined {ses balow
Fora, 28 and Appendix 1T, paraz. §3-64), owners wers bought out
by the Cosl Commdsalon in oash, the money heling raised by the
creatlon of speclsl Conl Commissdon Stook whiloh was taken wp by
the National Debt Commissjonera. Thet is, the Coel Commisslon,
the ztatutory bedy charged by the State with tha ownerahlpy of
all ococal royelty rights, paid $he dispossnssed owners in nash,
and raised the money by borrowlng it from the Naticnal Debt
Commlzsioners, who, in turn, raised 1t in the ordinary way, by
Governmant borrowing From 1;1!:9 bharks or on the momey markat, In
Ba far as the dispoeaassed owners ohofe to lnves$ their newly-
mecalwved cazh 1n Government losns [or lent it o the benks, who
in turn lent to the GSovernment, elthar by buying Govermment long-
ferm pecowrdtles, or shorteterm Tressury tllls, or lant to the
Treasury by Treasury Depoait Reoeipts ete,), this method would
have the same sffect as if mathod {b), the dirsct exchange of

*) Compare Hazrbert Morrison, Scolaliszation and Fransport, p.261:-
"Perlinment determines the amount of osompensation to be paiﬁ to
wege-soriers for loas of wages durlng pericds of uhemployment 1n
the Torm of unamployment bensfit, er in the ocase of the Foor Law
the Public Assistance authorities in the form of Boalas of rellaf,
The rallway compenies strongly objmoted to the prineipls of com-
penasftlon At ell in tha caze of workers displzesd undsr ‘tha pool-
1ng schettes between the railway companies. The ocapltalist mind
has had fairly striot standerds in the matter of gompensation
for the working classes, even in the case of compensatlon £or
industrial ecoldents under the Worlmen's Compensation Aots {lomg
raeisted by amployersl). Conmervative-minded sapltalista can
hardly, therefore, object 1t I, who am not an wnkindly person,
deslire toc enfores reasonably E'iiriﬂt gafeguarda for tha pubklls

interest when we are compensating privete undertekings shout to
e socielized.”
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Government stock, had been used, The only differencs is that
the new cash recelvars m?m: not wish to inmeat in Cowermmant
aecurities, and method {a) #hms gives them more fresdom of
choloe. An alternative method would ba to give the choiocs
hotween oesh and Govermment bonda, though thiz in fact would
Blways exist, mz tha cash-.recelvers are in any caga fres to buy
Government bonds, Msthod {b), the exchangs of genaral Govern-
ment stoolk, has not been used in ary of the few casas of nation-
alizgetleon so far aeffected, In prectioally eVEYy Cagse, L0@e
varisnt of method (¢), the oreation of a spacial stoci, kas baen
applied, Tt 15 a rare thing for the State ito have any spara
quantitlee of its existing loans {consols etc.) mvailabls ror
such purpoae, and 1t would be liksly to wish to creata, or to
authorise the Trarsport Authordty to oreates, 8 Epacial new etock,
The mein guestlon iZ whather it would he a spacisl Government
loan, or a steak issue by the new Corporation, Thuf in ths case
of the Metropolitan Rater Aot of 1902, holderé of both Tixed
intersst stock and equity shares in the water oonparies taken
over in ithe Act, rscelved speoislly aremted Metropolitan Water
Beard Steock, oh axtremsly ganeraus rates, a3 1a peointed out
below {Appendix II, pera, 56}, The Port of London Authordiy,
establishad under the Pori of London Aot in 1308, simllarly
oragted new ptock of a tobtal nominal velus of £Eé=194,'?33, and
this was exchangs&, roughly £ for &, for the loan and share
cepital of the dock ocompaniss teken over. The clasels oass, of
course, was ‘the London Passenger Iransport Boerd {aee below,
Appenddz IIT, paras, 58-61), which created thrae main clasacs
(end certain subaidlary groups}, the TA!, tBt and '¢! stock,to
replace the dabenture, preference and ordinary oapltal respsoe
tlvely. In the Nationelisation cof Mines and Minexsls Bill,
tebled in the House of Commona in November 1936, by nine Lahour
H.P.=z, 1t was propesad that compensation should be paid Zn
Guaranteed State Mines Stook, & specisl new atock created by

the Tressury for the Ooel Corpormtion, In this cese the stook
wag "Guarantesd", though the Bill 414 not lay down any provisions
wheraby the gpuarantee wes to oparate.

While methed (o) 18 the ona mosd coomonly edvocated, thera
a¥a certain psychologlecal disadwantages in cresting spenial
Ballway or Transport stock, and hence Feilway Stockholders, hom-
aver powsrlsss these might ba in the matter of controlling the
gystem, In the case of the coal minss, tha pressnt mriter, in
8 book ahortly to be published, has rsiuutad tha ldea of special
goal atock, simply 4o avold the psyohologloal rmsction on the
mirara of retaining any form of "ocoal-owner" or ooal atoorholdsr.
Simllar consideratiuone may apply in the case of the railways, *}

*} Compare the 1.U.0, Tnterim Report on Post-War Beoonstrustion,
D12, paro,44, seying. "The ao bEymant o compenaation
could be meda in ssveral weys. In gensral the secala 3F the hrans-
antion would be too gyeat for cesh peyment, and the former owners
wolld ba reoccmpensed with stook cexiving ne powers of sontrol,
Thia might e stock issuwed by tha new Board itself, entitling

the ownera to receiva interest st fixed or variable rates ocut of
the proseeds of the induatry, with or without a Stats suarantea.
We ara of the opindon that bomds lasied as compensation ahould

be divorced entlrely from the industry and that noymal Govarnment
gtook shall be issued, earrying a fixed rate of Interest,
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3, A poosible compromize between method (b) and {e) might he
tndartaken by & Lebour Goveramment embarking on o policy of
petlonalislng B nomber of induetiles (as the Tabour Party
fonferenaa has decided shall be the programmn for tha Party 1t
gucoesaful 1n gaining office at the nex alecticon). If the
financial circumatances were sppropriate 1t might floet o lerge
loan {or create "tap? faslliiles as in war-time} of, sa¥y.
£1,000,000,0006-£2,000,000,000 foT the purpone of finnncing the
natlonalisation of pertioulsy industries. If this were done ,
dlsplaced stock — snd sharpholdera might be nom enmgted 1n thie
new "Natlonal Tndustrial™ (or "¥ationalieation") atock. AL tar--
natively, if the finengial cidrcumatances were such that the
State pould safely ralse the nacanaarg gmount by short~term
{low-intereat) borrowing, thet might be done, and the mona

veed elther to pay omel, or to craste Rallway Board Stock ftaken
up entlrely by the National Debt Commimeion), or to creats -
tletional Industrlel® stook, or o provide Bome conbination of
theae methoda.

6. To eum wp, either the Btate, by long—term or ghort—term
borrowing ocould Taise tae capltal to provide

{1 oash
14 Railway {(or Transport} stock
{111 Kationsl Induetrial otook; or
{iv a vhoilce of fi) mnd (ii) or (i) and {111},

%; the Railway {or Trameport) Authoriiy pould 1tself be glven
orrowing powars and orasabe lta own papital, whlch again could
sither be exchanged with dispossessed gharaholders for thelr
sxiating stock, or provide the cash to buy cut those shareholdars
who prefsrced cmsh to atock, 1f tha grent of such & choloe were
thought proper. The choice bhetwaen long- and shori-term morrow-
ing would be dictated emtirely by finsroinl considerations: the
choloe betwsmen cash and "Hatipnal' eteck on the one hand, and
apaclal Tremsport stook on tha other, by political and the
peyciological conaiderstiona referrad e above, tho pa ise
pointed ¢wt In pera. 38, thare era additional financiel reaacns
for avolding the creation of spaclal Tranapart atvok.

e The important quastion whethsr, il gpecial Traneport stook
ware sreated, any of 1% phowld be subject to a variable rate of
intereat, fluctuzting with the tprofitabllity" of the new Trang -
ort system, ia referred to in the dimcussion of the L.E.T.3.
?Lppendiz 11, pare. G60-61l}. It ehould he galé right away thet
1.3 “equiti" mtook gf the ¥ind referrsd to ls rogerisd by the
writer of this report as B thing %o be ghunned 1ike +the plague:
there ere gtrong theoratiesl and political arguments againet 1%,
evor if the infamous London Tramaport "CY stook had not exieted
to point a sterm warning o tkoss who might be tempted To toy
with the 1dea.

B, Tt is thersfores sesumed that, whatever the methsd of
compengaticn, the atoek will be anguiTad for (borrowed) sash or
for moma fized-inferest bearing State oOX Transport Authordt
atook. It now falle toc comsidar what nlternative bases might
ba used for assesslag fair, "tut mot axoeealve, compeneatlion.

B "
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ALTERNATIVE METHODE OF ASSESSING OCMEERSATTON.

9. Pmotdeally all the authoritlsa *} which have considared
pos3nible baser for companfating rallway shersholders havs
listed thrse or four main elbarzetives; viz.

{1} nominal (l.e, issusd} capital;
l:ii; a valvation of the mgtual physlcel aszets teken owary
(11i}) +the owrent {or recent) Stosk Bxchange valuation of
rallway stock amd cherea; and
{iv} & valustion in terms of a yumber of years! purchose
of ocurront nst revemze, or proferably "resscrable
nat mintaineble raverma®,

Tefora procesding, homever, to exasmine these four metheds, 1t
iz important to achedole an entdrely &dfferevnt (and far
simpler} approach, ¢n a dlfferant besis. 411 the above
ethods &ya based on the sssumpiion that 1t is macassary to
value the railweys in a papltel sensa, 1n crder that cash
end/or atosk of an equivelsnt oopitel waluetion can be offersd
in sxghanga. That is, they lmply that someons muat valus the
ralipays at £x millicons and that £x millions' worth of cash ox
atoock be madas evailable ms the purchasze price. But if, of the
ossible mathods of purcheas lla%ed 1n section II, favour is
glven to that which glves State (s.z."Hational Tndustrial®}
bonds or Trandport Authority steck, the oapitel vwaluatlon nead
not eanber Into 1t. The State or Relliwsy Authority need merely
be insiructed to pay an anmeel sum of £y milldion, this balng
the ingoms oonsidersd 8 foldr axchange for the Llogs of privata=
ly-owned railwey inocome., This would grestly aimplify the
whole operstion, and would be more akin to the proocsdure with
which rallway stockholders are alyesdy famlllar, vis. the
gettleamant of the mnnual remt—pharge for Gowvernnent operatian
of the reilweys in war-time, though 1t would still reguire an
assesamant of "reasoneble income", as discuased in the con-
sildaratlon of "rgapEonables net maintainabls revemwe" in parss,
18-30 below. Nevertheless the tramtlation of the right o =
glven income inte & copliel sar, which may be ons of the
Aiffioult problems, la avoided. The relation of this method
To the cepital-wluation methods, particwlarly the two wmeost
important, Stook Exnchange walua, arnd ¥oard!'s=purohase-of-net=
Ievanua, :1.5 dizguased below. A'T: thia stegs, however, perhAans
ons possible objeotlen shewld be met, Yt may be saié ithat an
individual may wish to sell hia Yoompensation-ateck':; and
that a mers xlght to an income has 10 mariest priece. The anawar
to thie, of course, is that 4t would not be without cne for
long: ewry right to an income repldly achlawsa & waluation
on tha stook market,

&} P.g. the Lehawr Party's Natlonal Plarm;? of Iranspery
{1932}, p.l5, perss, 54-55; T.ULE, Inferim Heport on Post-War
Ramna%mntion, Tall, paras, 41-4%; "Exnest Davies, How Buch
(1] neatlon TH.F.B,H, 195%), p.15; while others, =.g,.

aT. A& I, & Fragtical Schams for the Nationallsstion and
Gor-Ordination OF Public TTROSport | nvidence Deiord the Hoyal
Commizelon), 1525, 5,79; . Kldley, Railways ~ Betmween Two
Wars, 1942, p.19; E. Davies, The Sta¥e and The Teilways
IFaEian Soodety) 1940, p. 23, AN t.0.A, Mnor port
on Soclalisstion of Trensport 1935, p.21, tend to comoentrate
on 5né only, or two, of the Tour mathods usually listed,
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Methods of Capltel Faluation

10. Turning o methods of veluing ocapital, as would be neces=-
saxy if any form of cesh purchasa were contémplated, the four
Prinecipal methods can now be llsted and sxamined.,

A.  Nominal Capitel, or the sHght veriant, Totel Capltal
Fxpanditure less Depreciation.

11. The total authorised capltalisation of the rgilways
sxeluding L,P.T.H,, was, at the end of 1938, £1,264,769,048,
of which £1,126,946,057 (1noluding nominal Additions) #) had
been issuned, Deductlng the balance of nominal additions and
deductions, (£44,579,344) the mctual amount orsated was
£1,082,%066,715. The preaent figura of nominal capltel,
inaluding both nominal additions snd deductions, ia
£1,105,485,726. Thisz total represents the sggregate of all
issues by %ha ain-line compenies, including the smounts
reoassary to buy out the companies sbaorbed under the 1921
Apt, but 1tes market, (Stock Exchange] valuation at the present
time is no mors than £863%,000,000, which even sBo, is more than
£100, 000,000 above the pre-wa)r figure, due to the pgensrous
treatment of the Railway Companies in the war~time Agreement,
The purchase of the rallway system at its nominal capital
value 18 unthinkable, and even the most optimistlic reilwsy
shareholder would not hepe for it, It 1s interesting to note
that for certain purposes, calculations based on nominal
capital have been used by representatives of the rallway
companiea, s.g. in tha wage arbltration juast bafore the war,
the railway companiss aubmitted to the Railway Staff Hatiomal
Tribunal a statiatical analysis made by the Boonomlst cover-
ing 2271 typical companles in July 1937 and showlng the divi-
dends in texms of Toital issued capltal, as follows:-

General Induatry Railwaya

pexr cent per cent
Dabantures 4.5 3.9
fuarantead snd preference Bed .8
Crdinery Stock 9 1.46

Such a method of astatement, of courss, was purely a debating-~

peint: xailway shareholders have long apo ceassd to regard

i‘ﬁhﬂa nominal cepltal as having anything more than historiecal
ragt.

12, The main argumments for rejescting nomlnal oapital are
almoat too well-knowrn to reanire repetition, Ths first end
prineipel srgument is the extremely wastseful expenditure, an
unknown propertion of which 1s ingluded in existing 'I:otai )
nominal oepital, which rallways indulged in, partioularly in
the early years of thelr history. This was partly expleined

*) For an explanation of the terms, see C.H. Fewton,
Rallway dccounts (1930}, and for a fuller statement of the
Tgures of rallway uapi‘f:al see the Statistical Appendix,
particularly Table XITIIT which sets out full details for
aach of the 40 categories of reilway stook.

—r
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by high land costs ¥) and by the great expense of the
Parliamentary bill procadure t1, but not by any means entireiy.
In the drunken excesses of tha railwey manias of 1837 and more
partioularly of 1844, meny lines were begun, and frequently .
conatiuoted, for which thare was no sconomlo justifiostion

yot the capital for which, Trequently at a discount, passa&
into the capitel acocounts of radilways inko which thay wera
amilgamated. In gome cases the oapitel valus at which they ]
were taken over repressnted no mors than the capitalised '
value of their sarning power, and thus did not involwvs an
infistion of capital ue, bt in many instances their
nuisanoe value through competing with another QlUpany was
such that the latter was Traquently willing to pay far more
than their capitalised aarning power simply to securs a loosl
monopoly. 1In the 'sixties and 'seventies tnis sapitallsation
of muisance velue beoame ons of britain's major rural indus=
tries, useleas lines baing constructed with the deliverate
inten% of splilng out at the maximum Tigura to the gcompany
whose profits would suffsr moss by its competition. #)

*) To ‘take four aarly ocompenies, the Lordon and Brighton'a
land costa averaged £8,000 per miia, the Great Western's
£6,696, the London and Birminghamis £6,300, the Tondon and
South ﬁasterns £4,000 -~ gompars J. Fransis,Histo of the
Railways (1851) V0l.I,p,205.226, quoted in & Eb%%ﬁcoming book

¥ the present writer, The Staté and the Raillways in Grest
Britain, p.34, fThe a CO5TS were pEYLLly due To
5¥rong position which landowners had on the Parlismsntary
private b1ll commi ttees, which made many promotors willing +to
buy them off at a high price instead of Tighting them with the
danger that the whole Bill might be loat, Some landowners
made thls e paying business; in cther cases we hear of & fight
by a landowner, or settlement at a high ocat, and when the
Qompany wants to make extensions some years 1zter, a demand by
the owner for even highar compensation owing to the rise in

the value of the land dus to the raliway.

t) Parlismentary costs for cartain early companies were as
Tollows:= Great Western £89,197. or £1,000 per mile: London
axnd Blackwall, £76,673, or £14 414 per mile; London snd Bire
mingham £72,868, or £650 per mile; London and South Westers
£41 467, or 5656 per mile; and the Liverpool and Manchssater:
£28,463, or £863 per mile = The State and the Railways p.24,

L. consequence of these and THe 1AnZ oos a3, sn milwsys
vove the most highly capitalised in the world, being £54,152
per route mils (£64,453 in Englend and Wales alone) againat
£21,000 in Prussia and £13,000 in Amerioa,

%) In 1864, for example, Pariiament passed 270 railway Acte
authorising the parties ifivelved to zaige more thos 247,000,000
of capltal for the construstion of over 1300 miles of rallway,
many of them useless, The Ecohomist of the day, in & seriea i
of erticles demmnding that The State should take advantags of
the twenty-one-year option-to-purchase clause of Gladstons's ;
Railway Act of 1844, commented on thess new companiss:=
Uiveryons kuows that thers 1s no resl desire on behalf of the
Public for mos+t of these schemes. A railway is nowndeys pot B
up to asll, or at all) svents to promote., A4 lawyer and en T

L T e [ R, o e S
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engirneer &=t together in a district w are there happen to be 1]

o small towns unconnected by Cirosk railway communi ostion, &
and devise a rallway to unlte them, The engineer and the b
lawyer are pretity sure of their monsy., Out of the lagal F
expenses, and the Parliamentary expenses, and the surveying -
expeanses, they will fill thelr pockets. Whather the Bill pasg ¥
or not 1s comparatively immaterial. The Committes and the pre- i
liminary expensss will bs erough to pay them, They will be
benefitad even if no one else is benafited, Veory commonly some
ohne elgs is injured. The reilway so brojacted, if mads or
authorised, is offersd to two riwal gompanles, and they are
Continuation of footnote on next page.
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13, This historical digreasion is designed to serve a purposs,
that of showing that a proportion of exdsting nomin=l capital
is the result of capitalist rapsclousness in the past and
desarves no ccnslideraticn today. A further proportion, while
not baing what the Economist celled "pure evlil", represented
misguided investmen¥, e.8. Lines in arses which falled %o
develop, or duplicabed facilitiea, or small passenger lines
whick ocoulédé never fape road compa%itian when that appeared.
The capitel of all these is included, at a smaller or greater
discount, in the £1100,000,000 nominal capital of the railway
companies of today. It might be argued thet much of it was
shed in 1921, at the same time that a considerable proportilon
of watered capital was squeezed out, It might be advantagsous
to conglder these two auestlons togethar,

14, In 1821, the compulsory amelgemetilon of the companies
mads 1t pﬁsaihla toc reduce the oapital value of many of the
smaller lines to something more nearly approaching its earming
power. & company which had been ponstructed for btlackmell or
pther frlvolous purpcass often found its capltsl taken over
at & severs discount; alwmilarly lines which hed watered thelr
capital by the imsue of bonus shares or which for ons reasch
or enother had failed +o pay a normel dividend, wers teken
over at B oapiftalised value bemTing soume ralatiun e their
proapestive earning power, In genexnl it is %rue to say that
a ponslderable amount of water shd other weak capitel wasz
gqueezed out: estimetes have put the amount of dehydrstion
at somathing betwsen £300,000,000 and £200,000,000, fTFhis did
not mean that sll bonus shares wers Bqueazed out *}: 1t meant
that oapital, watered or not, bore & rough market vamlue 1o tha
earning power of the companies, which Pariiament in its blind-
nees and optimiso related to t‘ﬁe Standard Net Revenus basged on
1915, Roughly speaking, the 1921 capital value, which 1s the
basle of nominal capital wvalues ‘today rapresan%ad the capital-
ised velue of +the sarning power that Parliament thought it was
giving to the compenies, having regard to thelr monopoly

gontinvation nf footnote on previocus page:
mede to bid for it; each iz told that the othar must buy, that
the other will invade their distriot, eto,..In the end oms or
the other does bwy. And in consequence the main line of great
vailway which pays well 18 tied %o a 'branch' which will never
pay, which 1s oftea a loss out of pooket, Any one such branch,
or & few of them, main lines oan stand, but the multitude wlth
which they are now overcharged is welghing them éowm. The
profit of the original bona fide rallways is depressed by the
losses of these 1aﬂ¥aza' B0, agﬁinaura' xailnga...wa have
reaped the good o a cOMps va gystem, & + is now in
progress is pure evil"™ - The Economist, l4th January 1865, p.36,
wokzd in the State and the Pailways Dy the present writer
Jonathan Oepe, about to be published}, pp.l87-8.

*) '"Por instance, ons of the groupa still has £50 million of
capltal which was naver subsoribed: it was a free bonus distri-
puticn’. {Davliea, State and the Rallweys, p.5). 4And even

The Eoonomlst, @ paper not given to exiravagant or pulitical
expresBions, oouwld say, commenting on the faot that some
L.X.E.R, napital faijiled to secure any diviﬂanﬂf even with war~
time esrnings,"...the watering of the 'Berwick' capital is
partioularly apparent,..It is very evident that the reward
given +to the railways has little connection with the nominal
valoe of their capital and that the latter ought to be radleally
adjusted.,.", 27th February 1943, p.273.
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position and the rate contrel Imposed *). The Tact that the
Stock Exchange valuation of the cepltal 1s now only
£860,000,000, against the nominal £1,100,000,000, ia a measure
not of the water in the capital, but of the Be1ll’d. earning
Powex as compared with the optimistic estimates of 192] 1.
it is current and prospective sarning Fower, and not any
sentimental or backward-looking considerations about peat
exyvendlture, and that alone, which forms the basis af true
capltal valve. Capitalist economios reat on the assumption
that when a capital aszsst hes outlived its usefulness it 1a
ruthlesaly ecast aside, no matter what 4ts original cost nor
wna't proportion of that cost has not been written off, The
e2rly railway companies bought up the canals &% their then
pocnomlic vaiues in terms of their earning power in a rallway
age without regara tec their original coats or balance~sheat
capltaly a Soolalist Government would be gullty of over=
burdening the commmity, ir it showed any more benderneas tes
the railway companies than they showed the canals,

i35, Two quotations nay sarve to sunm up the cage against
svalueting the xeilwaya on the basis of nominal issved capital
or on resorded cepltal experditure, The firat 1f from Herbert
Morrdson:-~
Yees8 considerable amount of railway capital was and is
unproductive. The railway companies mey qulte properly
contend that in the matter of much of the unproductive
eapl el expenditors they were the victims of clroumstancea
end that 1% was not thelr fonlt, Thot mey be so, but it was
20%  our fault edther; in any case, 1t was cne of ths anpti-
goolal consequences of that uumpati%iva capltelism in whioh
the railway oompaniss believed, They have no right to ask
the community +o pensiise itselr floancially because they
woere the viotima of their own system. The railwey companiea
mest not complain if we adopt the standard of measurement
amployed by the stook markot, namely, earning ospacity.

The market is wery quick in writing &uwn the valua of a
nominel £100 of railway stook to £70 £60, £50, £40, or
whatever figure will produce & rate of intarest which the

investor regards as reasonable, Similarly, if I wers
broposing 4o acquire the railway companies’for the Stata,
I should have to tell them thet I was not intereated in
theiy eapital expanditure, but, e the omn .BY eLock

¥) ©The faot that railways are, or rather were, a monopoly
and cherge just what the Stats gllowed them o éo ia an
answer to those who would argue that the unﬂuonnmic lines of
the T"forties and 'sixties would ultimately find their own
econords level in their capital valuaticn: whan these ware
Trought out at thely miisance valua {very much higher than their
earning power) the capital costs entered the capital of the
Purchasing oompany and, by and largs, rallway rates were fixed
at 2 leval sufficlent to Day a fair dividend on that capital,
howaver 1% had been scoumieted.

t ) Compere the gquotation from The Economist in note Jon p.l14,
ending, "It 1s very svident that Ths roward given toc the rail-
weys has little conmnection with the nominal wvalve of their
capital, and that the latter cught te be radloally asdjusted,.,”
Again, from the same paper,"...stendasrd revenues for the rail-
ways fixed in 1921 have 1iftls more than Foxmal yelevanae. iq
prezent conditiona, A standard revenue Fflxed for horse trams
in the 'mineties would nct be brouwght inte mcoount into trans.
port dlacussions today; and the conditions of 1921 have
changed almost as radieslly, As For the railsays! capital,

it is a ve old priroiple +that capital ence invested, is

Worth no more fﬁﬁﬁ the eainEIisaE voitue of what 15 will 88T,
BO 0 A Trevaelusa Qo B CO on ua A

were allowed 4.7 pear cent on its capital investments?®

16th Fabruery, 1540, p.244.
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market, in what the undertaking earneg," )

Or egain, to take the Minority Report of the R.O.A. Comnd tien
on "Socialisation of Txansport”,

TesaWe do Dot think 1t wlll be saricusly suggested by any
Socialist that the sum of #1 126,721,053, which is the nomi-
; nal capltal izsued by ths Eailways shoula be peld for that
i rortion of the Tramsport ayatem, ﬁhe Stock Exchange value

T T T

of the ocapitel, which might be termed the valus the oapltal-
ists place upon the Rallwsy indus aT the present Eiﬁﬁ 1s

abou & on3, and wa sugeesTt that a Soolalist chérnw
ment showld not cnn%a late mant in exceSs of the azmount
W B o 1%se T BE g o o ) ?ﬂ

(B} ¥aluation of the Actual Physical Assets token over,

16, This suggested mathod, which might be appropriate for the
natlonalisation of certain other kinds of undertaking, would
involve valuing aither the Present valus or the replacement
cost of the variGus physical assets - parmansnt wey, station

and other buildings, works, locomotives, rolling-stock sto. -
Yakan owve s

17. The T,U.C. Interim Report comments on this alternative,

"This mathod would inevitably entail considerabls costs in
valuation and perheps in arviiration, cbjecticons which ame
obvious when the method s applied to assgets sunh as mn
coosslonally used and semi-~dsrelict rallway sfation, It may
however be necessary to use it where only part of an underteking
1a being aosquired.”

The objeotion that it would entail cost and controversy in
valuation and arbitration is olearly &5 strong ons, Bu% there
are ofhers, far more conclusive. There are Physicel assets
which wonld have to be taken over wmder any mationelisation
Scheme and whose physical vaiuation or replacement oost might

ba quits high, end yet whose economie valus might bs very amall,
This might be true, rfor instance, of a little-used canal, or a
redundant and little-~used goods Yard on an urban site, ke would
clearly be wrong to pay anything approashing the physical valua
0T replacement ocst of such assets: the most that oould be

againat capital expenditure: we are not intsrested today in
the cost or value of assets whoss sarming-power under modern
oonditlons 1= low, aven granting that theze asscts can be valued
in eny way other than their earning power. t) Morecver, for

*} Soglalleatdon and Transport, pp. 249-50. Italies in both

; quotationd ave mine, H. W,

: ®) Page 21, The issue between the Mirority and Majority

. Reports, eof anuraai wag not on the subjest of finance, but
cn that of Workers! Centrel,

t} The problem of valuation other than in terms of aarning-
bower or replacement cost i1s prapgtically insoluble, Ernest
Davies in How Mush Compensation (§.F.R.B. 1937), p.16
ingenlonsly suggests Toriginal oost adjuvsted to current
prices less dspreciastion based on allowances for daprecia=-
tion and obsolescengs caleculatad apeerding to the best
commercial practice", Butb this, aven if it could ba done ,
does not meet the vase, we are not Interested in original
coe't, for reasons already €lven, and in any event the

| depreciation allowsnpes mads over the past century have
! eclearly besen closely rTslated to BATIINE DOWHT.
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guite ancidentel rsascne mazmy stations in larga towns, partlcu-
1exly London, have a site-~value far in excess of their valus in
terma of earning-power, and it would greatly burder the newly
nationalised systen 1f these wers to bBe pald for at present
phyaical valuea, If curyent phyalesl value is wnthinkable,
replagcemeny oost 1= even more 8¢, particulsrly as it haa been
edfimated, by no less an authoriiw than the late Lord Shamp,
that the replacement valuwe of the reilwsy system in 1940 was
aome 60 per cent more than the capitel expenditure in the
books, *? Allowing for the rise In costs which has coourred
gince 1940, 1t 1a olear that, 1f Lord Stamp was right, the
replauaman% value of the xaiiway syatem would bhe at least
£2,000,000,000, But there are lerge parts of the syatem which,
if we were beglmning anew, we should never contemplate replaocing,
The milway aystem muet be judged, as the capitalist stook
market judges 11, by 1ts earping power under modexn conditions,

18. Befors, however, totmlly rejecting this alternative, it is

worth remar thet it may be desirable to inolude in the
logislative scheme power to take over properties on the basis
of & valuation of physical agsets ot present walues, This
night be desirable for the acguisition of certaln light yallw
waya not includad in the main scheme, or propertles leased by
but not belionging +to the companies of which it might be desir-
able to acguire the freehold. It will clearly form part of the
scheme for transport undertakings other than railways, e.g. bus
servioss which have struck lwcky or Secured a prvfitafla
monopoly, and it might thersfore be dsaimble te inoiude such
TOWETS . 4y Moreover, this may prove, after examinstion, to be
the rizht basia for oertuin raliwsy-omned road interests., The
virtual monopoly powers assumed in some such osses might meke
earning-power the wrong gulde: +the "goodwill" of such under-
tkings, fostered as 1t was by Sitate protection, is clearly not
an aaaa% the State should have to pay for, :

12, The concluslon emerging from the dlscussion of this second
alternative 1s thernfore that a physical valuation would ba
o0Stly and inappropriate, but that powers to use it ln exceptlon-
al cases ahould be raeserved in the scheme,

{0) Htock Exchange Valuaiion of existing Share and Loan Capitel

{or, the price sgreed betweon “a willing buyer and a
willing ssllﬁr“?fe

€0, We now come to ths two ways most favoured by the authorlities
who have considered the problem of compensation, viz, Stock
Exchange valuation, and capitalisation of prospeotive met revenue,
Btock Exchange veluaticn has much to commend it: 1.t represents
as Herbert Morrison and the R.C.A, Minority Repoxt of 195 both sall,
the valus which capitalism itself plaoez on the nndertaking, It

i3 ajao in lins with the principle which has underlailn most
lagiglation desling with compulsory purchase - the price equal

to that which would have been agreed upon in the open market
between A willing buyer and a willing selley. For instanece

*) L.M.S. Annual Meeting, 15th March 13940,

+)} Compare the Labour Party's (1932} Hatlonmal Flanning of
Transpert, p.l5, pars.54) "Capital Expenditure, iless

aprec 1nn, would be socnomlc for the nammunity in the

oese of undertekings making largs profits in relation to
capltal expenditure." The same argument applies to
rhysical valuation, where puesibla. The Labour document
drawe a contrast between the railways with their very high
caplital ezpendimre and asset-valua as compared wilth their
earning power, and & profiteering bus company paying a 33
Poxr cent dividend.
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wder the Acquisition of Iand (Assessment of Compensation) Aot
1919 this prinoiple was laid down for iand compulsorily
acqulired wndex Aoty wartime Defence Reguiations have
rresoribed that when an undertaking has %een takan cver by the
Government in order %o improve its efficiency the purchase price
should be egqual tc that khioh would have besh ¥g1d by a willing

buyer to a willing ssller. #) With railways, the Stook Exchange
value of ail the various oclasses of oapitel at any one time is
knhown “eyond all doubt. The velues placed on sach class by the
Stock Exchangs reprasenta the marketia estimate of its sarning
Lmar, paying due regard to the degree of caxtainty of its main-
dning that earning power. Foxr inatance, at the prewent time

when Great Westorn ordinary shares are paying a steady 5 per cent,

theiy value stands at 584, This means that an investor buying

these ahares would obtain a yield on his oapital of 8,55 per cent,

very much &bove the current market yield. At oms time in the
war the ylield o¢n railway ordinariss was ss mich ss 11%. The
exire yleld demanded, and reflaacted in the relatively low prices
raid for the shares, reyresents ‘the market's svmluwation of the
riak, a msagure of 1t laok of nonfidenos in the railways to ge
on eArning war-tlme het revenuss and paying war-time dividends,
The market has not felt that the companias would go on paying
these dlvidende and henoe hap sattled & price very low in
relation %6 ourrent earning-power., To put it in another way,
the cepltalista of the Stock Bxchange nonaider that ths nat
maintsinable revenwes of the r=ilway companies are very much
iower than owrrent revenues, and thus bhave lowered The toiml
valua they wers prepered to put on the shares accordingly.

From this polnt of view, the distinction drewn between Alter-
ratives { and D (Stock Bxchange valusation and the capltaiisae-
tion in taxms of a numbexr of years! purchase of nst maintainable
reverue) 1s somewhat tmresl. The Stook E yaluation is
1%8 capitellaation of its evalTELion OT nat atalrable

reverust If It haa Little ponfldenice 1N 158 mRlntenatice, its
valvation is correspondingiy low, Thus the otly differencs
between taldng a represantative Stook Exchenge valuation and,

on Alternative D, entrusting to a Tribunal the task of sssessing
‘the correst giobal sum in teyms of x yesra! purchese of net
meintainablé revenue, lisz in the pereon or persons chosen to
make the valvation, In the Flret case it is mede by inveators
spaculators and the others who make wp the composlita perﬂﬂmli-i;y
of the Btoock Exchange, with all theilr inhibitiona, odditiea mnd,
on the whele, oaution (at leeat in the matter of yaliwaya); in
the seoond it is a hand-picked tribural, Whioch i8 the bebber

i3 arguabie. PFrovided that & ressonsble date, or average of
dates, 18 chosan G valuation had much o
onmmai'ﬁ 1%, &% iaast whatevar flgure 1s prid oan be ragarded

as capitaliem!s own eatimete, and 1n faot sapiltalism iz so
pessimistlo about the future {expacially the political PFutura)
of rallways, that such a method of waluation would not prove

too oostly. Ewven the best tribunal would be making & pure
aubjectlve wvalue=-Judgment: Af 1t settled on m figurs higher
tharn the Stock Exchange wvaluation it would be overburdening

the new Authorlty and giving & pleasant suxpriss to the rail-
way shareholders; I1f it ochoss & lower figure 1t might lemd o
politiosl oontroversy. The Stook Exchange value at a2 given date
i3, provided the date ia remsonably chosen, 8 relatively eafe
figure t¢ use. The importence of +the r:l.gh{'. dats 13 ocaused by

*} This formuls was used in conmsction with ooal royalties,
though, of oocurse, there was no Stook Exchange flgure to be
takon :%.’u:t' the puxpose, aa royalty rights are neot Btock Exchenes
gecurlties. The Tremsury Minuite appointing the Valuation
Tribumel gave 1t the task of determining "the amount which the
Tee simple of all wwoerked ooal ard all mines of gorl in Great
Britein end oertain rights agreed to between the parties as
belng enolllary thersta, might be expscted to rsalise 1F scld
in the open markst by a willing seller.™

rrr——
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the lmmoderate fluotmations in Stock Exehange valuee, parficu-
larly in the "marginal" stocks. While these have kept fairly
steady of late there have beer substantial fluctumtions st
various times, For insdtance, when the over-generous finaneial
agroement of Fabruary 1940 was made, the market had such a
pleasant surprise that marglnal stocks incressed by & hal? and
&8 mmch as threg-gquarters of their value in a few days. The
following table showa the fluctuatioms in ocertain merginel

stocks in a single month, The lowest figures yecorded ir 193G
are added far compardison:-

Table I
Huotustions in the Price of Certain Marginal Stocks,February 1940.
Stook { Loy -Tg;:l]i- J'g%i. Fg‘h. th. F&‘é.
1939) 1940 1940 1840 1940 1940
I.M,5. Ord. (93) 133 142 15% 17§ 24
L.N.E, 4% 2nd Pref, (74) 13% 15 16 17k 22
G.W. Ord. {2a%} 374 39F 414 44F 514
S.R, Def. Ord. {7} 133 138 148 16 203

Thus the flgure Tor lith February was in the ocase of ‘two compen-
lee almost three times, and for the other two companies two-and-
awhalf times, the 1939 *low", and, as between the twoc bases
shown the caplital walus of this part of the rallway companles!t
oapltal might vary =2a much as 170 per cent of the lower figure.
Supra marginal Stocks, from debentures dowrwards, varied muoh
iega, of oourse, Obvlously no one would contemplate taling the
figure for 14th Pebruary 1940, when the market was in its flush
of axcitement over a Tinaroial sgreemant which proved to be so
cvar-generons that it had to ba dropped a year lebter, Fevertha-
ieas vexdations do cocur, even in more Bettlad periods, Table II
shows the variations in she values (not the high mnd low
extrsmes) &t a single date at the beglnning of each of the past
four years, when dividends have not varied greatly and when any
change hag simply reflected the varylng confildence of the market
in the railwaya! abiiity to meintain those dividenda after the
war, The figures of actual dividends are shown 1n brxaokeda,

Table II
Yalues of Six Juniox Stooks at lat January 1941-44

Stock 1941 1942 1943 1344
I.M.8. Ord, 155 {2) 18 (2% 28 (2&) 34 (2¥)

L.N.E.R. Pref. Ord 5 (=) 4 {=} g {~}) iok (=)
Def. Ord. 18 {-) 24 (=) 4% (=) 5 (=)

G, ¥.H. Ord, 2% (4) 45 (44) 57 (44) 62 (4d)
S.R. Praf. Ora, 45% (5} 63% (5) T4k (5) 76 (5)
Def. Ord. 10k {33) 16 (1) 223 (2} 25% (2)

Here again variations have been corsiderable, sufficient in the
case of ‘these s5ilx stocks alohe %o represant the a1fference be-
tweon £44,6 millions and F97.5 millions, as beiwesn the 1941

T
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and 1944 pxdoes. This represents a diffarence of about, £l14
mlllions in the annual intexresi chaxpge on the raillway gystem,
1.2, enough to represent the abllity to pey 94. per wesk to all
Iﬂiliﬁ? employses, or 8 ahillings & week to all members of the
R.C.4.

21, 'The snelysis of Stock Exochangs waluations ip terms of the
railways! filnansial position is inepproprdate in this ssoctlon,
but ds dealt wibh below., But 1t can be sesn that war-tims givi-
dends have been cautious capitelised boocause of fear that thay
are only temporary. We should not be wunfair to the papltalist
therefore in adopting his valuation and, once we had decided
which date or year was a faix ong, %o setbls on tha Stock Ex-
changs wvaluation appropriste to tﬁat'pariod. If the railways
wers natlonalised tomorrow and anmy higher besis than the current
Btock market valuation given there would ba windfell gaina to the
presant shareholders.

{3) COapitelisation of ¥et Mainbtairable Revenue,

22, The mathod of assessing oompensation in terms of a numbar of
years! purchase iz not & new one, OGladstone's Rellway Bill of
1844, which was designed o reserve the *ight to the State to
Purchase the rallwsy syatem et the snd of a pariod of yeara, ladd
down that purchase price of sach sompany showld be 25 yaarﬁ{
purchase of its esnnwal divisible profits, with a maximum of 25
years! purchase of a 10 per cent rate of profit.*) The Act waas
never put inte foree, of course, IFf a method on these linea waxre
proposed the most lmportant and éifficult problem to be solved
would be that of deciding which net revenue should be fakan,
Thers are, in fapt, two separate rrovlems, firat, that of
settling the appropriete net revemus, and seoondily, that of de-
clding the number of years!' purchase to be applied 4o that
revenue, These oan now be dlsoussed separately, though it ia
possible that If the matter cams to be settled ﬁy negotiation or
by & Trihunalls axbitration, the two would be taken together and,
for instance, any genercsity in the rizatlon of the feir ned

Tevenue be counterbelancad by & gorresponding severlty in the
nuriber of years' purchase allowed.

23. In considering what should be the nst ravamia, it is worth
remarking that hers we are not merely discussing the settlomant

of a falr revenue Ffor the years' purchese maethod, but are alsc
ponsidering the problems which wowld arise 4if the Ineome mothod
(without capital valuation) mentionsed inm rare, 9 were adapted.

What is the approprinte net revenue? No doubt the Ballway Stock-
holders Associatdion would make & last-ditech attempt te seoure the
recognition of the Standerd Ne¥ Revanue laid down inm the 1921 Act.¥)

%) The power of the rallwsy interests, led by the notoricus
Hudson, was such that the Bill ag finaliy enagted, emasculated
the Biil, and 1t was provided thaet if the profit were laeas than
10 per cent, ‘the gompany ocould refer the question of nompansation
to arbltration, 10 per cent thus coming to he regarded as ths
g'tandard, not the maximom Tigure,

*} BHappily for British Railway stookholders there exists a basis
for compensation whioh has alresdy bean laid down by Ferliament:,
The Standard Revenue, This farnishes & sosle to tha profits
PropeTly payable %o rallway stockholders, and therefore mey equsally
rroperly be regerded as a basis of companzaticn shonld British
raliways be taken over by the State or abaorbed Into a greater
ontity embrecing all forms of public transport.” - Rallways, Roads
and ‘the Puhlien?igﬁgj by Sir Chaxles Stusrt-Willilams and Brnest

chort, The same thems runs through Railwaya and the State oy
Exnest Short, with a foreword by Sir ﬂﬁﬁiﬁas Stuart-Willlams (19%7).
These Wwo were st1ll at it six Jeara later, The Times records

that at the armmal meeting of the Great WesteTm Rallway on

Continvation of footnote on next TRER.,
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Thls Revenue, amounting to about £51,000,000 for the four maine
lips railways, represented broadly the not ravenle earned in 1913
(8 yeaxr of peak prosparity), plus 5 per ocent interest on capital
invesiad since that dete or, though investas earliax, not fully
affeotlve by that debte, plug one-third of tha economies regulting
Irom emalgametion, It was %o be the &guide to the Railwsy Rates
Iribumal in fixing charges, for Section 58, Sub-Section 1 of the
2921 Act laid down that ‘the chaxgas were 4o be such as together
wilth othsr sournes of Yevenus, would "in the opinion of the ratas
tribvunal so far as is practicable yield with efficient anad 800N 0=
nical working snd managemant an annual net Tevenue hereinafter
-xeferrsd to as fhe standard reveime'. In faot, the standard was
naver reached, owing 4o the growth of vosza oompatition and the
etatutory and endamic inability of the railwey companies- to com=
Pete with the roeds, partioularly on goocds transpoxrt, together
with trade depression in 1830-34, and again in 1938, The bes%
Year was 1829 (another. tmdanm‘cﬁ.a resk *). In that year, net
revenue was £44 983,000, a dsfieit of £6 376,000 on standexrd,

Io the thres relatively Proaperous W) years 1935-'3’, averags net
TYavanus was £355,518,000, repressnt Bh averags defliclt of o
£15,838,000, Even in the best year in the 'ihietics 1937, %)
rovenus was no more them £37,901,000, a defioit or £i3 458,000,
while in the morn Gepressed 31933, +) net revenue fell %o
£28,985,000, elmost as low &8 in the years of the Grest Depresalon,
‘the daflolt being £22,374,000, Table III ahows the Betual net
xovenua, and the deflolt on the slightly varying standard, for tha
eleven years before the war,

Table III

Actual Net Bavenus and Defiolt against Standard
(£ thousanda)

Deflcliency against

Year Fet Revenua +} dtandard.
1929 44,983 6,376
1530 57,716 13,643
1931 33,371 17,988
1532 26,425 24,934
1933 26,804 22,555
1934 31,481 19,878
1935 32,922 18,437
1935 35, 730 15,629
1957 31,901 13,4568
1538 28,985 22,374

Tfooinote comtd, from previous 2e.. i1 March 1945, Sir Charlas
moved and Mi, Short Becondsd & resolution expressing extrems
dissatisfaotion with the Government's refusal to revise the Controi
Agresment, My, Short "sald there wag a body In the Houss of
Commons who wexe willing to Tieht for a re ion of the Bacond
agreement, not ornly now btut at what seemed o him would ba & far
more iwportant time, when the finml agroement with the Govanernment
was hegotiated, He believed that the atandard revernue waa the
sheet anchor of railway tockholding, and, wiless they lnoisted
that 1t had been abrogated by that agreemant, as 1t had, they
would loas thea sdventege of that sheat~Anchor, " :

* ) Unomployment in that year was 10,4 per ceat, against 14,2
ber cent for the whols pericd 1921-~%g9,

%} When uremployment avermged 13,1 var cent,

% ) Unemployment 10,8 Per gent,

+.¢ Unemployment 12.9 per cent.

t ) Including "net receipts from Joint 1ines" and "net migoel-
laneous receipta".
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Wartime ns% revenuss ms sarned with Government treffics ana the
parslysis of rosd competition, ’have reachad and excesdsd -

iiED%ﬂDG,GDD per annum, though the State has allowed the COIpP& -
Ulearly the net revenhes which might be' tiken bava an axtremaly

E&g:ﬂ:anga. Table I¥ gives & -number of glternative possible

Tabla IV
Basls, Ameraﬁa nat Fat revenus capitalised at
TRYars, 15 years! 20 years!
_ purshase Dburchase
(£ thousangs} i€ milliomna)
dveraga, 136-38 34,205 68
Average, 155437 551518 gég 736
1957 : 27,801 559 758
1938 28,985 135 580
iR,z 2
Yerago -
‘I'I’ar-'t:im; rentsl ! +4 o
(aotaal net revenus
ing, non-Pool
itemsa) approx. 40,100 602 802

4e botween the extremes ({exeluding war-time eaxnings) there would
te a differsnce of E140-180 millions on the capital value es
eatimated on the basis of 15 or 20 years' purchese.

24. But the figures set owt above are of purely histordoel in-
terest. Falr compensation is not & dole based on past eernings
but compensation Yor leosas of earmings which would have agorued

if mationalisatdon had not %aken plaes, The concept of "net
maintainable revenua®, i.e. the revemue which would have sastrred
erd could be maintaingd under peace-time conditlons without
rationalisation, 1s clearly the one to be adopted in any yoars!i-
purchasze baesla. In ettempting to assesgs it it is necessary to
make Some ostlmate of the railwayst! finansigl pogition after the
wer, As a gulde to this, a disoussion of the railwaya' finanoial
positlon pre-wer and in war-time 1z undertaken iwn Appendix I
below, but sven the most ocareful economic appreviation cen be no
moxe than guess-work. I% is necessary to answer four guesbions:
three sconomic and one political.

Plrst, what will be the totel volume of goods requiring
tyansportation (including passenger txaffic) by all forms orf
transportation, as compaxed with, eey, 1938%

Secondly, glven this, what proportion of this would be
carried by the railwey system (we are sasuming nc nationslisation
and no lmproved co-ordination of the tranapors system), on their
present or pre-war competitlve powars?

Thirdly, what permanent increases of costs have ocourred
since preo-war days? (THIs will includa wages fusel, coats of
materinls and equipment and will involve &n estimate of the -
sxtent to which war-tims increases are likely %o be lasting).

Fourthly, what inerease in the competitive powsxr of the
raliways and what freedom to incremse rates and Fares in Fforms
of traffio not wvulnerable ¥c roed (and air! competition would the

JrI—

¥) i.e, ong complete tmds ¢yole period,

0 retain cnly a proportion of this, (see paras, 46-50 below}.
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State be likely 4o grant, and be right in granting, if the
rallways remained under private o¥mership?

€5. The first three Questions zara difficult, slpost izpossiile
to answer; the fourth is a purely palitieal Judgment. The
extent of the S%uare Deal the raliways would and should get
after the war 1 not nationaliged depends on largely political
conglderatlons, 4s is shown in Appendiy I, the ides that
thera 1s some sconmmie level far railway rates and charges and
Some right degree of Freedom to compete with the {not unregu-
lated) Toad hauliasrs, is completely fallscious, Railwaye ars
a State-controlled Bonopoly and public Barvice: what they are
allowed to charge ie a metter fop Pelitical decislon, in the
ipterssts of all parties, not of supply and demand,

26, This then throws Some doubt on the idea of net maintain-
able revenme. The Railwaya!® net malntzinable revenme is what
the Btate would 2llow them o maintain. In bragtice it is
more than likely that if the yeare' purchase method were adop-
ted it would be done in terma of an attempt to get a fair {but
not more thap fair) deal for the railway stockholdar. This iz
what was done in war-time, a8 1s pointed out in Appendix I,
After the market hag shown some unsssiness leat the railwsya®
maximum should be tha average for 1936-28, it was vastly re-
lieved by the Chemberlain Government's eettlement of February
1940, which gave 1t a certain £368.5 millions, a probable

£39.7 miilions, and a poesible #£51.7 millions {egual to the
1921 Standard Revenue). fThis Cver-generous agreoement was gh-
rogated in 1941, and 4 standerd rental of £43 mil)iona (4, e.
£38.2 milliops excluding uncontrolled revenues, to the pain-
line ccmpaniesﬁ gubstituted. The reasonin . underlying this
agreemeny (1f there were any reason beh what was really
& compromise between the rallway stockholders snd the COmmuUn—
ity) was probably as followsy — The raliway stockholders
should not he allowed to profiteer out of war conditions,
which are due not to their efforts but to Govermment traffics
end to the wirtuagl cesgation of roapd competition, and strictly
upeaking they should receive ne more than theip PITe—War earn-
ings. But since the Government, in agreeing in principle ta
the granting of thair Sguare Deal demands, in May 1939, had
88ld thet the rallwey stockholder had not had the earnings ko
wWhich he was entitled, something higher than immedista pre-wan
eammings should be paid. A figure of 43 millions to the five
undertakings wag therefore sgreed cn, and the important ques-
tion of the sllowance for wear and tear left until after the
war (perhaps becanse it was hoped to be able to settle it
without the political complications arising frcm the existence
of a Coalition Government of which cne important party had
Btrong views about the conseription of wealth}.

27. It i3 more than brobable that a post-war settlement of
either the net maintainable revenne for purposes of nmetional-
isatiion, or the standard Tevenue to which the rates system
should be related if Private compebition existed, would be
donte in a similar wa¥. The Treasury and the companiea would
attenpt to agres on g flgure, and if they failed the matter
would probably go to arbitration. 4nd the arbitration tri-
bunal itzelf, since tribunals ars humsrn and camnot decide
these matters as though they were Judicisal qﬁestiuns, world
Probably take inte account such factors ss the war-time
rentel snd perhaps the Stock Exchange's veluation of rail
¢apital, The fact that, with war—time garninga, the Stock
Bxchange has walued marginal railway stocks so low e85 to pro-
vide a yield (i.e. current interest as & Prercentage of the e
money actually invested in stock st current prices) varyin-




- 24 -

from £6. 9. O per cent (Southern 5% Preferred Ordinary) to
£8,11, 0 (Great Western Ordinary*, yields far in excess of those
on ordinary shares in other industries (even steel, coal and
airoraft)**, and that the yields havs recently been a8 high as
10 pnd 11 per cent, might impress the tribunal with the know-
ledge that the Stock Exchange hsd little confidence thsat any-
thing like the war-time rental would continue, and the tribunal
might or might not act on that knowledge,**+

28. The mere acsegsment of the nat maintainable reverme is,
however, only pert of the task. The next problem, if we are
taking the ysars' purchase method, and not merely a guaranteed
income a5 suggested in para. 9, 13 to decide on the number of
years, This, following the analogy of coal royaltiea, is clear-
ly a job for a tribunel. In that case, a figure to represent
net maintainable revenue was agreed between the Preasury asnd tha
royalty-owners; the tribunal came in purely to determine the
number of years' purchase, Such a decision neturally means tak-
ing into account a number ef factors, particularly current fin-
anglal circumatances and the rates of profit on other forms of
investment, " Before considering those factors, however, two im-
portant points should be made. While the instructiona given by
the Act or cther instrument to the Tribumal should be ss few as
poagsible = for 1t is far better to get & good tribunal end leave
it fairly free than an indifferent one and attempt to hem it in
with quasi-judiclal instructions - two instruetions should cer—
taipnly be maéde. The Ffirst is, that if it is proposed to substl-
tute guarantesd State bonds (whether on a "capitai" or en "in-
come” basis) - or for that matier, cash, the figare of yearly
revanue should be discounted o take account of the greatsr sec-—
urity, certainty and “saeleability" of State bonds. The second
is that no credit for the improved ylelds resulting from nation-
alisation should be made, either in the yearly revenue or in the
number of years! purchase of the ssme. The first of thesse, dis-
counting for the additional security, can be dome in either of
two waye, which both come to the same thing in the end. Suppose,
for example, **** a figure of £37 millions had been settled aa
the yearly revenue which the railways might have expected if
left in private owmership, An annual income of £37 millicns of
btate-guarantsed income is a far, far better thing then £37 mil-
licns from private and fallible sources, The Tribunal should
therefore decide what discount is appropriate for this greater

* March 1943, The calculation for G.W. Ord., to take an &x-
anple, is as follows., G.W. Ord.e are paying 5%: thelr market
price is SB%. Thug £58.10 would buy £100 of stock paying 5%,
hence the yleld is 5 on 58¢ or 8.55%.

**  TJaking all industrial shares quoted in The Economist, (ex-
¢iuding those not paying dividends), current yicida Bverzge
apout; £3.16. (0 foxr Breweries; £5. 0. 3 for Iron, Coal & Bteel;
£3.10. 3 for Texi{iles; £3. 7. 3 for Elsctriecal Manufacturing;
£3.19. 7 for Gas & Electricity; £5. 0. O even for Motors end
Aircraft; £4.10. 4 for Shipping; £3. 5. & for 0il,and £3. 4.11
for "Miscellanecus'.

*#* Compare The Econcmist, 24th February 1945, p.254, comment-
ing on the 1984 railway resulta:- “The markeb's prime concern
now lp with events after the war, sbout which one man's guess
is aa good ss snother’s. The fact, however, that the marginal
Junior gtocks of sll {he main lipne companies are still priced
1o yield anything from ? o 9 per cemt, sBuggests that the mar-
ket's approach to post-war possidbilities remains definitely
Peasimistic."

**»% These figures are given purely for illustration and are
entiraly witheout prejudice o & proper examination by the
appropriate Tribunal.
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gecurdty; it might decide that State-guaranteed stock produc-
ing, say, £33 millions is equivalent 4o £37 millions of railway
stock, Then £33 millions is the figure to which x years!® pur—
chase should be appiied, Alternatively the discount could be
made in settling the number of years'! purchase. TIf, let us
g8y, 16/ years hod been decided as the appropriate figure, in
the light of all the finsncigal and other circvmstances, then
the discount might be applied to this. The Tribunal mightt con=-
Bider that 16¢ yearst purchase of & given figure it paid for in
guarantesd stock was eguivalent to 13& Yeara' of privste atock.
Then the calculation would be 16 timas £37 millicna, which
gives the same result @s 18% timea the £33 millions taken on
the sltemative hasis.

29. The mecond instruction alsoc is importent, There ia little
doubt that nationalisstion should produce considerable econo=
mies in working, and hence sn inerease in the net revemie that
would have been earned under private ownership. The assursnce
of theze economies and of more efficient oparation is the very
karnel of ths caze for nationalisation, and thera ia no neces~
sity to go into it in any detall here. But when allowance is
made for the lncreased efficiency resulting from professional
management of the system by those who know the cb, and nof
amateur direction by part-time directors whose terest 1s more
in fipance than efficiency; for the econcmies of cloger work-
ing of the four companies when unified irto & single system?y
for the integration of the raliways into a co-ordinmted trsns-
port aystem; for the removal of duplication and unnecsssary
costa in the adminiatration of joint lines; for the reduction
of purely inter-company financial accounting through the (lear—
ing House; for the removal of competitive advertising and can-
veseing; and for a hundred-and-one other improvements; thers
can be no doubt that the saving, measured in neb revenue, will
be considerable.** But the prospective yield from such gavings
should under no ¢circumstances be taken into account in deter—
m the purchame price. These savings are Lthe results of
socialisation, not private capitallsm, and the private capital-
ist is mot ertitled to a penny on account of them, The cOmpen-—
sation due to him iz limited to the amount the rallways are

worth at the time of taking over, i.s. under private ownership.»**

* It is not necessary to remind anyone who has had expari—

ence of the rajlwsy system in war-time that R.E.C. control has
done little or nothing to break down the separatism of the in-
dividual companies.

** Compare the Evidence of Mr. 4.G. Walkden before the Royal
Comaission on Pransport 1929, pp.31-33, aleo the late George
Ridley's The Railways ~ Between Two Wara, Pp.10-18. 7The state-
ment of Mr., Willlam Whitelew, the then Chaimman of the T.N.E.R.
in 1937, ia also importanti- "My reascns for wishing to see
Btate Ownership ares as simple as would be the actual transac-
tlon. Perhaps the chief adventage would be the elimination of
wasteful competition. Some of this has disappeared, but we
8lill see the running of unnecessary trains, the maintenance

of unneceasary works and shunting sheds and depots in the same
towns, and the compatition betweser rosd snd rail systems, which
ig often debtrimemtal to both interests."

¥** Compare the London Transport Bill {es introduced), Clauss
11 (i) (b}, sbipulating that the Veluation Tribunal "shall not,
in the case of an undertaking, or part of an undertaking.....
take into acecunt so much of the valus of the undertsking as

ie attributable %o the possibility or probability of the under-
taking being amelgamated with or purchssed by or being made the
subject of sn arrangement with some other undertaking working
in whole or in part within the London traffic area."
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30. It is impossible to desl in edvence with the finanecial cir-
cumstances the Tribunal would take into mceount in determining
the number of years' purchase to be allied to the net revenue.
There is no good precedsent to study, for the Coal Royalties Tri-
btunal wisely refused to Put on record the fectors they hed con-
gidered in coming to what was, in any cage, a gquestion of per-
sonél Judgment, or a question mot of fast or o law but of fair-
ness: their report censisted of the tna word "Fifteen®. Clearly
the Tribunel would teke into sccount finsncial circumstances,
particularly the present snd prospective rates of intereat on
Bilt~edged investments generally, perhaps the cheracter of reii-
way investors, the amount of Teilway capitel held by charitable
inatitutions, etc. Reyond that, there is little of a fachbual
character to conszider. '

3l. fThe task of the Tribunal might not be limited to the set-
tloment of the yearly revenue and the nurber of years' purchaae.
There is the qusstica slso of the apportionment of that revenue,
cr that gapital, between different ¢lasses of Investors., In the
pagt, variations in net revenues have always fallen on the hold-
er of ordipary shares (except in heavily over-capitalised com-
panies apd in yeara of bad earnings, when total revenues wers
not encugh to cover debenture snd Preferance issues), in acoord-
enca with the primeipie of capltalist finance that debenture
stock, representing loans mede to the acmpeny, are z prior
charge on the compeny, while ordinary sharss, often precsded by
the preference stock and repregenting participstion in the
ownership of the concern, tske the halance of earnings, high or
low, generslly im the case of rallweys in recent years, low.
Thus when earnings have been high, deberiture stock has earmed
its steady 4 or 5 per cent and ocrdinaries perhaps 2, 3, or §

per cent; in bad years, debentures have still kad their pound
of flesh, ordinaries receiving little or nothing. This is 1l1-
lustrated by the well-lnown table in the late George Ridley's
The Rallwsys ~ Batwesn Two Wars*, reproduced as Table V.

Table ¥
L.M.B,R. Interest snd Dlvidend Paymenta

1928 29 130 '31 132 133 13y £32G 135 137 138
4% Debenture 4 4 4 4 4 4 4 4 4 4 4
4% Guaranteed 4 4 4 4 4 4 4 8 4 4 =z
4% Prefsrence 4 4 4 4 3 3 o4 4 & 4 4

4% Preference
(1%23) & 4 4 &4 - - 1% 4 &4 & 4

Ordinary M o4x 2 ¥ - = - - 1% 1% -

To take the fipures for all companies we have the following
Table showing total net Tevenue, interest and dividends paid
on all cepital (including ordinary sharea), and lastly thast
¢n ordinary shares with the same expressed as index numbers,

’ PtlE
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Table VT

Net wevenua, and dividends and interest pald on

{a) 8ll capital (including ordinary shares) and (b) ordinsry

shares only 1529-35
with index numbers {1929 « 100)

Infereat and

Dividends comn

Ket Revenue dividends paid ordinary ehares
on all capital oniy
£ 000 Index Per cent Index Per cent Index
Yaar Ho, No. i
1929 44,985 100 4,08 100 3.91 100
1930 37,716 BE 2,64 2,20 ‘g%
1931 33,371 3.16 0.95
1932 26,425 2.59 .57
1933 28,804 2,76 b 0.76
1934 31,481 2,87 0.86
1935 32,922 3.08 0.95 23
1937 37,901 5.43 BT 1.79
1938 28,985 BT C.58 i5

Thus total interest and divident payments (including those on
ordinary shares) fell in the depression lesgs then the net rey—
enue, owing to the heavy element of fixed-interest debentures
and gnarantsed stooks dividends op ordinary shares fell as low
as 15% of the 1929 rate, in 1932, and again in 1 8, snd even

e cut of total
ordinary share-

holdsers raspectively waries coensiderably from o
pany. The following table shows Tor 1942 {1943

Tevenue absorbed in prior charges.

Table VIT

Het Eewame and 4 grtionment, lo4p
% millioks or peIgentarge

GmEaﬂt L]M .EIH'I G.w-Rl L.HJEIE!
Net Revenus £l5.6m. £6.%m. £10.7m.
Neminal Capital £413.8m. £149.8m. £376.7nm.

Het Raverue ag

AveTege Percentage .
EETREEEEETTEEIEEI 3. 7% 4,68 2.8%

Intarest and Dividends
on lebentires £ m, 4.4 1
o, ag of Net Revenue 2B8.3% 23

=)
7%
on Preference £h., € m. 8.5 z.3 Fe
g0, "&8 % of Mot Hevenue S 4% 48. 2% &7.
9
9%

on Ordin Sh. £ m. 2l 1;
do. ad % n¥ Ket Revenue 15.3% 27.
¢en PDeferred Ord.Sh. £ m.

dgl Eﬂgﬂi Ha‘t RE"-"EIIU.E e oE oA " LI )

A

Lo e e iy e
¥

* Totel charge, which exceeds eetual payment,

ampeny to com-

and 1944 would
not be very different) the amounts and percentages of total net

B.R.
£5.9z

£169.3m.£1109. 5m.

4.1%

™
G o
- [

S
w0 A

-
o e

Total
v ®A40.1m.

5. 5%
12.4

21,7

5.6

015

&k oa
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Thug the whole debenture and preference charge is cove

1.4 times over for the Great Western and Eou%hern, Gnl;ﬂg.gqme

times for the L.M.8., and 128 not fully covered for the L.N.E.R.

The Fconomist comments on the above teble: "It ig vary evident
the reward given to the rallways hes little connection

with the nominal value of thelp capital and that the latter

ought o be radicaelly adjuated .,., "=

32. lnder natinnaliaation, with & teotal yearly revenue less
than would be eamed under private ownership, becausze of State
Beeurity, the question arises ss to the apportionment between
different classes of Shockholders., Buppose the total Tevenus
were £x millions: would the debenture holders continue to re-
celve their £12.4 millions eand the preference shareholders
£21.7 milliong, leaving £x minus 34,1 millicns for the ordinary
Shareholders? The answer shoglg elmost certainly be “no".
While it 18 trye thet, as the Feonomist has said,

"If, as is not improbable, railway sharsholders are to be
given seme form of fixed return after the war, it is to
be supposed that the dllocstion to individual clzsses of
stock will take full account of the potential variaticns
in its returr under competitive conditions which corres—
pand to their present capital structure™, »=

there ig no Jjuatification for debenture-recsivers aontinuing
te receive the full extent of their Prezsent anmme]l dividends,
To oonvert the 4% and 5% debentures to something nearer the
current longterm market rate would Probably not be practicable:
it would be considered mn mot of bad ¥faith with the inveators.
lven though oonsiderable gquantities of 4% and 5% oepital was
issusd below par, it would mean confiscstion if that were now
compulsorily converted to 3% or 24 gtock, for many present
debenture holders bought the stook at eomething like its
present priess (say 120), for this stock rose in price when
the genersl longterm interest rete foll efter 1932, In this
regpect we shall have to pay the prics for contimuing to keep,
in the inter-war period, the Inzury of a railway system which
was 20 bankrupt that 1t sould not reige capital on anything
like reasonable terms, “*™* pnd which failed to reserve the right
of redemption should interest ratsp fell, =za8 they did. -- That
fallurs will ultimately cost we tens of millions, gone intoc the
pockets of those who were holding reilwsy debenturea when the
long~term interest-rate Fell.

33. But though a radicel conversion is not practicable, there
is no reason why railway debentures should be made permanent
gt a yield ¢onaidersbly above the market rate. The capital-
ist Jjustification for a Field higher then thet on State 1loans
(of a glven or correaponding date for redemption) is the rigk-
element, the danger that interest-payments will not be made.
Although railwsy debentures are pretty safe, they are not held
Yo be as safe as, say, congols, and have a bigher yisld. The
following table shows the yield, at a date in WMarch 1945, of
particular railway debenture and guaranteed stocks, compered
with Government stocks of egual freedom from redemptions-

v The Economist, 27th March 1943, p.272,
** Ibs Feomomist, 27th February 19432, p,273,

¥** (0f. the late George Ridley, The Railways = Eetweaﬁ Two
ATra .
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Table VIIT

Yleld
Btock Price {per cent)
G.W.H. 4% Debentures 116k 5.4
- 5% Gusranteed 1z 5.?3%
L.M.3,* 4% Debentures 107% 3.72%
e 4% Guaranteed 103 5.88%
L.N.E.R. 3% Debantures 5% 3.524
Ve 4% Guaranteed 101% %.95%
Southem 4% Dsbentures 115% 3. 465
st 5% Cusranteed 133 3.76%
Comsols  24% 83 ' 3.01%
Local
Losns 3% 954 3.13%

Qlearly the risk-eolement in the yielid, which can be measured
by the excesas of the yields over those on State Licans, should
not be perpetusted once all risk digappesars with the assump-
tion of a Btate guarantee. The same sppliea, toc & greater ex~
tent, toc the preference shares,

34. The Tribunel, therefore, in deciding what security-discount
to apply might bs asked to conaider the question by claszes of
stock, a amall discount being appropriate for debenture stock,
& larger one for preference shares, and a very much larger ons
for ordinsry shares. Whether the Tribunal should be charged
with the duty of cemeidering each of the forty-odd main slag=-
ged of rallway atock and of securing justice - or meroy*+¥ -

for each, iz argusble. It would be better if it were o oon-
sider the broad categories of stock in deciding the total
anount +o be paid and then, having decided on a fixed revenus,
or lump-gum, to leave the apportionment of it to raprosent-
atives of the companies and/or shareholders, subject to approv~
el of the finel scheme by the Tribunal,***

* 411 the L.M.S. stocks for example, as shown in Table V,
pald the quoted figure right through the depression, even the
4% Preferencse, which fell to 3 in 1932, and 3% in 1933, re-
turning to &% in 1934 and subsequently.

¥* FParticularly in the case of the pathetic £78 millions of
L.N,E.R, stook which hes failed to pay dividends not only in
the "prosperous" year 1937, but even im war-time,

¥»* Thie ie neceseary in the interesta of justice: the com-
panles ere, of course, coomtrolled by the ordinary shara-—
helders, who aleo overweight the Sharebolders' Associations
gome probectien of the other classes, including minorities,
i8 necessary and could be sscured by making the apporticn=-
ment subject to approvel by the Tribunal, giving all inter—
asted and aggrleved parties the right of making representa—
tlonzs bBefore it.
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4 POSSTELE PROCEIUHE.
st by PHOUKINHE .,

35. fThe four main ways of evaluating total railway capital and
the possible alternative, that of glving merely a right to an
income without attenpting to set & capltal value on it, have
now been surveyed ang it is possible to draw certain conclum—
long from the discugsion,

(1) There is & great deal to be said for burking a capital

valuation (unless peyment In cash is regarded as g politi-~
cal necessity). This could be done by settling merely the net
meinteadnable raverme which ig considered fair and, having dig-
counted it for the axtra security which State-guaranteed in-
come provides, giving to eseh shareholder or stockholder an
entitlement, to & given fixed income. This method will reguire
8 settlemsnt of the size of the yearly revenue and of the
security-digeount, but not of the capital value, This latter
can be left to the market,as a Tight $o an income, with defin-
ite guarantees ms to its decurity, will alwsys carry lts ap-
bropriate capital valuation. As between this method, the ia-
#ue of State or Transport Stock +o & certain capitel valus,
and peyment jin cagh, there 14 little to choose in tems of the
tachnical aspects of the transaction; in any case it is vir
ually certaln that it will be necessary for the State to
float & losn.

(ii) If & capltal valuation is imsisted on it could be dons
elther by taking the Stock Exchange values at a given
moment, or eir average over a pericd, or essessing the net
maintainable revenue and applying & number of yeara' purchase
to 1t. The Stock Exchange valuation has the advantage that
the system is bought cut at the value which, at the tine taken,
the cepitalists themgelves place upon it, no more, no lsss,
but it has the disadventage thet the decision ss to the date
for taking over is a purely arbitrary oné. 4 possible basis
might be fthe everage for the year 194Z, a year in which the
market wag veluing the railweys in terms of their futurs
{post-war) prospects, and yebt approached that valuation in a
8pirit of not unreasonsble caution. But the settlement of the
date or year chomen might have to be left to an arbitration
tribunal, and it is pesslible that the tribunal itself could
not procesd except by fomming its own views about the net
maintainable revenue and abtempting to see whether the mar

ket's implied views of that revenue, at particular times,

wers reasonable, The settlement on the years'-purchass basia
would almoset certeinly require reference to & tribunal, to
deteming both +the ¥eerly revenuwe and the sppropriate mamber
of years' purchase. At the same time the Bbtate should re~
serve the right to purchase individual broperties st a valu-
atlon of their physicsl apaets.

(1i1) If reference to a tribunsl were necessary it would be

advisable to make the instmctions to that body aa few
and as simple as possible; it might in practice be left to
teke the war-time rentsl and to decide by what figure this
should be incressed or decressed to take mecount of probable
net revenue under post-wer conditions. The tribunal shonld,
howaver, be instructed

(8) o discount the agreed nst revenue to allow for the in~
creased security of & State-guaranteed ineeme, and

(b} to disregard any savings or gains resulting fram amaiga-
mation or any other deValopmgnt incidental thareto.
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In practice the tribunal should be asked for ita final figure
in millions sterling, with no details of the factors (i.e.
maintainable revenue and years' purchase) which entered into
it, as any statement of the tribunal's arguments or calecula-
tions would lead only to controversy and criticlsm. I could
be provided, or the tribumal could be trusted o ensure, that
the current Stock Exchange veluation should be a merimum, The
enly danger in making guch an instruction would be that when a
iigure is gbtated as s maximum it cften becomes a minigum tco,
and any reference to Stock Exchange valuation might lead to a
feeling that thet waz a fair Price: +this might even aause Op~
timism on the Btock Exchange and ceuse some increase ip the
valuation, =

36. The sbove comsiderations lead to certain practicsl conslus-
icns. Whatever method ig followed, i.e. whether "“income" or
"ecapital', and, if the latter, whichever ¢f the possible bases
is adopted, it is virtually certain

Eag that a2 fribunal will be required; and
b) that special stock will have to ba issued,

37, The certainty that a tribunsl will be required raises the
question whether the Sceialist Goverrment, on beginning its
career of natlonalisation, would not be well advw sed to appeint
a full-time standing "Compensation Claims Tribunal®™ to deal
with 8ll induvetries nationalised om 4 falr and comparsble basis
and, by its personnel and establishment, to cammand the fullest
public confidence., It should Probably consist of a high Judie-
ial person - a law Lord or Lord Justice of Aippeal = , one or
more Eing's Bench or Chancery Judges, and a falr-minded
accountant, together with one or two (not more) other perscns
whose duty it would he to represent the public interesst.,*+

The danger that +the Tribunal would become a bottleneck through
baving to deal with a number of industries at a time could be
gvoided by provisions in thas Natienalisstion Acts that nation-
alisation should go ahead, campensation o be settled by the
Tribunal in its own time. Provision could be made for paymenta
on ageount, e.g. payments to the existing companies*** on the
war-time rental basis, or smail capital paymeats, to be ad-
Justed against the final compensation.

38, Bimilariy, the Government night be well advised to create
8 general class of stock (to be called "Nationsl Industpisi®

¥  An Jngsnious idea 1E contained in the Minori Report of
the R,C.A. Committee on Socielisation (1935), p.21, pars.20
(note). This suggests that the purchase price shonld be taken
28 the lowest Stock Exchange valuation over a certain period,
this providing en insurance againsat, and penslty for, any
Btock Exchange panic when Labour comes o power. Tha only
difficulty about this might be politicael: +the Party might be
chary sbout making sn announcement of such a pelicy before &
General Election, Afterwards it would be tao late, at least
a8 a means of preventing s paniec.

** The Coal Royaltiea Tribunsl consisted of Lord Greene
(ther s Lord Justice of Appesl, now Master of the Rollis),
Mr. Justice Clsmson, and Lord Flender (a well-lnown account-
ant]).

*** These, of course, would no longer exist as cperating com—
Penles, but the financiel mechanism might continue for s shors
veriocd to complete the winding-up. This mechanism might be
responalble for maintaining "on account" payments to individ-
ual investors,
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or "National Development®™ Stock perhaps) on a sufficient seale
10 cover the capitel requirements of the netionalization preo-
gramue. Moot studies of nationalisation have proposad the ope-
ation of a apecial ¢lasgs of reilway (or tramsport) stock, coal
gtock, land stock, etc., bub there are strong arguments for re-—
decting this idea. 4s suggested above (para,5), there are pgy-
ciiclogical reasons for avolding the creation and perpetuation
of a ¢lass of rallway-shareholders, ¢oal-ghareholders, ebe., no
natter how impotent they might be in the mabtter of control. A
second reasen is thet the cost is likely to be greater if the
cepital is raised piecemeal. The time of the natienalisation
of the railways wright not be cpportune for the raising of sev—
eral hundred millions of capital; moreover, s&s long a&s the
loan is specifically associated with transport, or ceal, or
some other Industry whose investment record in recent years

has been an unhappy one, there might be scme unwillingness to
lend money in respect of that industry ezcept at an excessive
rate of interest. In the case of the railways this feeling,
however irretionally, will bs reinforced by memoriss of the
unfortunate L,P.T.B. “C" stock, There is, therefore, every-
thipg to be seid for a Stete loan on a general basiz. This
could be issued from time to time ap matket conditicns permit-
ted end might also be on tap, aB war bonds have been, 50 that
it could be bought up at any time when there Wers funds, large
or small in guentity, on the market 2aeking investment. It is
probable that by these mesns the necesgary mansy could be
raised more cheaply than by the creation of separate classes of
National Corporation stocks. The anly factor which might reise
the cost - and thiz would apply equally to individusl Rational
Corperation stock issuee — , would be & state of affairs in
which investors as such had no confidence in the Govermment ot
1ts pelicy and were unwilling to lend. Should such a "strike
of eapital" occur, that is, should a state of affairs exist in
which financial Interests were attempting by unconstitutional
means to resist the will of the country as declared in s demo—
eratic Gemeral Election, then we should clearly have a crisis
in which drastic actiecn would be necessary and justlfiable.

But it is less 1ikely to oceur on the mebhod auggasted shove:
glven strong control of the capltal market, as exists today
and 28 a Socislist Government must contirue and develop, the
market could be made hungry for inveatment by temporary ban on
other loans, Moreover, experience immediately before, and
nore particularly durlng, the war have shown that the amount
of capital seeking investment at low rates of interest { pro=-
vided the investment iz secure, as State loans are) is virtu=-
Glly limitless, as long as the Government is creating iocome
and putting money inte ecirculation either by its spending
policy or by other means. In the post-war period, given
ratlondng and centrel of investment, thers shonld be consid-
ersble gquantitles of meney seeking an outlet, as long as in-
come was malntained by full employment, by Stats spending,
etc., and partlewlarly if sharcholdere of naticrslised indus—
tries wera to any extent paid in cash. If industry X were
rationslised and the shareholders wers paid in cash (raised

by short-term borrowing by Treasury Bills or Treazsury Deposit
Racelpts), they would probably queue up to invest in a long=-
term State loan at, say, 2% per cent, which would pay off the
short borrowing - if financial circumstances Justified Tund-
ing - ; or be evallable for another industry, 1f they did not,

9. The funds ra'ised by the "Naticnal Tndustrial Stock"

would be mansged by the Nationel Debt Commissioners, or other
spaclal body, who could then use them for particular indus-
tries, (a) for financing naticnalisstion, ?b) for making
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available the additional capital necessary for improving the
efficicpey of e Btries concerned.* The question whethsr,
and on what terms, monsey could be provided for industriea not
yof nationalised raises a much wider lssue, ms does its rala~
tion te the National Investment Board.** f‘hese subjects are
outside the temms of reference of this Memorandum. But the
more limited policy proposed above iz one very simllar to that
0w proposed for Local Loans, Money will be raised by the
Ptate, at the cheap rates which Stata ioans can command, and
mads avsilable to local suthorities at rates much lower than
they could secure on the open market. 8¢ it might bte with in-
dustry. It would be the duty of the National Transport. Author-
ity and the Boards of the other naticnalised industries to make
a fixed payment +o tha Debt Commissieoners or Inveatment Board,
and this would be the industry's only interest burden. The
terms would be fixed by the euthorities concerned, but they
would Involve z much lower capital charge than is borne to-
dey.*** fThey might or might not include provision for Tepay-
ment by means of a sinking-fund; as iong as new capital in-
vestment, i.e. new borrow g from the Debt Commissioners was
continuing, a sipking—fund would bte uneconomic, but from that
time forward, a healthy amount of repayment, combined with a
bregressive reduction of rates and feres, an improvement of
facilities, and an increased standard of remuneration for rafil-
Wwoy servents (and other transport servicez) should be provided
frem the mournting revenues of the Authority, as efficisncy in-
creased and the geins from unificetion of the rallwsy syatenm,
co-ordination with the reet of the transport system, and other
advantages of nationalisaetion were reaped.

40. Redemption of railway debt would thus proceed on two
frents, first, by repayment out of net revenues, sccondly, by
guch stspe as the Government might be taking nationally, by
the Instmment of taxation, for raducing the national debt angd
the unsarned-inecome burden. The second of theae again raises

‘wide 1ssues of national, political and econamic poliey which

have no place in this Memorandum, and in any case it would Te-
duce only the State's debt to bondholders, not the Transpors
Authority's debt to the State. Not until reduction of the en-
tire National Debt were under way would 1t be possible for the
National Debt Commiassioners to contemplote remissicn of ths
Transport Authority's debt to them. BPut the questlon of re-
demption out of trapsport net revenues ralses the issue whether

* it has been estimated that eomething like £200-300 mil-
llons Wwill be needed for new capital investment in the mines,
and & gimilar Tigure for The iron and stesl industry.

** Compare the Tabour Party Ezecutive's Report an Full Em-
Elcz%ent and Plnancial Policy {accepted by Conference, Decem-

en y DD.5 80 3 e Fabisn Society's “Prevention of
General Unemployment - Evidence presented to Sir Willlam

everldge + PP-4~12 and Appendix II, pp.1l7-20. The
idea of a National Investment Board is slso put forward in
Sir wiiéiam Beveridge's Mall Employment in a Free Socisty,
p.177-8,

t** Compare the late George Ridley's Railwsys - Between Two
Wara, p.13, as well as other authorities, on The poor credit
of railway campanies, the high rates they hawve had to pay for
capital, and their vltimate breakdown, resulting in the
State's becoming responsible for their borrowing, with the
Rallwsy Finance Corporation Act, 1935.

¥
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any special provisiocn fop Tepayment should be mads in the Aet,
Home enacted and bpropesed nationalisstion Bessuras have pro-
vided sn allpcstion of revenues, making specifie provieion for
a sinking-fung.* It instractions are fo be anntaf

Act, however, they should provide not for an order of priord-
ties but - onoe Cpersting oosts, deprecilation, hecegsary devel-
opment and the annpal interest-charge were oovered - for a
‘profit-sharing’ formula, to divide the exgess of nst revanues
OVBEr & certain flgure, between reductions in rates and fapeg
end improved serv ce3, increased weges and selaries and reduc-
tlon of debt, the last-named Topresenting a lowering of future
co8ts through reduction of ths interest chargse,** The parties
cencerned in the transport service, as in sny other national-
ised induvatry, - namely, the consumers and the workers engaged
in the industry - would thus share in the pains from nationale
isation in suph reasure as the community might decide. But

ing of a Board or futhority whase members, chosen for their
mowledges of the Jeb and abllity and competence 1n sdmiristrs-
tion, have their heart in the job of mak the $ramsport
aystem ada%uate to nationsl needs and of Biving to rallwsy-

v}

uBers and rallway servants the Bguare Deal - the Kew Desl -
which private ownership has Pailed to give them,

University College, . Harold Wilasen.
Oxford.

March 1945,

* Tor instance, the London Transport Bill, =ma amended in
Commitiee, contained +4he foilowing provision for allcoation of
revenua,

Clsuse of Bill es amended In Joint Seloot Commlttee.
wi5. Il} The revenuss of the Roard in BNy year phall be applied
in defreying the following ohergea end in +hae Tollowing order:

(a) working mnd eatablishment expenses, and expenditure on or

provision for the meintenance and renewal of the undartak-
ing and the sxecution end performance of the powers anad
duties of the Board (ineluding the remmeration end salpy-
iegs of the membars and offiners and serventa of %he Board
and peyments on acopunt of renaions, auper-annustion
allowances, end compensation to officers and servantp)
properly chargeable to revenue acocount;

(b) interaa% on eny temporary loen raised by the Board; .

(continued on page 35
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{end of note *, p. 34)

(0) the amount td be transferred to the Tramway Debt Liguide-
tlon Fund and the amount of BENY oums payab{é to local
auvthorities by way of annual reyments in respect of the
Intersat on loams ramiged by them for the purposes of
trangferred undartekinga:

(d) interest on the '4° Stock, 'T.F.A.' Btook, 'L.A,! Stook,
and 'BY Stock respeotively end many arrears of interest
thereon in the order spacified:

{e} any sum beooming payable by wirtue of any guarantee
glven by the Board under sectionm elghty-elght of this Aot

{(£) in:ereatdfnr that year on the 't Stncihat the standerd
rate; an

(g) any eums required under this Act o be transferred to any
ginking fund in connection with the 'A' Stock, 'P.F.ALY
Stock, 'L.A.' Stook, end 'B' Skook,

"(2) The balance, i sny, arising in respect of each of the ;

first two yenrs after the appointed day shall be transferred )

to_the reserve fund established in accordance with this Act.

"{3) The balance, iy anf, arising in respect of any subsequent

year shall, subjeat to the Tepayment %o the reserve fund of

any gum which may have boen tranaferred from that fund esnd
applied for the purpoae of defraying the gharge menticned in
paragraph (f) of sub-section (1) of this pection, be applied
up o one molety thereof %o the payment of mdditional interest

Tor that year on the 'C' Stoolk st a rate not excecding one-

half of one per cent, and the reaidue ¢f ths Bald belence

shall be trensferred to the ressrvs fund establiahed in socord-

ance with this Act.®

Simllarly the Netionalisstion of Mines and Minerals Bi1l
(1937} contelned the ¥ollowing proviaions:-
"17, The revenmes of the Corporation in any year shall be
applied In defraying the followlng chargea snd in the follaow-

order:-

%ﬁ? working mnd eatsbliahment eXpenses, end axpendituwre on or
rrovipion for maintenance and renewsl, and the exeowbtion
and performance of the powers and dutiea of the Corpora-
tien (including the remmerztion and salaries cf persons

- employed by the Corporation) propexly chargeable to
levenue acoaount;

b} interest on any temporary loan ralmed by the Corporation:

e}t interest on atock:

d;) the estgblishment of a sinking fund; and the balange (if
any} shall be transferred 1o & reserve fund. "

** Compare the "agcertainmenta" system in the ooal-mining
induwatry, and, a better parallel, the scheme for m "natianal
adcertalument" and division of poal rroflta between cumgumars
and mineworkers, proposed by the HNationsl Unton of Minsworkora.
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AFPENDIY I

THE FINANCTAL POSITION OF THE BATLWAY COMPANIES

41. It 18 impossible to form any definite views on the isgues
touched on above without some consideratlon of the financial
poaltlion of the Rallways, - pre-war, war—time and post-war.
Tha real analysis of this subject would heve to be made by the
Pribunal, and the fnsuing paragrephs 4o no more than outline
the kind of problen they will have to consider., It does not
in any case purport to glve all the facts and views on which a
Judgment might be based.+

Lhe Pre-War Position

42, The salient facte about the bre-war pogition have been sst
cut in Tsble ITT to paragraph 23, which listed the net reven-
ues in the 10 years before the war. In 1929 (& year of good
trade, =nd as yet incompletely developed road competition),

nret revenues smounted *to nearly £45 millicons, and ordinary
shares paid 2.9 per cent. After that year the slump hit ths
raliways in common with other industries end services, and net
revenuss reached a record "low” with £256.4 milriens in 1932,
From thet time Trécovery wad slow but steady zs econcmic activi-
t¥ recovered, but all the time there was an increasing loss to
the roads, Thus by 1937, when economic activity apd employment
had recovered, (the latter being, indeed, above the 1§29 levell,
reilway net revenues weres only £37.9 miliions, some 16 per cent
below the 1929 figure. fTable VII shows the incresses in econom—
le activity as measured by

(a) tobtal nationsl ineone; (Professor Bowley's estimates)*+;

(b) an index of industrial sctivity; (as calculated by Sit
William Beveridge in work on which he and the present
writer were engaged before the war); e

(c) an index of industrial proeduction: (London and Cambridge
Econocmic Service);

(4} the total pumbers employed.
Railway net revenues are shown alongside for comparison,

* Buch sn embitiocus project would require several volumess
an introduction can be found in such works as Gilbert Walker's
Hoad and Rail (1942} and the final chapter of the forthcaming

UOBE by The preaent writer, The State snd the Rallways (to be
published by Measrs. Jomathal Gapa).
** Btudies in the National Tneome, 1924-1938 (1942), p.81.

*** Full Employment in a Free Societvs the lower figures as
compared wi g L.C, 0.8, a employment Indices are due to
the faet that the Beveridge index is a continustion of his
19th-century index teaken into the inter-war periocd to test
1t2 sccurasy. Por the present purpcse, the L.C,E.S, end
employnent indices are much better,
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TABLE Ix
() T (v) (c) @ | (0 (£)

Hgtlemal |Industrial [Industrial| Fumbere Bailway (Rallwey Net
Inoome aotivity Froduction| employed fraight Bavermen

: Index No.|Imdex ¥o.| . Traffic

Year {General
Zmme Tndax Thou- [Tndex™erehandige €re | Index

) clagmes T=Z1
o esnde [Ha. ¥n, [Toias Ko.

. ; tong | Ho.
1329 | 3326 | 100 100 10 [20616|100 | 57.6 | 100 |45.0 | 100
1930 | 3812 97 90 90 {10337/ 95 | 53.2( 92 |37.7| &4
1931 | 3438 [ ee B 80 | 9966) 92 | 47.6 | 83 i33.4] T4
1232 | 3521 85 68 i) 2881| 91 | 42.5 Td 126.4 59
1933 | 3533 90 il 85 (20377 95 | 42.5 | 74 [28.8 | &
1334 13713 ] 95 83 23 (loyee| 99 | 45.2 18 |3.5 ] I6
1935 | 3915 | 100 23 96 |1z066)200 | 45.3 | 78 |32.9| T
1936 | 4151 | 106 84 102 | 116791107 | 48.3{ &4 |35.7| 19
1937 | 4351 | 111 88 104 122311133 | 50.3 | 87 [37.9| B84
1938 | 4362/ 111 6 95 44.3| T1i29.0( 64

It is clear from the table that altbhough railway revemies im-
proved with the increase in Industrial activity, the improvement
waa not in proportion; ground wes being lost to the roads.
Gilbert Walker in Road snd Hail has made a calculation of the
ground lost by taking Indices of industrial production from the
Board of Trade's Census of Production 1907, 1924, 1930 and 1835,
snd assuming that, in The abssnce of rosd competition, gensral
merchandise traffic by rail would have incresszed proportionately.
He calculatea that 1n the middle and later 'thirties the loss of
Erffi recelpts through roasd competition was of the order of £46
mi ohg. ¥

4%, The issue came %0 a head in 1938. As long as trade wWas im-
proving, rail treffics, net revenmues and the dividends on ordin-
ary shares were improving too, sand 1o 1937 geemed +o zugur some
hope for the future. When the level of trade turned down, with
the beginn1n§ of another cyeclicale deprassion in 1937-8, how-
ever, the full axtent of the depredetions of read competition
became clear, With industrial production only 7 per cent below
1929, general merchandise traffic (classes 7-21) was 23 per
cent; railway net revenues 56 per cent snd the dividend on ord-
inary shares 85 per cent below the figures for that year. It
wes sgalnst this sething that the railway companies in 1938-3%
ceme out with their demand for a "Square Deal”. The csuses for
this demand, and the extent to which it was Justified are sub-
Jects which lie ocutside the scope of thiz Memorandum, and they
have been adeguately diamcussed elsewhers,*+ Briefly, the

* Road and Rail, pp.l22 ff. T¢ some extent the value of this
estimate is reduced by the fact that no allowance is made for
increassd costs and theilr consequent effeéct on net receliptss

at the pame time the figure is perhaps an under—estimate be-
cause the "receipts per ton" for the lost traffic 1s taken as
the average receipts per ton for traffic not carried. Hince
the lossz was principally on the cream of the traffle, the
"recelpbs per ton® would be higher than the average.

** HNotably in Gilbert Walker's Road and Rail. The last chap-
ter of the present writer's fortEcaming The State snd the
Railways also reviews the guestion.
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88 the following table showss-
TARLE X
Average revelpt per ton ow olagges of traffic
Genural Mnerals and Ooal, Coke
Com- Merchanding Merchandipe angd
pany (7=-21) (1-€} Patent Fuel
1925 1937 1525 1937 14a2g 2931
ISR | 13 B.98| 12 a.78 4 2.25 4 2.85 3 +1H 3 5.5%9
INER | 31 7.56 11 3.65 8733 1.8% 2 11.34 | 3 0,49
GWR 11 10,3611 5.07 4 4.30 14 2,82 2 4.8 | 2 6,64
gr 11 4.05 )10 5.64 4 3.25|4 1.%9 4 0.87 | 3 10.43

Thue while goods traffic (all slasses) measured In tonnage, de-
croased by 9.1 per cent {and measured in ton-miles by a much
smaller figure) betwoen 1920 and 1937, gross rsceipts from goods
trafiic fell by over 11 per cent;, end since c¢oste &iﬁ not. fall
in proportion, net revennes fell beavily, being, as has besn
aaid, 16 per cent lgss In 1837 than in 1929, % is intereating
to note that in spite of the private motar—car and the tbua,
rail passenger receipts were well malntsined, Passenger jour-
neys sotually dnereased from 870 millions to 907 millions (% per
cent); and the aversge fare was fairly well maintained. DPotal
Passenger recelipta in 1937 wers thus not much below the 1929
figure. Moreover, part of that which wan lost to the roads
(vig. to road omnibus servicss) found its way back to the rejl-
way ocmpanies, as rail participatien in xozd rasgenger asrvices
bhea been exbensive and successful.*

44. The Railway Companies, in their 8gquare Dezl demands,
elaimed the regpsal of the existing statutory regulation of
charges, inciuding the undue preference legislation, classifi-
cation and publication, and dsmanded fresdom Texgotly like

* Rallwoy companies' capitel investments in omnibus services
totalled £9,622,470 at the end of loaz,
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other foma of transport .... to decide the charges and condi-
tions for the conveyance of merchandise which they are required
to carry",+ The Minister, "inclining" to the view that thera
wag & prima facie case for some materiel relazation of exist
statutory rEfulatiuns, referred the claim to the Transport Ad-
visory Council, which eppointed a Committee to consider it,
‘Meanwhile railway representstives entered into discussion with
the $rading and other transport Interests c¢oncerned. Agreement
wad finally reached on terma which provided:-

(a) While the atatutory Dhiégatiﬂn on the railways to provide
reasonable facilities through rates was to remain,
the classification, standard charges, exceptional rates
and agreed charges, disintegration, the "Equality claugen
and undue preference legislation were to end.

{b) In their place there should bhe voluntary conferences to
conalder proposals by the railway conpanies for say gen-
¢ral increase of charges, with provision for submieaion
t0 s Pribunal, who would be required to consider, among
obher guestions, the effect of the proposed increase on
the public interest and on the financial position of the
parties concerned, the degraes of cﬂmpetitfﬂn, charges to
other traders for the carrispge of similar merchandise,
and variations both in costs and in the value cof money.

(e} & Central Consultative Committee was to be established,
consisting of representatives of road and rail interests,
to "so-ordinate" charges by voluntary agreementas,

Agreemsnt was not reached, howevsr, on the question of publica-
tion of rates,

45. In May 1939 the Minister amncunced kils gceeptence of the
Proposals and the way was clear for the introducticn of legisla=-
tion in tha ensuing Parlismentary sesaion. On lst September,
howsver, the day on which Hitler 8truck at Poland, the railways
passed into Government control for tha duration of the emergency,
and the Bquare Deal was left to the indefinite future. It is _
important, bowever, from the point of view of net "maintaipable'
revemie, to note that the acceptance by the Government of the
Bailwaye' Square Deal proposals — modified only to a limited
extent -~ implied that the Govermment considered that the rail-
ways'! competitive powers prior to 1939 were inadequate, Thus
revemue in, aay, 1936-8 or any similar period, ess 1t were
regarded as abnormally high because of the exceptionally good
trade, wes hardly g fair basis fer later valustion, whethsr in
war-time or after the war, Anpther Polnt to be noticed was
that the rajilways' finanecial position in 1939 showed a comsid—
erable improvement owver 1938,  After an éxceptionally bad first
quarter, recovery began in the eummer, and was well advanced
beforse the outbreak of war. The improved results for 1939,
therefors, though powerfully aided by war traffics in the last
four months of the yesr were already in sight before the war,
The medn explanation, of course, was the reversal of the trade
depresaicn due to re-amsment snd near—-war conditions,

Reilway Finance in War-time,

46. The principal interest of the market so far as railwsya
Were concemed in the Tirat few months of the war was 2peculsa-
tion (in both senses of +he word) op the method and basis of

* MRemorandum submitted to the Minlster of Transport by the
Campanies, rep

rinted as Appendix I. of the Regort bE the
Iransport Advisory Council om the Proposals o e #ain
Line EEEIWEE_ ompanlied to tne fonveyance of Merchandise

Dy Hail
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financial control, The firat question was whether the railways
would be taken over, as in 191418, for a fived Tent charge, or
wWhether thers would be some miniwur and maximgum earnings al-
lowed; if the latter, what bagis woulg be fixed, snd what free—
dom would there be teo raige rates and charges ag costs incresged;
On the whole the market was cautious; it had littls hope that
the railways wonuld be silowed to profiteer out of the war,* and
was prepared for some form of guaranteed earmings rerhaps aqual
to the average for 1936-38,++ Tt was leter learnt*** that 4in
the negotiationa betwaen the ¢ompanies and the Govermmewnt on
the guaranteed net revepue, the Govermment wanted 1936-37=-%8 ag
the basis, the companies 1935-36=37. On this the cdmpani eg
gained thelr point. Om the other hand the companies wanted net
revenue o increase in proportion to the volume of traffic
handied: the Govermment saw that this would be inflati

and would in eny case reduce the incentive to sfficiency.

47. In February 1940 & White Paper was issued on the financial
arrangements made between the Government, the four Main Line
Companies and the L,P,T.B.ss«s It provided that, as from ist
September, 1929, all reverue recelipts snd expensss of the can—
trolled undertakings were to be pooled. From the pool thare
would be paid to the undertakings a gueranteed anpual pums#wes
(amounting to about £40 millicns) equal +o the average net rewv-
enues, 1935-36~37, for the main line companies, snd to the
L.P.T.B. net revenue for the Joar ended 30th June, 1939, She
bayments wers to be pald to the companies ip fixed proportions
as foliowsg-

TABLE XT
Company Per cent. (Approximete net disposable

revenue, including uncontrolled
receipts from othér sources).

£mns .

L.M.5.R. 4 .
L.N.E.R. 2% 9.6
G.W.H. is . D
S.R, %E ; E.E}
L.F,.T.B. 1 B

T uTs
* The pollitical arguoment was well expressed by The Ecconomiagt

in 1943: "“frue, in terms of the naminal capital of ThHe TAll—
ways, the return seems meagre, less than 4 per cent; eXprasged
43 a percentage of the effsctive capital employed — the only
regl basis of comparison - it may show s different pleturs.
Whatever the war-time service of the railways - and war-time
service i2 only commen duty - thelr stockholders could hardly
expect Lo derive special gains from Britain'a emergency, espac-—
ially as, for the moet rart, they are not identical with the
officials and operatives who are actually doing the job.

** . This The Beonomist (14th October 1939) described as "ths
woet popularT suggestion’.

“#* Discleosure by Lord Horne to G.%W.R., aonual shareholders!?
mesting, February 1940,

*x%* Government Control of Railways, Omd. 6168 of 1940,

*exr+ This was exclusive of "eny net revenue derived from in-
vesiments in road transport undertskings and from ovnership of
and investments in railways in Northern Ireland or Eire'.
{(Clauge 6)., These excluded reVenues are referred to in +the
statistical tables as "non-controlled" or "uacontrolled®
revenues, :




The guaranteed net revenuss fop the main-line companies thus
ancurted o £36.5 millions. In addition it was proviged that
the five undertekings wers to receiva the whole of any earnings
up t0 £43,5 millions (excluding the miscellsnenns uncontrolled
receipts of about £1.1 millions), and that from that figure,

Any increase in earnings was to be divided equally betwéen com-
panies and Government {to the former in proportion to guarsnteed
nat revenues) until total payments ex pool amounted to £56 mil-
lions, a togfal eguivalent to the standerd net revenues for the
Bain-lineg companies, plus the net revenue necessary to enable
the L,P,T.B. to pay the standerd rats of interest on its (¢
8tock, If any oompany reached and passed itz gtandard net rev- '
enue before the others, the excess over that standard should go
%o fthe other companiss, The effeot tn the earnings of the var-
ioua companies in Stage T. {gusranteed net revemes), Btage II.
(the additional £3% millions y and the various phases cof Stage i
ITI. {as each company received its 1921 Standard) 1 well pum-—
marized 1o Table XTI, reproduced from The Beonomist, %

* 10th February, 1940, p.254.
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TARLE XTI
Division of Net Hovenns
£ mill{opa
Stage I. Stage II. | Stage IIT:- Exvesa from £4%5 mil-
(Guav.min. | Yo, pins | lions %o £68% m. (plug wncontrolled
with addi-| &3} mid- | net revemme &ivided equally betwesn
tion of Jinmaé?r Govi. and miertakings,
nenebns | ta k4 At 55 A% At Iat v
;:‘;‘1:,:&_ wilions | ex. IETR | ov- |mas Lﬁ‘m
— mar., oax. [mex. HET.
Iioposahle
:';ému,e £41 £44.6 E45.6 k54,1 |£60.3 £67.6 £63.7
share | £13,9 £15,1 £15.5 £17.0 1218.4 [£20.6 |£20.6
0rd, 1% 2.5 2 4.36 5.5 8.1 8,12
ILNER
Share £ 9.6 £10.4 £10.6 R11.7 |e12.7 |£14.1 |£35.2
Znd Pref. 1.2% 2.5% 2.6% 4.0% 4.0% a.0%| 4.08
Pref.ond. ... e 0.BF 2.9%| 5.0%| 5.0%
Dﬂfu DI‘d. (RN} -y LN - - - 1-:‘% 4!#
GWE
Shm £ 6&4 E ?-0 £ 7-1 £ TtB E E‘lﬁ £ 3-5‘ £ Bnﬁ
ﬂIﬂ" 5"% 4"% 4'% Ei% Bllﬁ Bllx B-]%
gR :
Shave £ 5.6 £ 7.2 £7.4 £ 7.4 18 T4 IE 7.4 |£ 7.4
Def, Ovd. 0,08 2.7% .28 s.o® 3.k somd! .o
TOTAL:
4 MATY
I THES E36.5 £39,7 £40.6 £43.9 £47.0 |£50.6 [£51.7
£5
Share £ 4.5 £ 4.9 £ 5.0 E 5.5 £ 5.5 «5 £ 5.5
e Suomk 1134 g | het 3 i 54 55
TOTAL £41.0 £44.6 £45.6 £49.4 | £52.5 |£56.1 (£57.2
Enﬁmumr!
Shara .r may £ 1.0 £ 4&? L T"‘E £11-5 ﬂE.fi
TOTAL! g41.0 £44.6 £45.6 £54.1 | £60.7 | £67.6 | 265.7

1 Contingenl Govt. liebility if minlmam not eRIned.

Provision was mede alaso for the ggttlement of the finanoe of
maintenance, war damage, end the reaquisitioning of Privately-
owned wagons. IV wea aiso provided that, "Rates, fares and
eharges will he adjusted to mest variations i worklng costa
and cortain other conditions mrieing frem the war..." * while
the Minister, or the Companias and %he Board jolntly were to
be frea after the end oFf the year 1940, to propose m reviasion
of the arrangements for any cause of & major gharaoter, and if
agreed, the arrangements were to be reviased acoordlngly,

¥ Clguse 10

¥ COlause 11

b e Y P
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10th February, 1940, p.254.

" Ditto, D.2o43,

Aun This highly significant poasage is guoted in a mobte to
Dara.l4. .

*wis  Poge 244,

%%+ Govermment Control of Raiiways: Umd. 6314 of 1941
{ Septembar)
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TARLE XITI

|£.
G. W. R. 6,670,603
L.N,E.R. 10,136,355
L.M.8.R. 14,749,693
3. R. 6,607,639
L.P.T.B, 4,835,705
€43, 000, 000

All surplus above that figure was credited to the Government,
Thus while the gusranteed net revenue was increased bo the
Btege II. figure, there. wes no provisien for the railways to
Sgcure any gains from incressed traffies and revenues beyond
that figure, WNew provision was made for dealing with mainten-
arce #nd war damsge, and 1t was arranged that the levela of
rates, fares and charges should be determined by the Government
during the periocd of contrel, the provision for autometic in-
creases being abrogated.»* It was further lajd down, in a
Clause which has been much quoted of iate, that,

"Control will be continuved for a minimum period of one year
after the cessation of hostilities, Before control comes
to an end (i,e. before ell statutory rights and obligations
a8 they exist at that time agein apply to the controlled
undertakings, time will be given for the cperaticn of sny
statutory machinery governing the level of charges,"*s

=

50, The remainder of the financial history of the Reilways in
war-time rests on the framework of thls Agreement. Intersst
and dividends were well maintsined above the best immediate pTe—
war figares. In fact criticism was made that dividendg were
excessive:-

"In view of tha fact that most of the lines are over—
capltalised by peace-time Btandards, and that all have
from time to time been short of ready money for new con—
struction, the extremely liberal distribution policy is
to be deplored. It eclearly rests on the belief that ths
Government will provide, and so places a potent wempcon
in the hands of those whe maintain that transport should
be Btato-owned,"s+»

Tet in spite of the relatively high dividends, the prices of
railway stoecks failed te rise, and yields on certein ordinar-
ies were as high as 11 per cent in i841-2, this showing, as
has been commented, that the market toock a Jeundiced view of
the abillity of the compsnies to maintain war-tims vevenues and
dividenda after the war. The dizzy heights (£105.6 millions
in 1943) reached by the net revenue recsived by the Pool
(though not by the companiles) have nok been taken ag indica~
tive of the earnings which caould be expected in peace-time.
The increase in costs, however, (272.2 milliens in 1943
against £163.3 millions 4in 1937) hes had = sobering effect,
taken in conjunction with prospects of maintainable revenue.
4 few optimists in Parlisment apd outside have hoped thet the
Government would agres to revise the 1941 Agresment, because
of such & major ceuas as the entry of the U.8. lnte the war,
and the carrying of opersticnal traffic: but this was nevar

8 serious possibility. The 1941 Agreement has remained, and
will remain, for the period of confrol.

. Clausge 10,
** Clauss 11.
**+ Ihe Foonomist, 27th February, 1943, Pel? 3

i
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Poat—@ar Frospects,

51. 8ince about the beglnning of 1943 the market's attitude to
the Railways has been related much more to post-war prospects
then 4o war-time eammings. One factor has undoubtedly been the
pPolitical: will the railweys be nationallged? And if they are,
wWhat treatment can the equity-holder expect? Ae has been sug—
Es28ted above, he should expect treatment no better and no worse ]
than he would have had 1f Private ownership continued, subject i
to the substitution of e 2owaer guaranteed lncome for a higher
but more precarious one. And the Frodpects under private own-
ership depend, as hasg been said, partly on the level of economic
activity but much more on the rate of profits the State allows
the railways to garm. Given a definite scale of rates and
charges end a dafinite pancply of campetitive powar, e.g. that
new exlsting, sarnings of course will depend to a very large ex—
tent on the rate of aconcomie activity and on the development of
other foms of transport. Ohe rrospects 82 regards econcmioc asc-
tivity are tiouched on below: but it Bhould be pointed out at
once that with any foreseeable volume of traffic, (and clearly
wothlng like the war-time volume aan he expacted}, pome 1lnereass
in charges to cover increased costs will be necessary. The only
question is how much will be necessary and how much will be
granted. In fact the amount grented will be that which the
wtate calculates would give 2 falr net revemue of £x milliong,
for 1t is om the level of rates and chargee and the degrse of
Square Desl given in the statutory regulation of freedom to com-
pete, that ¢arnings will depend, Rai way earnings will depend
on the extent to whieh they are frese to charge low rates {and
rabes using othor weapons of ccmpetition thak were cheaper} on
gooda subject to ropad competition, and to charge higher retes
then hitherto on traffiec for which they poseesa & virtual menop-
oly. The State's decisiomn on thase questions will be a ecomprom-
ise between the interests of ths tradar (with some regard to the
interests of other forms of trams ort) on the ohe hand and those
0f the railway shareholder: and it will slmoat certainly be
Bettled on the basis of a “"standard” net revenue. The idea of
‘net maintsinabla reverme™ under conditions of private owner-
ehip o3 some caleulable figure independent of politics thus hag
virtuelly no meaning. It 1 the result of a polltical camprom—
ise, glving a grester or lesser degres of co=ordination batween
the varicus forms of transport.

52, The principal econemic factors facing the railways at the
end of the war will be:i=

Eag the level of economic activitys

b) the distributlon of this as between dlfferent claszses
of traffic, e.g. heavy or light merchandisa:

(c) the development of ¢competing forms of tranepert ang
their ¢ etitlve power, given no chenge in the Rail-
wars' abllity to compete:

(d) the extent to whioh the rallways power to compste on
marginal {raffics and to charge higher ratas on monop-
oly traffics is incrcased:

(e) the increases In wer-time costs which remaln, in whole

ar in part, after the war. '

The level of econamio activity will depend prinsipally on the
puscess of the Government in maintsining "a high and atable
level of employment’, The essumptions made by ths Government
for their Hocial Beenrlty calculations give a rate of uremploy=
ment of Bk por cent (new style), equivalent to the figure in
1937. But since more people will be sesking work, and produect-
ivity haes Increased, it might not be unressonable, assuming
Buccess in the maintenance of the high and stable level, %o
take an increasas of 10 per cent above 1937 levels as a fair
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sstimate. If thers were success in reaching the Beveridge level
of "fu%l gmpl ojment" (3 per cent unamplnyed%, it might be 20 per
cent higher.* On present charges this would give total receipts
of £264 millions and £228 millions respectively, against £202
millicns in 1937 and £382 millicns in 1943. Costs are now £272
miilicns agsingt £163 millions in 1937; and allowing an incresse
equivalent to half the increased traffic they would be £257 mil-
liona to £269 mlllions, leaving net reveanues of coly £7-19 mil-
lions., Thus saome increase in charges would be required: the
only question is, how mueh?

5%, The change in the relative proportions of particular traf-
fics unger full employment in post-war conditions 1ls again dif-
ficult {o estimate. The 1937 boom was based on rearmament, with
heavy movements of steel and. other materisls, Fogt-war full em~
Ployment, particularly in the immediate post-war years, will be
closely related to the bullding and civil engineering programme.
Thig should be to the sdvantage of the railway companies, but

it is imposaible G0 Bay to what extent. Coal class traffic is
likely to¢ be lower then pre-war, certainly for & time, snd prob-
ably for a decade or two., The inecrease 1n lighter merchandise,
perhaps following the extension of the light engilneering snd
tight metal ipdustries should be marked; here 1t is a question
enbtlrely of the Railways' zbility to compete with the roads,

and perheps with the airways.

54%. In the matter of costa it 1s worth remarking that 1937 net
revenles Were achisved only by the ald of extramely low wages.
With anything like a Sguare Deal for rallway sorvants, towards
which progress has been made in war-time, the net revenuss
would be less, It is impoasible to forecast, on the hypothesis
of private ownership which we heve made, whether the present
waggsse-hill would deerease, lncresce or remain about constant.
With other constituents of costs, such ms fuel snd materials,
it is safe %o asy that costs wlll be reduced scmewhat, though
not in auy foresssable time t¢ anything like the 1937 figures.
We are thersfore thrown back on the earlier statement that soms
ineresse in charges will be necessary,** and thet in practics
this will be done by reference to some idea of s fair meintain-
gble revenue. Whether a Govarnment comsldering the gquestlion on
the assumption of continuing private ownership would revise the
charges on the basis of "competltive power" or on that of in-
creaged co-operation and co-ordination betwsen the transport
services, it is impeossible $o say. The probability is that the
kind of Government likely to proceed on such an assumption
would net only work on oubt-of-date notions of competition, but
would sleo aim st s mseintalnable net revenue far higher than 1g
roasonsble, a&nd this iz in itself an overriding argument for
natiomalisation in the interests of the community and for the
return to power of a Govermment likely to secure it.

* Yery similar estimates are made in The Bconomish, 10th
March, 1943, pp.317-~18. The remainder ¢ ths snalysis
follows The Econamist.

** Hallway Chairmen have recently "ventileted"this matter.
One of them said that a 50 per cent increase over pre-war
{against the present figure of 15 per cent) would be nee-
eggary to give pre~war revenues, snd mn increase of 60
per cent to give the old 1921 standard.

Plperbin 1378 s - S PP
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APPENDIY IT,

SUMMARY OF PROCEIUNE ADOPTED TN EARLIER CASES OF
AT TONALTSATION R URTFICATION
=e—=tonuns e U UN T ICATION

55. Tha following sccount of the Procedure adeptsd in & pumber
of earlier cases is glven as a guide to the Problems likely to
be met with and, in part at least, &g a warning againet mistakes
which marred earlier efforts. It is not meant as & Tuill account
of the earlier Schemes, which would require iundreds of pages,
and for a full aceount reference should be made to the two works
on which this Appendix ig principally based, vwiz. Public Enter—
rise {edited by W.a. Robson) and How Much Compensakisn oF
%. Davies*, FPFive cases gre taken In cErnnEIugEcEI orders- the
Metropolitan Water Board, the Port of London Authority, the
Londen Passenger Trapsport Board, the Britizh Sugar Corporation,
end the "unification® of Coal Royalties, The B.B.C'. and B.C.A.0.
do not fome @ significant parallel %o the railway problem, where—
a8 all the five cazmes taken 4Gove had some problems in common
with those of the mocialization of rall transport.

(1) The Metropolitan Wabter Board.

56. This Board was created by the Metropolis Water Act of 1902
to absorb all the private waber companies operating in the Lon-
don srea, companies having in sll some £22,900,000 nominal capi-
tal. The private Bhareholder .was to be compensated at temms to
ba Bettied "by agreement", though recourse to arbitration waas
provided for. Municipal undertakings taken over were to be pajd
for in cesh. Against the noeinal capital of £22,900,000, com-~
bensation in specially-created M,W.R, Stock smounted to over
£46,200,000, 412 stockhoiders, whether owning fized interest

Oor equities were compenanted by equivalent emounts of the
fixed-interest bearing M.W.R. Stock, on termg which, roughly
Spasking, guarantsed an inceme equivalent to that paid in inter-
€8t end in dividends in the last year prier to vmification,
Equity shareholdsrs, in fact, who normally as in most busines—
Bes, received a fluctueting incame varying with the profitabil-
ity of the campany, received a guaranteed right to a fixed in-
comé equal to the amount they had received in their last year
of existence — and g good year at that. A= Davies points oubee,
it ie practically certain that ths companies eould not have con-
tinued to pay the immediate DPre-unification dividends owing to
various charges, ineluding adiminution in the rate of inorease
of both population and the number of consdumers, and an increase
in the number of private wella, in addition te a growth of
rates and tsxes combined with & decline in rateable walue. ¥et
the pre-unification revenus was made permanent. Davies has cog-
mented*** that the M,W.B. operation “illustrates the disadvant-
age of substituting only fixed interest bearing stock for the
total capital of the acquired concerns." Tt would be fairer,
however, to criticise the way in which it waa done. Thers is
nath cbjectionable in substituting fixed interest besring
stock sxchange for ordinsry, variable—interest bearing
ghares: indeed, the only alternative is the far more ocbjact-
ionable creation of variable-interest bearing stock, with divie
dends varying with the "profit" of the new nationalipged under-
taking. The important question la the rete of exchange edopied.

. Both published by the New Fabian Research Bureau, later
abaorbed in the Fabian Boeiety.

**  How Much Compensation, p.2B,
LE N P-E?.
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In %the M.W.B. case, approximately £1 of fived intersst income’

was guarenteed in gxg g for of dlvidend on ordimary etock
in a goad year. CLlearly the amount of income guarantesd should
be beaed oo Bn average over & perled, not oo a single year, and

the amount then determined should be diepcounted for sny of the
factors (esuch ae thogse referred to above) which make current
revenue not melnteinehle, and for the greater security of &
fixed Incoms. Secondly, the M.W.B. cperation in additiecn to
saddling the new Board with an excesslive interest-charge was
based on Bn unsound capltalisation of that interest charge. In-
gtead of creatiog a smell smount of caplial but with a h rate
of Interest. with freedam %0 convart to a lower rate if elircime-
gtances became suitable, an inflated capital was created with
the low intersst of 3 per cent, Class 14' stock (issued in re-
turn for debenture stocks) not beilng redeemable till 1936/2003,
and Class 'B! stock (replacing Shere capital} not until 1934/
200%. In any case the low Interest made converslon impossible:
had m totsl capital of say three-f£ifths the actusl amount been
lssued beasring inkerest at 5 per cent (readeemakle), the inter—
a2t charge could have been substantlally reduced st the firat
favourable moment. In fact the fsll in long-tem interest

rates after 1932 would have made posaible a moet guccgasful com-
wergion.

“"The generosity with which shareholders wers treated lay net
in the ra%e of interest pald, but in the poeinsl smommt of
capitel substituted which resulted in the permanent over-
capitatisation of the Londen water supply system. Far bet-
ter it is to err oz the side of too high inftereat rates,
provided that early rodemption iz mede posaible, than on
too large an amount of capital. The one gan later be rec~
tified, the other canncoi.!"*

(i1} The Fort of Londen Authority

57. The Port of London Act 1908, which created the P.L.A.,prea-
eribed the smeunt of compensation in the Act, leaving nothing o
agreemant or arbritratlion. The tots)l P.L.A. stock was
£22,194,733 replacing £22,736,986 nominal capitel of the thres
dock companies taken over, but since the average interest pald
wes higher, the loterest charge was £862,030 sgainst £778,035,
pald st 3 per cent on the 'A" etock and 4 per cent cm the B!
atock, both redesmeble st any time between 1929 and 1999, {(In
fect, the 4 per cent atock was converted to 3¢ per ceat in 1934,
Baving &£6G%,000 per annum). As with the U.W.EB., interest pay-
ments were a firat charge on revenue, and the Authority was per—
mitted t0 increase chargss in ordsr to balance i1ts budgst. It
had, however, definite powers %o eccumiulate & TeserIve or
guahion, up %o £2,00,000, which can be drawn on In bad yeara.
The M.W.B. hed such powera only up to £250,000¢ after that

was reached, charges had to be reduced.

(1ii) The Tiondon Passenger Transport Board.

8, The L.P.T.B. is the most famous case of nationalisation yetd
carried out, end has beso the subject of unceasing discussion
and gontrorersy.*®* The controversy haa not extended to the

Ed Davies, p.29.

** Tn pddition to the two books referred to, the bulk of
Herhert Morrison's Socialisetion and Transpoxt deals with
the history of London Trensport, winile there is & useful shord
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discussion in the lates George Ridley's Eallweys — HSetween Two '
Warg. Mor the financial histary of the ani% ite Annual Heports

provide a wealth of infomation.
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gubjast of London Transport's sunoess 1n "bringing opder out of
chaos", * co=omdinating trensport wodertakings, improving work-
ing condlitlons, for in thecoe reepemoats 1t has had all the cuccess
for which Its Soelaiist eponmors heped. Tt hes been on the Pin-
aneinl provieions which Herbert Morriscon a2 Minister of Trans-
port in a minordty Labour Govermment had to sccept as the price
of getting the Blll through at sll, that discussion has been
principally concentreted.

29. The London Passenger Transport Bill, introduced by Herbert
Morrisen inm 193], and brought to fruitiom by the "National®
Government Which custed Labour in that year, was deslgned to
bring under a mingle control the 5 railweys, 17 tramways and
135 '"bus and coech undertakings operating in the London area snd
batween them covering "227 route milss of rallway, Scme 2,400
miles of 'bus and coach roube, 327 miles of trem route, and 18
miles of trolley 'bus route". o operate the system & single
Board congisting of & Chairman and six other members** Was apm
pointed and in this Board, ownership and ecntrol of London's
transport undertekings were vested. The finencisl provisions,
apart from ong exueption, that creating a special class of
equity snd stock, followed the lines of eariier measures. Thay
wore far from satiafactory, serlously overcapitaliging the Board
frem the start. In this reapect a comment of the late Georgs
Ridley i worth bearing in minds-

"Herbart Morrison ia often blamed for this; but two things
need to be remembered. In the preceding Parliament an at-
tempt had been mede to form a private trust which would
acquire the undertakings of Losal Authorities - in other
words, to sell the L,£.C. tramz to the Underground.
Morrison meant to avoid this at all costs, and legislative
speed was the very essence of things. He was operating in
a 'minerity' Government 3in s House where the majority in
favour of the Bill was not %00 reliable, and rather than
rigk defeat and a return %o the privately-owned Prust idea
uonder a. Tory Government, he negotlated sgreements with the
stockholders in the principal undertakings a5 to the basia
of the new Board's finaneial etructure. 8o some conditions
wers perforce accepted that ctherwisze would have been
anathema.ew+

The result of these negotismted agreements was included in the
schedule to the Act, for the Wetropolltan, the municipal trem-
ways and certain other interests. Agrecment was pot reached

in the case of seversl coach companies, nor with Tilling's, and
the compensation for these was left to the arbltration tribunal
established by the Act, belng "as m Tule more generous than
thosa resched by sgreement and incorporated in the Act.Was=as

. Gesrge Eldiey, p.l6

a Though not strictly within the tems of reference of thia
Hemopandum, 1t should be coemented that the sppolntment of
Chairman and members by a group of Apﬁuinting Trustees {the
Chairman of the I...0., & reprassntative of Tthe London and
Heme Counties Traffle Advisory Committee; +the Chaimman of the
Committee of Lomdon Clearing Bankers; the President of the
Law Soclety; and the President of the Institute of Chartered
Acgountantsi iz not now regarded as a model to follow. Res-
ponsibility for appointment should lie unequivocelly, as pro-
posed in Herbert Morrisen's original Bill, with the Minister
concerned with the transport system.

% GEGI‘EE Rid.lﬂ:f* Pil’?
*#a* Davies, p.3c
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The basis of the agreed compensation was the malntenance of the
average net revenues of 1528, 1929 end 1930. In fact nothing
like these amounts wonld have been earned under private owner-
ship in the euncceeding three or four years, owing to the aconom-
ic dspression. Oompensation wee given iam the fomm of L.P.T.35.
2%ock bearing interest egquivelent to the 1928-30 earninge o all
debenture owners and preference sharsholders, Debenture-holders
recelved L.P.T.B. 'A' astoeck, carrying 4% and 5 per cent, and ro— ¥
desmable in 1985/2023; preference sharsholders received L.P.7.B.
'B!' stock carrying 5 per cent (redeemabls 1865/2023). The
snounts glven 1o ezchange for the esncelled stock of the indi-
vidusal wndertskings were sufficlent te give the same income as
the atocks praviously held, ne sllowence being made for the
greater socurity resulting from peyment by & public corporation
as cppoged to private undertskings. In fact the 'A' and 'B*
stockholders aoom received s "capltal bhopua", fox with the fall
in leng-term interest rates which occurred in 1932, when the
chesp monsy ers began, 'A' stoek slome increased in walue by
goma £14, 000,000 or nearly 25 per cent in lass thun four yeers,
This apprecistion in no way affected the finasncisel poeition of
the Board, which had to meet the same fixed-interest charge,

but 1t wes a sign that if early redemption had been possible, a
conversion t¢, say, 3% per cent would have been precticable,

and thias would have gaved over £480,000 per anmum {equivalent to
1% per cent on 'CY atock).*

0. In addition to 'A' and 'B' gtock thers were two special
categoriea created, 40 exchange for corresponding clasass of
the stock of the companies taken over, wiz. 4% per cent “P,PF.A."
etock, exchanged for the 4% per cent debenture stocks of certain
Underground companies which hed been guaranteed by the Traasury
under the Trade Facilities Acts 1921-26, aond per cent "L.&.Y
atock, issued only to specified local suthorities. The remain-
der of the capitel wes the famous '0' atock, wWhich wes intended,
with certain pafaguards, to be a genuine egquity stock, whose
rate of dividend would vary with the profitabiiity of the under—
taking., £25,000,000 of the total of aver £100,000,000 waz 1!
gtock., Tk hed s standard rate of S pear cent for two yeara, and
thereafter at 5% per cent, and to ensble thip standard to be
earngd, the Beoerd could vary its charges. If the full rate were
ot earned in any cne of three consscubive years, the "' stock-
holders had the right to apply to the High Court for the appoini-
ment of g Beceiver., Tha Intention was 4o creste "a modified
pquity stock with a minilmum and a recognised, btut not fixed or
guarantecd, minimm rete of interestt.** In fact, the high
capiteligation, incressed costs and the offect of trads dspres-
sicn made the earnigg ef a steady 5 or Sk per cent lmpossible,
and instead the Board ic concerned only with the emergency pay-
ment of the stenderd mate one year in three, The effect of the
attempt to creste an egquity stock, therefore, might bhe the cre-
atlon of scmething approaching a fixed intersst securlty paying,
en the average, about 2 per cent per annum. In fact the 10!
gtock has paid in the yeers ended E0th Junet

Per cant
1934 ...
1835 .., &
1636 ... 4
937 ... 4%
o238 ... 4

and 1939 ... 1%

L 2ee Davias, p.33
** Herbert Morrison, Socialisation and Transport, p.269
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In the latter year charges were raised in sid of revenus, but
within a few months the country wae at war and L.F,T.E. finances

Eimaxunder the geosral railway srrangsments described In Appen-—
x I.

6l. MThe exparivent of crestlng an equity stock has not been &
success, particularly in so far as 1t has been relatad to a
standerd rete, which the stockholder has come to rTegard as his
righti. 48 has been mald, the income paid to previons egqulty
holdera, 1f in any way guarenteed, sssured or probtested should
be related not to earniogs in a short pericd but to average
earnings over & longer snd therefore representatlve perloed, and
should be heavily discounted in proportion fto the additlonal
security., The “standerd" rate, which imposes something of =
) arantee snd of g prior charge on revenues, robs the stock of
ite equity character, for the essence of an egquity is that 1%
takes whabever smount, grest or mmall, is left when all working
coats, prior charges, etc., have been met. TPo make it & stand-
erd 1s to rob it of its "residuary" cheracter, and it might
then as well becae & fixed-interest chergs., (n the other hand,
to create sguity stock without any stendsrd rais makes the yield
very precarions, and it is thus very unaettrastive as a form of
compenaatlion, In fact eguities sre mut of place im a monopPoly
end a public service, for they cen, through controel of rates and
charges, be made to earn whatever rate the Authority choosea.
(nee this is s¢, a regular and emaller fixed income becomes tha
bewter fom of payment.

{iv) The British Sugar Corporation.

62. It ie very doubtful whether the British Sugsr Corporation
should be regarded as an Instence of nationslisation: wunifice-
tion it cerbeinly was, though 1t hed more In common With a cap-—
italist merger than with socisaliastion.* Perheps 1t is 23 &
warning of the kind of settlemsnt that might be expected of a
Conservative Government that it is moat relevant. In 1935 the
British Sugar Corporaticn was oreated to absorh the individual
subsidised pugar factories. Provision for volunbtary settlement
of the terms was made in the Act, and the comparison took full
advantage of i, The “compensetion" was vastly in exceas of
the market values of the companies absqrbed, and for the most
part in the capitsal veluatilon full credit was taken for the
cantinuence of subsidies, presumably regarded as the reward of
private Yenterprise”. Furthermore, it was incressed by credit
being given for the econmmigs which could be expected from unmi-
figstion: & direct contrewention of the principle emphaslsed in
the above pages that compensation should be for the loss of the
incone which would have contiomed had there been no naticnalisa-
tion. As Devies sald,

U1t would be difficult to Ffind an example of compensation
more generous to the sharsholders snd more hamful o
the State then is here inetanced. Compenssticon based on
ngoets and earnings created with govermment aid; compen-
pation given with the promime that government aid will
continue; compensation with the assurance that economles
resulting fram the formation of the corporation will in
part go to the sgharcholders,™**

{v) "Unification” of Coal Rogeliies.

6%. fThe nationalisation of ceal royaltilses which, because it
wzg carried out by a Conservative Government was given the

* Perhaps the nesrest parsilel was the compulsory Emalgama-
tion of the railwsy compsnies in 1921.

**+ F.Z8
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sweaber-sounding name of “unification™, was the imglamentatian.
12 years late, of ons of the principal recomendationz of the
famuel Commission. By the Cosl Aot of 1238, the wineral rights
in cosl were tramsferred from the Irivate ownera to the Coal
Commispion. The Government epbered into negotiations with the
representatives of the royalty-ownerz on the subject of compen—
sation, btut no agreement was reached. It wans therefore decided
to refer the cass to arbitration, the royelty-ommers sgrecing
in sdvance to accept the deciesion of the Tribunal, but the Gov-
eroment reserving its position until the decieion was bromilga-
ted. It undertook, however, that if it 4id not acoept the
finding of the Tribunal it would not roceed except by a%ree—
ment with the royalty-owners, Both gides had szreed that a
globsl sum om the basis of m sale between a wllling buyer and

& willing zeller was the principle to bs appliled, snd they had
further agreed that the anmual ro alty income, over the period
1928~-1934 was 4,430,000, The Tribunal's task was thersafore 4o
detemine the number of years' rurchase, and was specifically
Instrmcted to take into account

"Such variations, if any, in the smount of the net in-

uane 23 may reasonably be expected in the 1ight of its
gource or otherwise,™

It waz further instructed to make no allowance for the fect that
the acquisition was compulsory, or for any possible increase in
value which might result from the transfer of the property to

the State. The Tribunal, &3 has been sald, mads B thorough re—

view of the problem, snd promilgated its decision in the single
word “Fifteen™,

64. The naticnalisation of ceal royalties is clearly a guood
brecedant to follow wherever the circumstances render it poEg=
ible, though in many respects the sattlement of s glaobal sum
was far easier in this case than in others whers the maintain-
able net revenue 1s more difficult %o estimate, or where it is
dependent on the charging of such prices as the Governmsnt
ellows it to charga.
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APPENDIX ITT.

NOTE ON ANGILLARY UNDERTARKINGS

65, The mnalysis in the main memorendum has related princi-
pally to the finance of nationalising the reilway system
proper. There is also the problem of the many ancillary undex—
takings in which the Railway Cumpanies hold investments, or
which indeed are fully ¢wned by the Companies. These include
the directly-owned hotels, laundries, steamships, and the road
vapsenger and geods transport services in which the Companies
own varylng degreea of interest, not to mention the highly im-
portant Rallwey alr gervices. Any method of acquizition based
on a capitalisation of net revenue would, of course, cover the
buik of the directly-owned propsrties, for the net ¥ield, posi-
tive or negative, enters into the caleculation of the net rev-
enue ag defined for the wartime pooling snd rental agreement,
and for other purposes. The ounly sources of revenue omitted
in those agreements are those "derived from investments in
road transport undertsakings and from ownership of and invest-
Bents in railways in Northem Ireland or Eire,® In peacetime,
revenue from the Reilway Alr Services would be a further sddi-
tion t0 the monies omitted from the net revenue, while of
courge steamshipas have been ocperating at less than peacetime
capacity during the war, this no doubt being taken into account
when the rental was settled. :

66. This mesns that the problem of valuing hotels and zimilar
properties will disappear if a guaranteed or capitalised net
revenue ip adopted, and the same aspplies of course to the

Btock Exchange value, for this naturally takes into asccount
the esrning power of such ssests. There is one polnt worth
mentioning, however; din wartime the “other pool items’ includ-
ed in the pool but not in railway receipts, have shown a Beri=-
ous losa, for reasone comnected with the war. Thus, although
in 1937 they earmned £3,385,000 net, in 1943 they showed a debit
of £3,864,000; the "Pool net revenue" therefore, amounting to
£105,568,000 was really made up of £109,432,000 on railway
account, less £3,864,000 net deblt balanca on “other pool
items". T{(Compare Appendix IV ~ Table XXI). It i1s possible,
if, for inatance, a Nationsl Hotels Corperation were set up,
that the hotels might bs transferred to it, end thia would re-
quire special valuation. This would not be difficult, however,
and such a cont sney need not detaln us, The principsl prob-
lem would be the investments in ancillery road undertakings,
the amcunt ef whieh at the end of 1943 is set out in the fol-
lowing table, fuller details being given in Appendix IV,

Table XXITI:-

Table XTV.
A. In Asscciated Omnibus Conpanies. B, TIrn Goods Heuliers.

[ Carter Paterﬁo?, &
T.M.5, 8. 2,868,130 Eﬁ:‘;ﬁ?”%ﬁaéiﬁ §
: d
L.N.E.R, 2,348,552 %3?2{13°§§athe
i main-line
G’iWoR- 2,5“)}155 Gmp&nies). ) 3},183,564
Currie (INER 84,805
5.R. 2,105,675 Petrie 17,000
Wardie 1421959
J. Nall 135,049

9,622,470 2,263,357
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In addition, £4,714,805 is invested in Railway owned parcels and
goods vehleles, and £2,764,398 in garages and stables, but these }
are agsets of the Railway companies proper, not investments io
road undertskings. Investments in road undertakings amount to
£13,185,000, and represent a controliing interest in many, if
not; most, of the cross~country (and same town) 'bus services, ag
well as in the biggest national goods hauliers., It should bs
noted that Stock Exchange valuation naturally takes into sccount
the net revenue received from suech investmenta, since this nat-
urally enters. into the dividends paiq byY the Companies. More—
over, if the basie of a guaranteed income or capltalisstion of
net revenue were not "pool items" only, but "total net revenue,
including non-pool items", theze again would be covered.

&7. The method of valuing these investments clearly depends on
the method of socialising the transport system. TIf the whole
Bystem, Including road undertakings, 1s taken at one bite, then
whatever method is applied to roag undertakings as a whole will
Apply to those in which rallwey companies have & Ereater or les-
ser interest. The companies would then in thesory receive com-
pensation for their loss of roag fransport investments, though,
of course, the comparies should not recelve compenzaticn twice
ovar, (For instence, if the companies receive such Ccompensa-—
tion, the basis of cowpensation for other zssets should be the
income - or cepitalised value of that income ~ aceruing from
Pool items only.)

88, If the road interests are not nationalised at the same time
48 the railways then the new Authority or Corporation would be

8 gtockholder in the still "independent" road undertakings, thus
gtanding to them in exAactly the same relation as the private
companies today. This will hold good, teon, of any investments
in railway companies, €.2. in Fire (Northern Ireland mey or nay
not follow the mother country in natiionalising the railways),
outside the area of nationalisetion. The same would bs true, at
lsast pending a change in the Government's recently announced
echeme for ecivil aviation, of the Reilways' particilpation in
alr services, a point made claap by Sir Btafford Cripps in the
House of Commons recently, as the following interchange shows:-

Mr. Shinwselli— Will oy right.hon. and learned Friend say
whether that hatlonalisead railway system would have control of
the intermal air lines, and woulgd Play & smaller part as re-
Bpards the Furopean air services than is now Proposed for the
rallway companies?

Sir 8. Cripps:- That would depend upon the form of nation=
alisation Ghat %Eis House sdopted. The hon. Member knows as
well as T do that there are two @ifferent formms which can be
adcepted: you can efther take over the whole of the shares of
the railwsy company and put yourself into their position, or
else you can e€xpropriate all their physical assets., If Fou
expropriate their physical assets, Fou do not substitute your-
gell for the railwsy companies in thelr ownership of the
shares of this corporation; if you teke over the railway com-
paries as & going concsrn and gcquire all their shares, you
then put the Government in the position of the railways in
this Aixr Transport Corporation.
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AFPERDIX IV,

STATISTICS RELATING TO THE FINANCE OF RATLWAY NATIONALISATICN

Source:- "Universal Directory of Redlway Offioieis end
Reilway Year Bock" 154445, pp.l8e30,

{a} Iotsl Nominal Capital of the Rellwey Ocmpanies

Zable XV
Totel Loen apd Eharse Qoapltel et eod of
1543 (inoluding neomivel wsdditions snd

deductiong )l
Compergyr £
Great Wostorn 249,77%,21%
Londom Midiand end Scobtiah 415,776,857
London and North Eaastern STE, 545, 843
Scuthern 1&9:290!'0&5
1,109,4856,726
Hatosr 1. For dafinition of tevms asa
(B Datailed Acocunt of Shers and Loanl Capitel
S s
Warhet #rice
. Amount 1:1;1:1: “;::;' 1:“ Quatatione
Company Coiegory of Capital [TTITY ) dand  In 1983 at & slngle
E dats
94y Mag. Min, 1.4 45D
W Ra lul. Capltal Stopk
15F tommalldsted srdimary %, 989,732 44 4% AT 584
{15k %% Rent-charge 1, To4, 24 L 1k I FLi
11150 3% Connnla So37enas 29,818, 53 5 134 Izpd 33%%
1frl 35 Canncky Prefecance Stock M, a7, Faud i kang  in# 1714
(vl 2% Awdeamabln Praf, 119400 5,845,312 5 110 1pé ey
(b)Y Loam Cupltmi? il
[el! 255 Debanturan 1,727, 09718 Tk 17 1E ‘T
Cvll N1 Dwbentures 2T, 780, T1u 9 L 1174 30Tk 11hd
o111 %% Dakenturs Stock 2,009, vk “k i1y 108E ey
1lx) wii Debantury Stoah 4.4 1%, 317 [ izHg 11k 1733
(ul B4 Debemtwrn Stock %, A5l ERsl0 % 158 17 1304
Lub,3,E, tal- Capltnl Stoak o ;
(11 ordieary 95,302,441 2 Mg m 294
1151 % Guarentesd w0, £53; 516 12 . w7 484 1034
11117 w2 Fraferwmon Stook 118,408, 76213 4 aas 13 188
1l¥) 3% Rederantly Prefarengs Stook nid, 13k 5 1p 152 ime
Ivi WS Prefersnos itotk 1923 40,333, a7 1% § (111 58 5ok
Lkl Loan Capltel 1
Lell 0§ Dpbpnturn Stock 1, 792, 04 ald ] 1094 Lng* 1954
fvill B4 Red. Dob, Stoew 110521 1350, 530 5 11li 10 1054
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lntarast Markut Frilce

Harhot Price

- = r— - -———— —

I Hamge Ta Juotathona
Compeny Category of Capltal :::::,; ::I,:l” 1;43 nt -d s lngis
5 1943 Mar. W ln, W.::ii
LM, EN, {a} Capltel Stoch
{1) %% Pratarrad Grdinary v, b6, gasld - 113 T4 Th
"(L1) Gafarred OrdlInary 38,923, 82017 - ]i & 3k
LI 4 et Guerantesd 3iook 13, 06h 83218 4 102 9% Lozd
Livl 4% gnd " .. 27,698 ;zggn ¥ ggi ang LT
[¥) B% Lyt Proferunce L8, T3, 45020 L3 fikg 5Tk 4R
“Avll 59 Redasmabie frefersnce 4,014 40021 L] e 83 102
. 119881 :
tv1lr 45 2nd Prefafehon 4k, Lex, 18027 b1 368 304 L1
i1 Lamn {:-Eitﬂ
w111 3% Debenturs 47,822, y338 3 " BhE ek a4a
[ful &5 Dabanturs N1,432, 27 ¥ mgﬁ 1024 7
{34 5% Med, Debantury {3547 Ta T84, 570 5 10 102 104
Icf! 938 Ednking Fund Dub. 4, ha0, poe T L 104 103k FT.
LILE lap Cupiral Stock :
L1} Preferred Ordinery I‘.I'.jﬁil'.llﬂ‘lﬁ L] Bg 124 7?3
(11) Defprrad Ordinmary o, 450, g 227 1 i i ™
(11 5% Guar, Frafaréncs N, 328, L6226 ) 134 i 114
{1#) 3% Rpd. dusr. LEGRD) 1,000,000 L 117 bLaL T 1i5d
ivl &z Praferance %, 897,19 2Y 3 1iok 107 1708
(vi? 53 Agdewmible Prof, {150%] 7,800 008 5 11% wed 110
tel Lodm Cupitel
Cwli] %5 Qabantvrs Stoch 34,482, 00427 ] nmr 106 115
tell}d 5% Debanturs 3l 019,533 5 131 1% 13
1} %% Audeemabin Gue, d1962-1) W, TH; 0 [ il2 Lok 1
{x} %% Rmd, Beb. {1970.801 7, 500,000 ¥ 1z 187 i

Jotas to Table XVI

1. The figures of loan cepitel are exoluszive of certein aspecisl loana,
sonmities, sato. s follows:iw
g. MR, {i) £47,%00 in rospact of Roas end Mommouth Reilwey Co.
{1i) £7,085,958 from London Heabrlio-Transport Finance
Corporatlon end Rellsmy Finanoe Corperatilan.
L.M.8.R. (i) £8,311,364 from Railwsy Flasnes Qorporation Lid.
LH.E.R. (1) £250,000 at 3% boing a Midlend Reilmay (L.M.S.) loan.
{ii) £18,%12,510 from London Elestris T.F.C., snd R.F.O.
8.R. {1} 5.B. Railway (Boading} Annuities, $24,904, 8. Bd. pabs
on cepital sum of L486,940.
(1) £5,929,811 from R.F.C.
2, Leea &5 ,246,808 tomine) deduotions.
5. Leas £83,787 nominnl deductions.
4, Inoluding £1,572,726 nowlnal sdditicnr.
5, Leaa £2,016,085 nominel deductions.
8. Issued 1825 et 95%.
7. The difference betwesn tho totel share and loan capltal as shown here and
as glven in Teble ... ig explained by the £47,300 lcan in respact of the
Rogs end Mommouih Co., ges Nobe 1.




2.

9
13,
11.
12.
18,
14,
15,
18,
17.
1s8.
15,
20,
2l.
22,
23,
24.
26,
26,
2T
28,
20y
30,
31,

1928
1929
1950
1331
1952
1933

1934
1935
1936
1057
1938

._5'?‘-

Lagas £77,11% nominel deduotions.
lesy £533,434 nominal deductions.

There are In ediition emmities in respect of the Stratford Canal.

loss proportion of £6€,903,676 net nominal deductions.
Inoduding £7,451,573 nominel additions.
Inojuding £3,309,199 nomine] additiong.
Lesn proportion of £6,503,675 net nominel deduotions.
laza £5,239,349 namlnal deductions.
Including £952,266 net nominal edditions.
" £3,683, 291" "
" £3,124 882"
" £5,084, 77"
ol £2,675 ,A6A"
Offored 1925 ot 50%
Including £21,923,530 nat nominal additions.
. £12,a68,129 " " 12
L £3,875,508a " " i
Exoluding £50,000 redesmad on lst Jarmery, 1944,
Inoluding £5,017,374 net nominal additions.
] £?05'm L o "
Leag £570,324 net nominal dsducticna,
¥  £7,314 228" * "
Ineluding £210,704 net nominal additions,
Ippued 1925 at 99%

2 a4 =

[ ]
b
i

s} Capital Iasued mnd Grosz and Net Beceipbs 1928.38
&11 compaples exoluding LeP.TeB.)
Tegbhle XVII,
Total Coplital Railways and Ancillery Businessea
lagusd Hot Redelipto
{inoIuding Groes b {exoluding
Homingl Resoipta BP9 Fe  Mniscallensous
ed ditions) revenue®)
-8 £ £ £
1,110,260,556 B1l,241,107 172,508,768 58,332 824
1,112,200,652 213,209,576 170,988,419 42,271,156
1,116,738,056 201,738,888 166,495,677 35,243,263
1,119,624,324 384,580,905 163,051,634 30,929,271
1,124,578,748 189,404,470 145,062,971 24,541,499
1,126,721,068 165,579,189 142,646,849  26,933.320
1,126,639,628 175,561,126 147,151,361 29,408,772
1,127,075,685 179,233,360 148,504,741  S0,928,508
1,187,066,141 188,489,767 182,182,845 34 ,28¢,922
1,227,020,70T 195,427,770 168,966,183 36,461,587
1,126,946,067 187,666,955 159,078,169 27,650,798

Net Revemuo

£

41,788,157
45,815,108
18,520, 691
34,162,830
27,194,501
29,689,089
32,264,606
33,695,058
36,527,499
13,684,383
29,757, 554
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(¢) Pricez of British Railways' Ordinery Stook

Toble IVILI
(Totel smount Issueq) el Praff'ﬂigii;r. 8.W.R. Er;'g‘.]mnaf.
£96m. | f42m. | £3&m. | £4%m, | £28m, | E3Im,
Trices ntl‘ggginning of 7 o2 21 865 i i
1827 763 513 18% 88} Y83 442
1928 76 45% 173 55% ¢ TR
1529 52d 233 11 a0 75 51
1830 65 35 1% 71 12 2ok
1531 33 16k 6 68 65 223
1932 183 11% 68 a2 3TE 10
1933 133 Z 43 S0k 24 9
1934 263 21 8% 54% &4 20
1935 21 14% Y 51 74 22 |
1536 18 10 55 50 83 21
3537 36 12 g 64 §7 26
1938 30 8t 48 64 ar 20%
1938 1% 43 28 28 58 128
1540 16 4 22 37 86% 14
1941 15% 5 1E d2p 46% 10%
1542 19 4 2% 45 32 15
1943 28 g 43 sY T4E 285
1944 3¢ 10% 6 62 76 253

Sourse:— "Bailwsy Yeer Book" 1943-44 5.432
" and 3944=45, p,430.
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LB, . & LE. G, SOTTHERN
1828 1237 1338 1929 1837 1938 1028 1837 1928 1529 1937 1938
Gross Raseiphs
Tod Twey receipts 73,195 | 67.254{ 64,212 | 55,661 |48,087 48,656 | 1,028 | 28,111 | 26,829 22,993 ) 22,112 22,012
of whinsh Pnasengers i 21,764 | 20,872 50,548 14,257 | 13,153 1z,812 | 95,532 8,600 a,458 34,478 | 14,661 14,658
Merchendlee ﬁﬂn.nu...u,....m”_ 21,99 18,828 17,224 | 15,543 12,8618 |11,85% 8,323 | 7.817 7.511 5,125 2,852 2,580
Miperels & Merch. (1-6] g.830| &,518| 5,414 | 5,69 4,008 | 4,086 »,887| 2,565 &£,008 823 B80S 504
osl, Coks etc. 14,18a| 15,850 33,325 | 14,18 13,179 |12,488 6,504 | 5,919 5,585 1,70 | 1,832 1,818
Anciliary recelpts B.456| 6,62z] 8,24l | 7,734 | 7,848 6010 | 5,166| 4,475 4,211| 8,514] 3,867 3,455
Total Gross Recelpta 61,861 75,856 | 72,458 | 63,295 S8 430 |55,666| 36,184 32,687 | 31,040 08 507 | 25,681 26,468
EH&E
Redlway expendlturs 68,163| 53,508 | 63,556 | 43,288 | 39,540 a0,5¢1| 24,309 | 21,795 | 22,195 18,176 | 17,244 17,756
of which Maintensmoe of Way & Works 7,670 7,570 7,670 E,015 5,571 G,140 4,048 4,858 3,564 I,4T4 3,528 3,590
" " Rolling Stook | 10,289) 8,882| 8,806 960 | 8,484 | 8,550( 4,118} 35,455 s.ez6| 2,017| 2,526) 2,572
Looo ruming expunsea e 07a| 13,434 13,498 | 10,419 110,017 10,151| 6,523| B.541| 5,459) 4,208 4,365 | 4,582
Traffio expenias £0,818 14,883 19,584 14,653 15,187 13,321 8,144 7,523 70T 5,691 5,268 5,435
Ansillary expenaes s .ms| 8,592 8,29 | 7,812 7,263 £.999| 4,900| 4,829| 4,198 2,739 2,70 2,691
Total opersticnal &Xpanses 66,878 61,080 61,650 | 50,89 45,798 |47,540| 28,208 26,122 26,589 | 20,914 | 19,984 | 20,427
Tet Reosipha 14,79%| 13,866 10,803 | 12,400 9,651 | 6,026 6,975 6,466 4,650 5,593 | 5,617 5,041
ot Reverus (8} 17,175| 14,856 11,548 | 15,061 10,107 e ess| o198 6,888 | 5,04 6,548 6,892 5,542
ATFROFRTATION
Goperel end ponblngencies raserve vee vra ver 00 150 | can one 100 | Dr.100 - ves L
Irtarest on loans &nd Debentwras 4 4864 4,439 4,439 4 033 4 2232 4,220 1,560 1,650 1,650 1,754 1,543 1,945
Rent charge end guaranteed stooks 1oeza| 1,628| 1,628 | 2,428 2 431 | 2,431 1,678 1,678 1,576 466 15 816
Fref, sbooks §,B47| 6,848 5,241 4,776 5287141 Fil 1,771] 1,768 | 1,767} 2,135 2,156 | 2,135
Equity stocks - Emrned 4,357 1,483| Wl 1.%85 | Fi Wit 3.501| 1,792 | (v).53| 2,288 | 1,858 1,248
Faid 4,284] 1,428 Fil 1,271 _ Hil Fil g 220| 1,77 215 | 2,167| 1,861 1,379
Fals % &% B {ord) ¥il Brproorall Hil Hil qw.wh.nu_ alord) a{ord) {pf. B 5 B
(ar. 2% 1k | ¥
Jarriod forward 212 54 131 Bl 24 L] 165 352 87 162 22T 85
Mp”_ In¢luding net reosipts from jolmt Iinem and net missellanscus recsipts
b} Before credlting £100,000 from ecntingeney fund
{o) Wo payment on & p.c. Twef. stosk 1323
(2) Full payments on & p.c Pirgt pref. and 5 p.o, redeemsble prefl. stooks, and 1% on 4 p.c. msoond wrefe o .. rThe _—

e o L S W W —————— e =

Pt e o

Z0h Maroh 1939 p.450
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ds Traffio 1826-38

Tabla XX
Fell Fall
1929 1987 1938 1929%37 192038
Willicns of tons 4 £
Merohandige (ex. Classes 1-6) 7E.2 70,4 62.9 10.0 19,5
Minarals, Merchandize (Cl. 1-5) 79.4 72.9 5o.l 8,2 25,8
Coal, Coke eto. 242,82 220,2 202,53 2.1 18,4
All Classes 599,8 363.6 324.4 91 15.8
Traffie
L. M. 5. L.K.E, G.H. S.R.
1920 1837 1038 1920 1957 1938 1920 1937 1938 1929 1027 1938
GOODS
Merohandiem (ex.C1,1-8)
m. tona 32.0 29,8 26,0 26.7| 22.3 19.8 14.0 13,5 12.4 | 5.5 5.0 4,7
per Hm 13/8,90 | 12/8.79| 13/3.151 11/7.856| 11/3.65| 12/0.98] 11/10.36| 11/8,07| 11/8.08( 11/2.05) 10/6.66] 10/11.98
per ton mile{d) 2.54 Le9| {z.01}| =2.1& 1,87 2,51} 2.15 1,82 M.EW 2.81 2,43 2.5%}
av, milas 70.87| 76.58| {78.851)] e5.20 | 72.80 | {75.81}] 65.30 74,88 | (78.17)| 4B.49 | 52.02 (53.32)
Minerals snd Mepchandize . ! ;
{c1. 1-8)
. tons 22,8 80,8 | 25.2 25.0 26.9 22.5 13,0 12,2 9.8 5.9 5.0 2.3
per tom 4/2.25| 4/2.85| 4/3.61 { 3/9.73 | 5/7.85 | 3/n.02 | 4/a.30 | 4/2.82 | 4/8.65 [4/3.25 14/1.59 | 4/5.50
por ton miis{d) 1.0% 0,87 {0.97) 1.18 0,97 FEW 1,15 0,53 (0.85) 1.31 1.0 {1.00)
av, miles 486,83} 52.29| (54.43)| 3.5 | 45,12 | (48.08)| 45.49 54.68 | {57.78)| 59.09 | 48.82 {51,10)
Goal, Coks, ats.
m tona 84,7 78.8 | 72.9 94,4 86.6 78,7 54,8 46,4 42.6 B.3 8.4 8.2
per tun s/a.18| 3/5.58| 3/7.87 | 2/11.88| 3/0.49 | 3/2.09 | 2/2.48 | 3/8.e4 | 2/7.55 |4/0.87 |3/10.45 | 3/11.35
per ton mile(d) 1,05 1,05 _“H.EW 1.07 Loy | (L.13)| o.82 0,91 | (0.93) 1.38 1.52 ﬁ.amw
av. niles s8,18| 39.81| {4i.69)| 33.57 | 34.23 | (34.32)| 3110 53,65 | (33.93)] £5.85 | B5.17 (58,59
411 CGlamases
n tons 146,% | 139,1 | 124.1 | 153.0 | 185.8 | 120.8 81.8 72,0 64.8 | L7.B 16,4 16.2
por ton s/e.10| &/7.27| 5/9.55 | afs.2z | ¢/5.2¢ | a/8.60 | 4/8.79 | 4/5.62 | 4/7.86 |6/a.42 |B/11.22 | €/2.05
per %ton milefd) 1.47 1.34] (1.36)] 1,40 1.28 | (L.34)| 2,38 .20 | {1.28)} 1.9 1.87 {1,73)
Wy, miles 47,82| 60.58| (52.18}| 40.53 | 42,83 [ (43.68)} S0.57 45,08 | {45,19)} 40.5¢ | 42.84 | (43.86)
Passengers (at ) 7| ss0.5 | 308.7 |ems.6 [ ew.e |11 1323 | 1158 [ 1001 |0 fzess | oess.s
Noa. earrisd 1lione 515. . . g ' . i e a . : i
Average fare 1/2.58] 1/1.15| 1/2.22 | 1/1.85 | 1ouss | w180 | L/s.s2 | 1/4.30 | 3/5.82 1146 |-/30,18 | /1154

F

T A . nm wge— —a

* Tnoiuding workmen: exeluding asesen ticket holders

PR ey —————— L
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Teble XXT

{The Railmays include the four Main Lines and alx Miner Rallweys}

1837 Index Index “ Indax #Hﬂnmﬂ
(Egtimeated) 1980 jhmeas| I8 jospene %2 gm0 1% 1e37edoo
Gzons Regelpta:- £ £ £ P £
1, Pasg=mger 105, 689,000 104,786,000 98,98 132,106,000 | 124.78 183,544,000 154.48| 336,281,000 375.56
2. Frolght 54,550,000 104,498,000 148.80 | 158,828,000 167,99 178 668,000 188,84 | 190,508,000|201.51
2. Misoellaneous 1,664,000 2,709,000 162, 80 2,903,000 |174. 46 3,285,000[{187,42| . 4,490,000|269.83
4. Total Croes Hscelpts 202,083,000 247,992,000 122,72 293 ,0855,000] 146,40 345,487,0001 150,97 381,872,000{158.87
&, Expenditure 153,256,000 205 480, 000] 124,64 224,635,000 138,82 251,715,000 154,18 a2ve,247,000] 166, 76
8. Net Reoaipts 38,827,000 44,512,000(114.84 67,199,000]173.07 o1, 772,000 236.38| 109,452,000| 281,86
7. Other Ttens of Receipha and
Expenditurs lpeluded in the Poul
{net) (Steamships, dosks, hotels,
solleotion apd delivery of pgocds,
rents, interest smd other 1temn )} 5,385,000 Dr,1,740,000| FL.G67 Dr.2,074,000 | 8L.27 Dr.2,6848 ,000| 78.17 Dr.3,864,000|114.15
8, Net Revenus of the Ponl 42,212,000 42.763,000(101.51 85,125,000|151. 28 B9, 1268,00031211,14 108,668 ,000| 250,09
0, Govermment Share - * 21,568,000 45,557,000 ... 85,093,000
10. Comtrolled Railways and L¥YTE share * * 45,468,000 45,458, 000) ... 43,465,000
11. Net Revenue mecrning to the four
Nain Line Railwny Compenies and .
LFTA (inoluding non=pool Sbems) 43,265,000 43,419,000 44,608,000 44,577,000 44,992,000 ...
12, Standard Revenus 6§,800,000f 66,900,000 ... B6,500,000| ... 6,500,000 ... 66,900,000| ...
1z, Cepitel Receipts 1,211,400,000(1,211,400,000] ... [L,211,400,000; ... 1,211,400,000| ... |1,211,400,000
14, Fet Revenue (acoruing tc the fewr
Mpin Line Railway Compeniea and .
1PTB} per cemt. of ovapital reseipts 5. 577 5.56% 100,286 s.68%  |102.08 5. T1% 108,82 B. 715 103,82
15. Kot Hevenua (meorulng to the feour -
Main Jine Reilwey Compsnies sod :
LPTR) per £ of gross receipts 4a. 3. 32, B4. §2.05| Be. O4. 70,69 2z, Td. £0.78| 2o, 4d. 54,80

% Pregent agreement operated fram Slat December, 1843,

Sourcs: The Boonomiet Merch, 194%.




(h) Return on Capitel Exverditure by Cetagoriss {apseimen yeers 1929 and 1837-38}
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Table XXII
T NS, L.F.E. G.W. S.R.
1929 1537 1038 1925 | 1937 | 1938 | 1920 | 1537 | 1538 | 1929 | 1837 | 1538

Rallmage

Capital expenditure (Sms.) 32,9 389,0| ®9Ll.5| 285.5| 291.7] 296.0{ 1a4.1| 161.8| 152.8| 238.6] 145.8) 14T
¥ot receipba (5000} 15,025.1}15,636.4|10,856.312,278.5| 9,646, 2| 6,114. 8 7,141.6|8,318.0( 4,636.1 4, 818,0{4,869. 8/ £, 275, 7
¥ot receipta as % of Capital 4,2 3.5 2.8 4,3 5.8 2.1 4. 96 4.2 5.0 5.5 3.5 2.9
Sheamboats

Capitel expsndtturs (fums,) 5.8 2.7 2.7 2.8 2.9 2.9 0.5 0.4 0.4 2.6 2T 2,0
Yot receipts (£000) 208,2 | 30¢.3 | 206.7 | WL5 | 49.0 0n17.9 |oedu2 | 20.0 | 28.5  {432.2 |38%.5 | B9V.7
Net Reoeipts parcentage 6.3 11,3 7.9 5.2 LY 4.8 5.8 | 17.6 | 2.3 | 1la.4
Dooles :

Hapital expenditurs {fima. ) 10,3 10,2 10.5 25.0 26,0 | 25,0 | zo.¢ | 2.0 | 20.9 g.1 | 13.B | 1.0
Net receipta (£000) or. 87. 5 55,2 [or.25.1 | 188.3 | 247.2 | 82.5 {580.0 [342.4 |8202.1 |¥18.7 {37%.4 |336.8
Wot receipts ms % of Caplisl - 0.4 0.8 1.0| 0.3 2.7 1.8 1.0 5.5 2.7 2.4
Eotels

fepitai expendibure (fams.) 5.1 B,1 5.1 2.6 2,81 2.8 0.2 V3 0.5 1.6 13 1,3
Not receipta {£000) 4280 | =s3.8 | 33L,8 | 210.9 | 165.8 |13%.1 | 61.5 | 40,6 | 46.9 | 1B.1 | 25,1 | 26.2
Net receipts as % of Capital 8.4 7.0 €05 8.1 6.0 | 4.8 | 34.5 9.4 9.1 1.2 2.2 2.1
Hon. Reilway Land

ﬂm.Hum.._um.”_. %&.Hﬁ.ﬁ—.ﬂ-ﬂ .HEN!U Kim H.M.Iﬂ H.N.-_p .H..H.-P H._“..-.H. m!m N.-_m u_lu.- “lu. mhm mtm mlm
Nat receipts (£000) 834,56 | 771.6 | 7To4.9 | s47.5 | 504.8 |Bid.6 |19L1 |218.7 |215.2 |413.8 [468.8 [469.5
Het recaizgts nz § of Capital 6.1 8.1 6.4 4,8 £.0| 5.2 8.5 A 6.9 7.7 8.9 8.5
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(i) Investmenys by Hain-line Railway Compsnies in other UTnder— |
EE .
|

fable XXITL

Com Undertak in which Amount Subscribed

fan& %utal IEveaE%anE heLld

subscription)

G.W.R. (i) Fishguard & Bosslare £794,500 @ 3% deben-

{ £4,999,545 Rallways and Harbours turea; &£220,994 @
preference; £500,000
ordinary. &

{ii) L.N.E.R. £280, 360 under Greal 3
Gentral Ackt, 1897 8. 67. 3
(iii) Hepmeremith & City | &
m" 55515m" 1 )
{iv) Birminghem % Midlad - [
Motor (mnibus Go. £411,500 ordinary. H
{v) City of Oxford H
Motor Services £123,868 ordlnary. ]
(vi) Crosville Motor '
Services £l48,212 s %
(vil) Devon General &
fmnibua Co. £62,945 " || £
{viii)Hay's Wharf £795,808 @ 6% preference .
and ordinary. i
{ix) Thames Valley
Traction £93,710 ordinary.
{x) Western Naticmal £1,26%,378 6% prefer—
ence and ordinary.
%xi) Western Welsh . £196,520 ordinary.
xil) Penarth Fentoon

Shipwsy & Ship-repairing
Co. £37,750 4% deb.

£13%,500 snmuities.

Jointly with L.M.6.R., and 8.R., owns 99% of capltal of
British & Foreign Aviation Ltd., snd jointly with 5.R.,
gll capital of Channel Alrways Ltd.

(xiii) Swindon Water
Board

TLi.M.5.He {1} Dundalk, Newry & £383,915 shares and

{£11,549,351) Greenore Railway £133,200 debentures.
{ii} G.X.R. { Ireland) £4, 629 4% debentures.
(iil} G.8.R. i £126,800 shares Horth

well extension lines
1 and 2; £87,000 &%
Hew Rose and Waterford
Txtension Rallways
granhesd stock g
£100,000 loan.

(iv) G.W.R. £85,000 %% pref. and
£429 consol. ord.
(t) IL.N.E.R. £250,000 loan, £33,300

4% end pref., £16,650
pref. ord., and
£1%,320 def. ord.
(vi} Whitechepel & Bow
RIWY. £600,000 shares.
(vii) County Donegal
Railwaysz £491,091 capital.
(viii) Midlend & G.N.R. -
Jt. Qttee. £864,269 capital. j
{ix) Somserset & Dorset )
Jt. Cttee. £2,207,214% capital.




- 64 ~

L.M.5.R, {xz) Tottenham & Hampatead
{contd. )} J4. Ottee. £127,183 lean and
£1,151,804 capital,
zxi) L.P.T.B. £691,447 loan.
x11) David MecPBrayne Ltd. £199,940 capital.
¥ili) Hay's Wharf £795,992 pref. & ord.
{ziv) Jos. Nall & Co. £1325,049 pref. and A
and B ordinaries.
xv) Wardie & Co. £142,9%39 B ordinary.
xvil) W. slexsnder & Sons  £187,500 pref. & ord.
xvli) Bimingham & Midland
Motor Omnibusg Co. F£523, 4235 ord.
(xvili) {rosville Mo%tor
Bervioes £412,502 ard.
(xix) Cumberland Motor
Services £77,653 ord.
{(xx) East Midland Motor
Services ~ &£20,804 ord.
{xxi) Eastern Counties
Ommibua Co. £51,896
{¥xii) Bastern National
Omnitus Ca. £109 47 "

(xxiii) Hebble Motor Servs. &37,500 '
(xxiv) Highlend Transport
Ca. 14,767 ¥
(xxv) Lincolnshire Read
Car Co. £25,277 "
(xxvi) North Western Road
Car Co. £246,156 "
Exxvii) Bibble Motor Servs. £384,726 "
xxviii) Secottish Metor
Traction £157,377 "
Exxix) meent Motor Traction £149,335 "
=xx) West Yorkshire Rosed
Car Co. £125,591 "
Exxxi) Yorkehire Traction  £65,075 pref. & ord.
zxxii) Yorkshire Woocllen
District Transport Co. FE8,855 ord.

Joilntly with G.%.R. and 3.R., owns o9% of the
capital of British and Foreign Aviation Ltd.
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L.X.E.R. 1) W. Alexander & Bona £187,500 ord and pref.
(A, 227,184) {11) Carter Pateraon g£535,749 = U "
g 1ii) Currie & Co.
. {Hewcastle) £84,808 ord.
(iv} Derwent Valley Light
Riwy. £5,000 n
¥) E. Midlend Motor Servs. £41,606
vi} E. Yorkshire " s £120,411 ¢
vil) Eastern Countles
Omnlbus Co. £231,061 ¥
{viil) Eastern National
tmhibug Co. £199,743 " .
Eix) Hay's Wharf £459,921 ord. and pref.
X} Hebble Motor Services £12,500 ord. ;
(xi) Hull & Netherlands -
Steamship Co. £184,004 ord. and pref.
Exﬂi) #ull Scuth Eridge Co. £10¢,000 “ J " ‘
xiill) Humber Graving Dock
and Engineering Co. £15,000 oxd.
Exiv} J.W., Petria & Co. £17,000 i*
¥7) King's Iynn Dock &
Riwy. Co. £20,000 ext, cap. ord.
{xvi) Linecocinshire Road
Car Co. £68,357 crd.
EXYii) L.F.T.B. £50,000 rent charge.
xviii) Metropolitan & &.C,
gt. Cttee, £19,500
(xix) North Western Road
Car Co. £1235,078 ord.
{xx) Northern Gemeral
PTransport Co. £349 438 ord.
(xxi) River Wear Commiss~-
ioners £74,050 funded debt.
{xxii)} Scottish Motor
Traction £15%,376 ord.
{xxili) Sheffield & South
Yorkshire Navigueion Co, £540,000 "
(xxiv) Sutton Bridge Dgg% 00,000 ord. and |
¥35,000 nortgages. :
{xxv) Trent Motor Traction i
Ce. &7%,661 ord. f
(xxvi) United Automeblls
Bervs. £514,967 ord. and pref.
(xxvit) West Yorkshire
Road Cax Co. £125,592 ord.
{xxviii) Wilson's & N.E.R.
Shipping Co. £41,250 ord.
(xxix) Yorkshire Traction
Co. £65,074 ord. end pref,
{xxx) Yorks. Woollen Dist.
Prangport  £44,4256 ord. .
|
S.R. %i) Carter Paterson £335,749 pref. and ord,
(E7536,024 ) 1i) Hey's Wharf £460,275 % pref. & ord.

Jointly with L.M.8.R., and G.W.H., omms 99% of the capiftal
of British end Forelgn Aviation Itd.

Through their interest in Carter Paterson and Hay's Wharf,

now merge

4, the main-line campanies conbrol this group,

including the assoclated company of Pickford's.
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