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1886.
NEW ZEALAND.

CHARGING INTEREST TO CAPITAL DURING CONSTRUCTION
OF PUBLIC WORKS

(PAPERS RELATING TO).

Presented to both Houses of the General Assembly by Command of His Excellency.. NO. 1.
The Colonial Treasueee to the Agent-Genebal.

Sib,— The Treasury, Wellington, 26th September, 1885.
I have the honour to ask you to ascertain quietly and without undue publicity what would

be the opinion of leading financial and political men as to the propriety, expediency, and justifica-
tion of charging interest on the cost of large and special works, during the period of their construc-
tion, to the capital cost instead of defraying it out of the consolidated revenue. The works I refer
to are railways which, when constructed, will yield a revenue, but which, during construction, are
necessarily unproductive.

I may say that the Government have not even considered the expediency of adopting the
principle, but the question has from time to time cropped up in Parliament, and in view of its
possible consideration at a future time I should like to be able to show the opinion good authorities
holdupon the subject.

You areprobably aware that, as regards private companies, the question has been more than
once discussed in both Houses of Parliament in England. It may, however, be considered to have
some distinct features as regards its operation upon railways constructed by the Government. The
point seems to narrow itself down to this : Is there any reason of a commercial or political
economical nature that should make it necessaryfor a Government, which borrows money for
special great productive works, to burden the people with interestupon theircost before they are
finished and able to yield any return in the shape of revenue ? On the other hand, are there any
objections, in the case of such works, to the interest on their cost during construction being added to
the capital charge, and thus relieve the people of the burden of that interest until the completion
of the works ?

Iwould suggest that you should take the opinionof the Bank of England authorities upon the
subject, also that of the brokers of the Government; and, lastly, the opinions, if you could obtain
them, of two such eminent Chancellors of theExchequer as Mr. Gladstone and Lord Iddesleigh. I
am sure the latter, if you mention my name, will be kind enough to give you his view upon the
subject. I think also Mr. Gladstone, who has always shown himself willing to give his advice
when asked by colonial communities, will not object to do so in this case.

I should remark that I am not asking you to make these inquiries with any idea that such a
practice wouldbe adopted generally with respect to small works ; but there maybe certain cases,
such as extensiverailways, in which the course might be considered expedient. I should add also
that it must not be supposed I am referring to capitalizing the interest with the view merely of
postponing its payment; but lam speaking in reference to works from which there would be every
right to expect a considerable and constantly progressive return after their construction was com-
pleted.

I may observe that, according to the late official returns, the profits upon the New Zealand
railways now working amounted, for the year ending 31st March, 1885, to over3 per cent, on the
cost of construction.

I shall be greatly gratified also if you will, when enclosing the opinions of other eminent
authorities, favour me with your own views upon this matter. You will, I am sure, agree with ma
that these are questions upon which the colony, besides forming an opinion of its own, may justly
be anxious to know the opinion of those who, so to speak, have a collateral interest in the subject.

I have, &c,
The Agent-General for New Zealand, London. Julius Vogeli.
P.S.—Although I have marked this " Confidential,"I wish it to be understoodthat the Govern-

ment are to exercise their own discretion with regard to using it and your replies,
I—B. 12.



8.—12. 2

No. 2.
The Agent-Geneeal to the Colonial Teeasueee.

Sic,— 7, Westminster Chambers, London, S.W., 20th November, 1885.
I have to acknowledge the receipt of your letter of the 26th September on the subject of

charging interest to capital during construction of public works of a reproductive character.
I shall do what I can to carry out your instructions, but you are notperhaps aware that the

subject has alreadyengaged very serious attentionin the Imperial Parliament. A Standing Order
prohibiting the payment of interest out of capital, in the case of railway companies in the United
Kingdom, had been passed by both Houses of the Imperial Parliament, with the view of prevent-
ing evils which had been found inseparable from the great development of railway speculation, end-
ing in the commercial panic of 1845. Attempts had, however, been made to evade the Standing
Order, and in 1882 a Select Committee of the House of Commons took a good deal of evidence, and
made a report, with the result that the Order was amended, permitting interest to be charged to
capital in certain special cases. The question was debated in both Houses more than once, and a
number of papers werepublished, which I am collecting for you, when I shall have the honour of
writing to you again.

As regards your desire to obtain the opinions of Lord Iddesleigh and Mr. Gladstone, it would
not only be out of the question to take any step for thatpurpose during the general election, but I
do not think there would be any chance of my being able to approach either of those statesmen on
such a subject during the political excitement that is sure to attend the opening of the new
Parliament. I have, &c,

The Hon. the Colonial Treasurer, Wellington. P. D. Bell.

No. 3.
The Agent-Genebal to the Colonial Teeasueee.

Sic,— 7, Westminster Chambers, London, S.W., 30th December, 1885.
I now beg leave to resume the subject of charging interest to capital during construction

of reproductive public works.
I was very sorry to find, after sending off my letter of the 20th November, that I had used

expressions implying that you were not yourself familiar with the discussions which had taken
place upon the subject in the Imperial Parliament; for your own letter of the 26th September had,
in fact, expressly referred to these, and had directed my attention to the special point of whether
there might not be peculiar features to differentiate the case of undertakings by private companies
from the case of public works constructedby a Government.

I am still engaged in making the inquiries you desired, but in the meantimeI transmit to you
the following papers : (1.) Standing Orders of the Lords (No. 128), and Commons (No. 167).
(2.) Report of Select Committee of House of Commons in May, 1882. (3.) Debate in the House of
Commons, 7th June, 1883, on Standing Order (No. 167), with leader from Times thereon.
(4.) Debate in the House of Lords, 27th June, 1883, on proposed alteration of Standing Order
(No. 128). ■ (5.) Debate in the House of Commons, 2nd May, 1885, on the Eegent's Canal Dock
and Railway Bill. (6.) Division-list on the second reading in the House of Commons. (7.) Debate
in the House of Lords, Bth July, 1885, on the same Bill. (8.) Clause 12 in the Bill as passed.
(9.) Speeches and pamphlets.

These papers will serve to place clearly before you thecircumstances under which the principle
of charging interest to capital in certain cases has been recognized for private companies; and I
beg permission to accompany them with some explanatory remarks, which may perhaps be found
convenient for reference as a summary of what has been done in this country.

Before the passing of the Companies Clauses Act of 1845, payment of interest out of capital
could only be made if specially allowed by the Act itself which sanctioned the undertaking. In
1837 there had been three such Acts, seven in 1844, twenty-six in 1845, and ninety-two in 1846.
In 1847, new Standing Orders were passed by both Houses prohibiting thepractice altogether owing
to the calamities that had followed upon the railway mania of that time; and the Companies Act
of 1882 provided that no dividends should be paid except out of profits actually earned.

In the session of 1882, however, the House of Commons appointed a Select Committee to
consider and report whether StandingOrder 167, which contained the prohibition in that House,
might not be modified ; and on the 19th May the Committeemade their report, together with the
evidence they had taken.

The Standing Order had practically been evaded by variouscontrivances, one of them originat-
ing in a conflict between the Standing Order and the Companies Acts. If a company went to
Parliament for aprivate Bill, they were met by the prohibition of the Standing Order; but if they
registered themselves under the Companies Acts they could make a " regulation " for paying
interest out of capital, and then go to the Board of Trade for a provisional orderconfirming it. This
provisional order had to be itself confirmed; but, if it was confirmed, parliamentary sanction was
indirectly given to what could not be done directly by private Bill. A variety of other expedients
had been resorted to for evading the prohibition, the commonest, perhaps, being that of getting a
contractor to finance the undertaking, under an engagement to pay interest on capital during con-
struction ; but one of these expedients, in a railway case, led to an action before the Master of the
Rolls, whichresulted in an injunction prohibiting the payment, whereupon special clauses had to
be inserted in new Bills.

The Select Committee said they had found a.good deal of difference of opinion on the subject
among people best qualified to judge: but, on the whole, while allowing that much might be said in
favour of maintaining the old Standing Order, theyrecommended its relaxation on the following
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conditions: (1) The Board of Trade to report specially in each case; (2) interest to be added to
the capital of the undertaking; (3) but the powerof issuing debenturesto be only reckoned on the
capital exclusive of this addition; (4) payment of interest only to be made during construction, or
for such less time as might be authorized ; (5) interest not to exceed 5 per cent. ; (6) prospectuses
to notify the intentionof paying interest out of capital. Further, the Committee, having regard
to the bearing of these proposed changes on the existing law, thought the best wayto proceedwould
be by a general Act rather than by a mere change in the Standing Order; but such an Act was not
brought in.

In the session of 1883 debates took place in both Houses upon the proposed relaxation of the
Standing Orders. In the Commons (6th June, 1883) a scheme was introduced by Sir Arthur
Otway, Chairman of Ways and Means, differing in some respects from the Select Committee's of
the preceding year as ."allows: (1) Interest was not to exceed 4 per cent.; (2) it was only to be paid
during construction ; 18) none was to be paid till two-thirds of the share capital was issued ; (4) nor
on calls in arrear; (5) the interest was to be stated in the Bill; (5) and to appearin the prospectus;
(7) the half-yearly accounts were to declare the sum paid in interest; (8) penalties were to be
imposed for any unlawful payment.

Sir Arthur Otway, in support of the relaxation of the Standing Order, showedthat the Great
Northern Eailway had been allowed to pay 5 per cent, interest on capital for seven years, without
which the line could not have been made. The debate that followed is interesting, bringing out as
it does in relief the salient points for and against the relaxation. The opposition to it was said to be
instigated by the three greatest railway companies-—London and North-Western, Midland, and
Great Western. Mr. Chamberlain, President of theBoard of Trade, strongly supported the relaxa-
tion—not formallyon the part of the Government, but as expressing the opinion of most of his
colleagues as well as his own, and especially that of the Prime Minister, Mr. Gladstone. The
House divided, there being 131 for Sir Arthur Otway's resolution and 123 against, thus carrying
the proposal by a majority of eight. The Standing Order was consequently amended, and I annex
the new Order (167) in the shape in which it was passed and is now in force.

The Times, reviewing the debate, supported the relaxation on the ground that the Standing
Order hadbeen passed at a time of the wildrailway speculation, arecurrence of which need not be
feared, as things had changed since then, £800,000,000 being actually invested in railways, and the
railway system having become all but complete.

The subject was then taken up in the House of Lords, when Lord Eedesdale, Chairman of
Committees, invited an expressionof opinion upon a resolution in favour of amending their own
Standing Order in the same direction as the Commons. Lord Auckland objected to any alteration
until a general Bill was passed to amend the Companies Acts. Lord Cairns advised that the
matter should not be finally decided then, but be dealt with in the next session by a Joint Com-
mittee of the two Houses; and the Lord Chancellor (Selborne) opposed the relaxation; but Lord
Salisbury supported it on the whole as a device for " enabling investors to practise upon themselves
a wholly innocent self-deceit, in order to take back, in the shape of interest, what was really a
little of their own capital." In the end Lord Eedesdale's motion was negatived, and the Lords
retained their prohibition.

The Standing Orders of the two Houses were thus placed in conflict, and nothing definite
seems to have been done about the principle of the Commons' alteration until it cropped up again
in the case of the Eegent's Canal City and Docks Eailway Bill during the session of 1885. This
Bill was one to connect all the docks at the east end of London with the great railways, and
contained a provision allowing interest, to the aggregate amount of £660,000, to be paid out of
capital. A debate took place in the House of Commons on the second reading, when Sir Joseph
Pease urged, as Lord Auckland had done, the expediency of waiting for a general Act. Mr.
Chamberlain, President of the Board of Trade, again supported the relaxation, pointing out that
the Indianrailway companies had a guaranteefrom the Government which sanctioned payment of
interest out of capital. Sir Eichard Cross—now Home Secretary—opposed the scheme; but Mr.
Eitchie—now Secretary to the Admiralty—supported it, as did Sir Arthur Otway; and the second
reading was carriedby 187 to 117, a majority of seventy.

Upon the Bill going up to the Lords, the Earl of Eavensworth proposed to suspend Standing
Order 128; this was objected to by Lord Brabourne, Lord Selborne, and several other Lords, but
was supported by Lord Salisbury and the Duke of Eichmond. Lord Salisburyridiculed the idea
that Standing Orders were to be like laws of the Medes and Persians, never to be touched, no
matter how much industry they arrested or howmuch misery they caused. No one could deny,
he said, that it was in the House of Commons they must look for the men most conversant with
trade and financial mattery; and since that House, after much controversy, had removed the pro-
hibition, the Lords ought now to do the same, for it was the fault of the "Standing Orders of both
Houses that they had bound up industry too tight, merely to protect careless and improvident
investors. In the end, the second reading was carried by forty-six to thirty-seven, and the Bill
passed containing the special clause as to payment of interest out of capital, which you will find
among the papers lam now sending you. The company was authorized to pay 4 per cent, interest
on capital until the completion of the works, but the aggregate amount not to exceed £660,000,
and it was to be payable only if two-thirds of the share capital were issued and actually held by
shareholders.

Having given this case of a private company, it will perhaps be convenient also to give an
instance from the Indian railways referred to by Mr. Chamberlain, where interest on capital is
allowed to be paid under Imperial guarantee, and I am now looking up the Acts relating to those
railways for that purpose.

In the meantime, I may say that perhaps the best evidence you could have of the change in
the drift of opinion here, since therailway panic of 1845, is to be found in the division-list on the
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second reading of the Regent's Canal Bill in the House of Commons ; because the real issue was
directly taken on that occasion. The orderof the day for the second reading was traversed by an
amendment declaring that it was "not expedient to pass any railway Bill allowing the payment of
interest out of capital during construction of works, pending the introduction of a public measure as
recommended by the Select Committee in 1882 ; especially where such a Bill practically made the
alterationof the StandingOrders of the Houseretrospective." No one could deny that thechallenge
on the question of principle contained in this amendment was complete. Now, there voted in the
majority against the amendment Mr. Gladstone, Sir Nathaniel Bothschild, Mr. Shaw Lefevre, Sir
JohnLubbock, Mr. Childers, Sir Michael Hicks-Beach, and Mr. Leonard Courtney, all of whom are
financiers of the highest authority, to say nothing of Mr. Chamberlain, Sir William Harcourt, Sir
Charles Dilke, Sir Henry James, Sir Arthur Otway, Mr. Eaikes, and others equally eminent as
statesmen. The principle was expressly affirmed by Parliament, and it may be said that, so far
as private enterprises are concerned, it is quite accepted in this country, as it certainly is in the
city. I have not yet had an opportunity of consulting the Governors of the Bank, but I spoke to
the Government brokers, Messrs. J. and A. Scrimgeour, and they have no doubt upon the subject.

You arepleased to say that you would like to have my own opinion, and I shall take an early
opportunity of expressing it for what it may be worth; but I am confining this letter to the story
of what has been done in the Imperial Parliament. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Enclosure 1 in No. 3.
Payment of Inteeest out op Capital.

Copy of Standing Order No. 128 of the House of Lords.
A clause shall be inserted in every EailwayBill prohibiting the payment of any interest or dividend
out of any capital which the company have been or may be authorized to raise, either by means of
calls or of any power of borrowing, to any shareholder on the amotmt of the calls made in respect
of the shares heldby him, except such interest on money advanced by any shareholder beyond the
amount of the calls actually made as is in conformity with " The Companies Clauses Consolidation
Act, 1845,'' or "The Companies Clauses Consolidation (Scotland) Act, 1845," as the case may be.

Enclosure 2 in No. 3.
Payment op Interest out of Capital.

Copy of Standing Order No. 167 of the House of Commons.
A clause shall be inserted in every Eailway Billprohibiting the payment of any interest or dividend
to any shareholder on the amount of the calls made in respect of the shares held by him, except
such interest or money advanced by any shareholder,beyond the amountof the calls actually made,
as is in conformity with "The Companies Clauses Consolidation Act, 1845," or "The Companies
Clauses Consolidation (Scotland) Acts, 1845," as the case may be; and except suchinterest (if any)
as the Committee on the Bill may, according to the circumstances of the case, think fit to allow,
subject always to the following conditions : (1) That the rate of interest allowed by the Committee
do not in any case exceed 4 per cent, per annum ; (2) That interest be allowed to be paid in respect
only of the time allowed by the Bill for the completion of the railway, or such less time as the
Committee think fit; (3) that payment of interest be not allowed to begin until the railway
company have obtained a certificate from the Board of Trade to the effect that two-thirds at least
of the share capital authorizedby the Bill in respect whereof interest be paid have been actually
issued and accepted, and are held, by shareholders who, or whose executors, administrators,
successors, or assigns, are legally liable for the same ; (4) that interest do not accrue in favour of
any shareholder for any time during which any call on any of his shares is in arrear; (5) that the
aggregate amount to be so paid for interest be estimated and stated in the Bill, and be not deemed
capital within Standing Order 153; (6) that notice of the company having power so to pay interest
be given in everyprospectus, advertisement,or other document of the company inviting subscriptions
for shares, and in every certificate of shares; and (7) that the half-yearlyaccounts of the company
do show the amount on which, and the rate at which, interest has been paid; and the company
shall be authorized by the Bill to pay interest accordingly, but not further or otherwise.

If in any case the Committee on the Bill do not think fit to allow any such interest, then there
shall be inserted in the Bill provisions making liable to penalties, recoverable summarily, any
director or officer of the company who shall, directly or indirectly, pay or procure to be paid any
interest or dividendprohibited as aforesaid, and making illegal or void any contract entered into by
the company, or the directors thereof or any of them, under which payment of any interest or
dividend prohibited as aforesaid shall be directly or indirectly provided for.

The Bill shall not be reported by the Committee until there has been laid before them areport
from the Board of Trade respecting any proposed payment of interest; and the Committee shall
report specially to the House in whatmanner they have dealt with the recommendations orobserva-
tions in the report of the Board of Trade.

Enclosure 3 in No. 3.
Eepoet from the Select Committee of the House op Commons on Standing Obdee 167;

together with the Minute* of Evidence, and Appendix.
Oedir of Reference.—Ordered [Tuesday, 4th April, 1882], " That a Select Committee be appointed to

consider andreport whether Standing Order 167,prohibiting the payment of interest or dividend on calls during tha
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construction of a railway, shall be retained or modified." Committee nominated of—Mr. Baxter, Mr. H. B. Brand,
Jlr. Shaw, Mr. Salt, Colonel Walrond. Ordered, " That the Committee have power to send for persons, papers, and
records; and that three be the quorum of the Committee."
The Select Committee appointed to consider and report whether Standing Order 167, prohibiting
the payment of interest or dividend on calls during the construction of a railway, shall be retained
or modified, have agreed to the followingreport:—"

Standing Order 167, which prohibits the payment of interest out of capital in the case of
railway companies, was passed with a view of preventing the evils which had resulted from the
extravagantdevelopment of railway enterprise during the few years preceding the railway panic
of 1845. By "The Companies Act, 1862," it is provided in Table A that no dividends shall be
paid except out of profits earned. But thisregulation is not compulsory on thecompanies registered
under this Act, for they are empowered by section 14 to make rules of association excluding the
regulations in Table A, and are thus practically enabled to make what regulations seem best to
the shareholders. A curious anomaly arises out of this conflict between the Standing Order and
the Companies Act of 1862. If a tramway company, for instance, applies to Parliament for a
private Bill, it is subject to the regulation of Standing Order 167, prohibiting the payment of divi-
dends out of capital account. But the company may proceed in another way. It may avoid any
application for a private Bill, and register itself under " The Companies Act, 1862," making a
regulation for payment of interest out of capital, and applying to the Board of Trade for a pro-
visional order. If this application is granted, the order has subsequently to be confirmed by
Parliament, and a parliamentary sanction is thus given to a course of proceeding which would not
be permitted on a private Bill.

The restriction imposed by the Standing Order has led to evasion of the law. Promoters of
new railway undertakings, finding a difficulty in obtaining subscriptions from the public, who look
to thereceipt of dividends upon their capital, have had recourse to objectionable expedients with
the view of evading the Standing Order. There are a variety of ways by which this evasion has
been accomplished, the most common of which consists in obtaining the services of a wealthy con-
tractor, who finances theundertaking, and engagesto pay interest oncapital pending theconstruction
of therailway. It is needless to say that he obtains a handsome remuneration for these services.
Another plan is sometimes adopted, by which arrangements are made with one of the larger com-
panies, who undertake to work the line after construction, taking a heavy percentage upon the
actual outlay, which is held to include the interest on capital pending construction, as well as the
moneys actually spent in making the railway. In either case this system of evasion tends to an
increased cost of construction, and a consequent loss to the shareholders.

The employment of one of these expedients by the Hull and Barnsley Kailway Company led
to an action before the Master of the Eolls, and an injunction was issued at the suit of a share-
holder of the companyrestraining the directors from paying interest out of capital, in accordance
with the terms of a prospectus issued by them.

This decision led that company and others to insert a clause in newBills permitting payment
of interest out of capital during construction, and in these circumstances it was thought desirable
to refer the matter to a Select Committee.

YourCommittee have gonecarefullyinto the questionreferred to them, and find that there ismuch
difference of opinion amongpersons competent to judgeregarding the wisdom and utility of Standing
Order No. 167. There is much to be said in favour of maintaining the principle of this Standing
Order; but, on the other hand, there is strong evidence in favour of certain modifications which
have the sanction of high authorities connected with both Houses of Parliament and the Board of
Trade.

Your Committee consider that the prohibition of the payment of interest out of capital which
is contained in Standing Order 167, in "The Companies Act, 1862," and in other statutes affecting
public companies, is in accordance with sound financial principle, and acts as a protection to the
public.

In special cases, however, your Committee recommend that it may be permitted to pay interest
upon capital during the construction of railways or tramways, subject to the following conditions :
(1.) A clause defining the amount of interest, and the term for which it is payable, to be inserted
in every Bill, and to be specially reported on by the Board of Trade before being submitted to the
Committee. (2.) Such interest to be an addition to the authorized capital of the undertaking.
(3.) Power of issuing debentures to be reckoned on the capital exclusive of such addition for
interest. (4.) Payment of such interest to continue only during construction of the works, or for
such less period as the Committee may think fit to authorize, accordingto the circumstances of the
case. (5.) The rate of interest to be fixed by the Committee, but in no case.to exceed 5 per cent.
(6.) The prospectus and share certificates to contain on the face of them an intimation that interest
is payable out of capital during construction only.

Considering, however, the bearing of these proposed changes upon the existing law, and the
desirability of obtaining uniformity in legislation, your Committee are of opinion that it would be
better to proceed by a general public Bill, instead of a mere modification of Standing Order
No. 167.

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

19th May, 1882.
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MINUTES OF EVIDENCE.
Tuesday, 25th Apeil, 1882.

Present: Mr. Baxter (Chairman), Mr. H. E. Brand, Mr. Salt, Mr. Shaw, Colonel Walrond.
Sir Edwaed W. Watkin, Bart, (a member of the House), examined.

1. The Chairman.] You have been connected with railways for some thirty or forty years,
have you not ?—I have.

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

3. That collapse produced great loss and misery?—Very great.
4. In your opinion was that owing to the excessive making of railways?—Of course it was

owing to the excessive making and the excessive projections combined; and that making was
stimulated by the practice which existed at that time of paying dividends out of capital.

5. Dividend was not paid out of profit?—They paid dividends before they earned anything to
divide. For example, take a railway of which for many years I have been chairman, the
Manchester and Sheffield Railway. That was a very costly railway ; it had a tunnel of three miles
and a quarter, or something like that, in length; it took a long time to construct, and during con-
struction theypaid 5 per cent, out of capital to their shareholders. The effect of that was to assist
in raising the price of the shares to £140, which is £40 premium; and on the great collapse that
followed I think they were sold as low as £10, and a great many people were ruined.

6. The Government and Parliament feeling this at the time to be a great evil, it was felt neces-
sary to provide aremedy, and that was the origin of this Standing Order 167, was it not ?—Yes ; I
think Parliament saw that an artificial value had been given to the securities by this practice; that
it had had the effect of stimulating all kinds of adventures. In point of fact it was simply allowing
people to eat a jointof their own tail. I think it was in 1848—but of course the papers before the
Committeewill show that—that Parliamentdecided that in all future Eailway Bills there shouldbe
a clause practically prohibiting that practice.

7. Then I understand you to be in favour of the Standing Order as it at present stands ?—I
know what objection can be made to it, but I think myself that it is a conservative measure which
does not damage anybody. At the same time it no doubt prevents the prosecution of schemes that
otherwise would be prosecuted. It may be said, of course, that everybody can take care of him-
self. The President of theBoard of Trade told us the other day thatpeople should practically take
care of themselves. If you repeal the Statute of Frauds and put down the Public Prosecutor, I
have no objection ; but as afact people cannot take care of themselves. When I say " people," I
mean of course the class of small investors, who are generally persons of limited knowledge, and
who are very easily deceived by aflaming prospectus. They ought to be protected, in my humble
judgment.

8. And in your opinion has this Standing Order 167 been effectual in protecting persons from
deception?—I think so. I think it has been a very useful measure. I said a moment ago that I
could see where the objection to the Standing Order was ; but of course we must look at it a little
closely. Undoubtedly interestupon dead capital is part of the cost of the thing you make. If I
build a mill costing £50,000, and it takes me two years to build it, clearly I must add to cost, say,
5 per cent, as the interest upon my dead capital; and therefore, as a matter of account between
partner and partner, it is right enough to add to capital the interest upon the dead outlay. But
that is a totally different thing from paying back to your butler or your housekeeper 5 per cent,
upon the £50,000 during the time it is laid out, to pay butchers' bills and household expenses with.
There is, in my opinion, a broad distinction between the two cases. I cannot deny that, as a
matter of account, the intereston outlay duringconstruction is an addition to the cost of the work
you make.

9. Will you explain to the Committeewhy this distinction is imposed only in the case of rail-
ways and tramways ?—I do not know; I suppose we neverhad a great gas panic or a great water
panic, or anything of that kind; but I suppose the Standing Order was a remedy of a drastic
character applied to meet a disease which had arisen for thefirst time, and which has not cropped
up again.

10. Then we are told that this Standing Order, after it was passed, was systematically violated
by parties concerned: is that so, in your opinion ?—After the Standing Order was passed, there
was a general impression that it only applied to any undertaking which had no net revenue; that
it did not apply to an existing company with a net revenue; that that existing company could, as a
matter of account, not pay back money to its shareholders out of capital, bat add on in their
accounts to the capital cost the amount of the dead interest. That was the impression, and that
impression was entirely upset by several suits in the Courts of law. I recollect two or three.
There was the case of Bloxam v. Metropolitan Eailway, and Salisbury v. Metropolitan Eail-
way, somefourteen or fifteen years ago. Then, more recently, there has been the well-known Hull
and Barnsley case, Fisher v. the Hull and Barnsley Company. In all those cases the Courts
have held thatit is illegal to pay interest out of capital in an; form. In answer to your question I
may say that the forms of evasion adopted have been these : First of all, there has been an actual
payment back to the proprietor, which, obviously, everybody can see is illegal. Then, there have
been arrangements made with contractors, and they put on, say, £100,000, or whatever it was, to
tho sum of their contracts, and then handed cheques back again to the companies, which cheques
were used to add on to dividend. Now, in the Metropolitan case, what was done was this : A
contract was madeoriginally with Messrs. Peto and Waring, subsequentlywith Messrs. Lucas; and
they put on to their contracts a sufficient addition:to pay interest for a certain number of years out
of capital, and they handed back to thecompany cheques for those amounts, and then the company
enlarged their dividend by using this part of practically their own capital ; and the only thin dis-
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guise was that it passed through the hands of the contractor instead of being paid direct. Now,
the effect of that was to exaggerate the dividend of the Metropolitan Railway to 7 per cent., and to
raise the price of the Metropolitan shares to 140 or 150; I forget which it was. When the Courts
stopped that, and honest accounts werekept again, the price of the shares fell to 56; and it has
been only by a processof hard work since I have had the trouble of dealing with it—for I came into
it whenit was in thatdifficulty in 1871 or 1872—that,beginning with a dividendof about 2 per cent.,
we gradually have worked it up to all thatought everto have been paid—a maximumof 5 per cent.
Now, a distinguished man, the present Prime Minister, invested, at the advice of the late Mr.
Gilpin, in Metropolitan stock, not knowing at all the way in which the dividend had been
exaggerated, and lamafraid he lost some money by that operation. Imention that simply to show
that the wisest people may not take the trouble to investigate, and, unless the account is trans-
parently honest, they may be deceived. At all events that was the effect: that thispractice carried
on in this way through a contractor had the result of making a great many people lose a great deal
of money.

11. Mr. Shaw.] Was not that shown on the accounts ?—lt was shown, but in a wayvery
difficult to trace.

12. The Chairman.] This was all done when the Standing Order of 1867 was in force?—Yes,
it was in full force ; but the moment this practice was submitted to the Courts they put an end
to it.

13. Do you think that such practices, though they prevailedwhen the Standing Order was in
force, willno longer prevail in consequence of the decisions of the Courts ?—Quite so.

14. As Iunderstand, your belief is that these evasions of the Standing Order arose from a mis-
apprehension of the intentions of Parliament originally ?—Partly so, and partly from an ingenious
way of breaking the law : we have in London oneor two very able solicitors who do the O'Connell
process occasionally, of driving a coach-and-six through Acts of Parliament. But nowwe have the
decision, in theHull and Barnsley case, of the Master of the Rolls; it was only last year that that
decision was given; the Committee will no doubt get that; there is the whole law on the subject
stated in the clearest possible manner.

15. You think the effect of that decision will be to effectually put a stop to any such practices
in future ?—I think so ; then of course will come the question whether the Standing Order is too
severe or not; ifa companywith an existing revenue see fit, as a matterof account amongst them-
selves, to debit their capital with dead interest, I do not see any particular objection to that; I
should not do it now myself, but I think there is a great dealto be said for it as a matterof abstract
account-keeping ; but beyond that I do not think that you should go ; I do not think you should
enable anybody to call that capital which is not capital; that is to say, if £10,000 is on the face of
the accounts the capital, and £500 of that capital has been given back, reducing it practically to
£9,500, Ido not think that it shouldbe called £10,000. On the other hand, I do not object to add-
ing on the £500 where you have an established company with a distinct revenue, if the share-
holders see fit to do it; I would myself rather not do it, and I think it would be better finance not
to do it. I think all ourexperience shows that, seeing the ups and down of this class of property,
the more you pursue a prudent course thebetter, because after all the great point is—and there the
shareholders have a clear interest—to have such a system as is most likely to keep the price of the
security in an equable state.

16. But you would favour, would you not, such a slight modification of the Standing Order as
you have now indicated?—l should not object to it; but I should not go a single step to bring it
about. I cannot say that interest on dead outlay is not an addition to cost; what I object to is to
capital being returned, and therefore made an abstraction from capital. I will take another illus-
trationfrom the Hull and Barnsley case : now, in the Hull and Barnsley case the inducement to
the shareholder was that, during the construction of these works which I think was to take some
three, four, or five years, he was to get 5 per cent, upon his capital, and thiswas to be paid through
the contractors agaiu—the same gentlemen, Messrs. Lucas, most respectable contractors ; the effect
of that was that stock, which would not have been floated but for that, was floated and went to
some premium; the effect of that again was that, by a great amount of pressure and notices about
the closing of the subscription list—one of which I willhand in to the Committee—a large number
of the working-classes of Hull became shareholders in this undertaking. There was, lam told,
quite a run upon the savings-banks for a few days. These men thought they were going to get 5
per cent, from the Hull and Barnsley; they were only getting £2 17s. 6d. per cent, in the savings-
bank ; they rushed to the savings-bank and took out their money ; and what is the result'? The
Master of the Rolls decided that what the Hull and Barnsley Company were doing was entirely
illegal, and although the contractors, as a matter of honour, have themselves so far paid this 5 per
cent, out of their ownpockets, I believe—believing that theywere personally honourablycommitted;
it was a very honourable thing of Messrs. Lucas to do—still, these shares with £2 paid have fallen
to 125., and the effect is that what these poor men gave £2 for on allotment is worth 12s. Imean
to say that those men, ignorant men, were induced to apply for these shares on thefaith of the 5
per cent. Then, the deception, if it deserves so harsh a name, was twofold: first of all, the pay-
ment was illegal, which is concealed from these poorpeople ; and, secondly, thefact of the dividend
of 5 per cent, being paid led them to believe that that was the minimumrate of interest; that, if
they could get 5 per cent, before the line and dock was opened, in all probability they would get
more than 5 per cent, after it was opened ; in fact, the prospectus promised 8 per cent., so that
they were in that unfortunateposition. Then, in addition to that, the Corporation of Hull invested,
under extraordinarypowers in the Bill, a sum of, I think it was, £]00,000 : of course, that £100,000,
which was borrowed on the security of the rates of Hull, is nowat a considerable discount, and, if
the Corporation had to realize, they would be serious losers by it. I think this is a fair illustration
of the system which Parliament intended to prevent by Standing Order 167. Then I should ask
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the Committee just to consider for a moment how this movement in favour of a change in the
Standing Order has been initiated : we have been going on, I think, for thirty-four years under this
Standing Order; for certainly fifteen or twenty years we know how the Courts have interpreted it;
those of us who represent established railways want to know where the movement came from; I
have been entirely unable to find out; no Chamber of Commerce has asked for the change; no
public body has asked for it; certainly no existing established railway has asked for it; and we do
not know where the demand for a change of any kind comes from; and we inquire where it comes
from, because we respectfully submit to the Committee that changes of Standing Orders practically
in this case mean achange in what we looked upon as the established policy of Parliament; because
the Standing Orderwas not initiatedby therailways, but was put upon the railways by Parliament,
as Parliament thought, in the interest of the country at large ; and we say that, if aparliamentary
policy has lasted thirty-four years, ie should not be departed from without certainly, in the first
place, that inquiry which the House has ordered; and, secondly, that it should have some initiator.
I fail to see who would benefit by the Standing Order being changed. It may be said that, to a
certain extent,it is a restraint upon the making of railways. Well, you had better not make rail-
ways than make them in an unhealthy and dishonest manner—or a manner, rather, which will
permit of dishonesty : but then comes the question of the alternative. In 1867, I think it was, I
had the honour to preside over a Committee which amended the railway laws, and one of the pro-
visions that we introduced into that Act of 1867 was a provision to permit what previously could
not be done—namely, the issuing of shares at a discount.

17. Are you referring to a Committee of this House ?—A Committee of this House. It is the
Eailway Amendment Act of 1867. There is a clause there which enables you to issue shares at a
discount: before that you could not do it. The moving cause of that was not anyreference what-
ever to this Standing Order; but a number of railways had overbuilt themselves, the Brighton
Eailway in particular, and it was felt that the best way of paying debt was by the issue of ordinary
stock, and that, inasmuch as at that time you could not issue the ordinary stock at par, you ought
to be allowed to issue it at a discount. Prior to that you could not issue stock at a discount; there
was a distinct prohibition of that, and a provision that it must be issued at par. I say that, if
gentlemen want to make railways and to issue capital, then they should have the alternative, and
should be able, if they please, to issue their shares at a discount. But, bearing upon that, I may
just mention that it is almost impossible to dissever the proposed change in the Standing Order, so
far as it would enable this repayment back to the shareholder of a part of his own money, from the
system which has grown up of evading another Standing Order, which provides, where there is an
existing company without a dividend, for the lodgment of, I think it is, 5 per cent, upon the cost of
the work, as a gauge that the railway will be made. Now, the system that has sprung up in the
same quarters has been to go to a banker, pay him a commission for lending so much money or so
much Consols, and then takean engagement that the thirdreading of the Bill is not to be accepted
until some security has been given for the deposit. Now, that is practically setting up menof
straw, who come to Parliament, and who get from a Committee—on public grounds, of course—
powers to make a railway; and then either the railway drops, or it is a nuisance, or a squeeze, and
it is sold to someexisting company. If that Standing Order is permitted to be evaded, and if a
company, without any money at all, having nothing but a dead work, is to be permitted, also, to
pay dividend by returning money, I think then you will have, perhaps, a very unhealthy state of
things in railway-making, and difficulties, not as large as the difficulties that arose in 1845, but
perhaps large enough to disturb finance; and, in fact, a system growing up that may lead to a
future panic. I think that is all that I have to trouble the Committee with.
jp'3;lß. Do you know of your own knowledge of any bond fide good undertaking that has been
nipped in the bud, as it were, by the operation of this Standing Order ?—No, I do not recall to
mind a single one.

19. Mr. Brand.] You stated that you were not aware where this movement for a change of
the Standing Order originated?—Yes.

20. Did it not originate in the action of certain companies which proposed a new clause to set
aside the Standing Order?—lt may have done so ; but when I was first with the President of the
Board of Trade upon this subject he seemed to be unaware at that time of where it came from.
But there is no doubt that two or three companies, employing, I think, in each case, the same
solicitor and the same parliamentary agent, have deposited Bills to practically repeal the Standing
Order ; and it may have arisen from that attempt to get rid of what is practically the general law
on private Bills. My great point was that, taking those who generally moveParliament in financial
questions—Chambers of Commerce, and public bodies and existing investors—I do notknow of any
impulsion from them in the direction of demanding a change of this thirty-four-years-old system.

21. As I understand, the modification of the Standing Order which you favour, or, at least,
which you suggested just now, would merely be favourable to the existing railway companies?—
Yes.

22. But it would operate naturally as arestriction upon new undertakings, would it not ?—I
do not know that it would, exceptso far as this: that it would prevent a sort of hothouse growth
of railways. To that extent I say it would, no doubt. It would prevent what I call an unhealthy
construction of railways. I believe myself that an outlay of capital that has not a reasonable
chance of paying a dividend ought not to be made. I look upon it that capital belongs to all of us
more or less ; it is practically the property of the nation. If you put it into the river Thames in
bags of coal or grain, it is gone and wasted. I say that I see no way of restriction in which this
would operate, except as arestriction upon the making of railways unfairly, and which would not
pay. There are several cases I know. There is, for instance, a case called the Banbury and
Cheltenham in which many people have lost, and some railways down in Dorset; many of these
people have lost a great deal of money. Besides, a thing made on paper and under delusion gene-
rally comes to abad end.
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23. Mr. Shaw.] Is not this practically another way of the contractor getting his money quicker;
otherwise he would have to wait for it till the contract was finished ?—Not if there was the money
to pay him.

24. But having money to pay him is not a very common state of things, is it ?—The existing
railways, as the honourable member knows, are obliged to pay cash ; but, then, they have got a
security ; they have got a net revenue, which is liable.

25. Take poor countries who have not much capital: do you not think this system will aid in
some measure in the construction of railways in them ?—I think it has this effect: it appears tp
aid. You get abranch railway made by a contractor in this way; he puts 40 per cent, on for extra
profit; he adds also this interest: there is no competition. This very Metropolitan District Kail-
way cost 30 or 40 per cent, more than it ought to have done. Though it may give a little artificial
stimulus, practically, when the thing breaks down, it operates as a great discouragement. But for
this system of no competition, and of payment of interest by the contractors, in my opinion you
would have had long since the Inner Circle completed. It was the awful damper put upon this
underground enterprise, not on its merits, but because of the failure of the Metropolitan and the
Metropolitan District, that prevented your getting that circle completed years ago.

26. The Chairman.] Did you believe that the decisions of the Courts will put an end to those
things?—Certainly. It cannot be done now unless Parliament leaves it alone. If you read the
judgment of the Master of the Eolls, it is a masterly summing-up of the case.

27. Mr. Brand.] Will you point out the clause in the Act of 1867 authorizing companies to
issue capital at a discount, in the way you stated just now ?—lt is clause 27, under the heading
" Share Capital," and it is as follows : " Section twenty-one of ' The Companies Clauses Act, 1863,'
shall, withrespect to any special Act of a companyincorporating Part 11. of that Act, whetherpassed
or to bepassed [this was expostfacto; it wasreally to meet theBrighton case ; theypaid their debts
very honourably by issuing stock at a discount], be read and have effect as if the following words,
that is to say, ' but so that not less than the full nominal amount of any share orportion of stock
be payable orpaid in respect thereof,' had not been inserted in that section."

28. Mr. Salt.] I think you said that until lately it was the impression that an existing railway
might raise a capital sum, say of £10,000, and pay interest during construction ?—No ; debit capital
with it, not pay it to the shareholders. It is about thirteen or fourteen years since the case in
which it was finally decided.

29. So that a capital of £10,000 would form a capital of £10,500 ?—lt would.
30. Now, is there very much difference, except as a matter of bookkeeping, between making

£10,000 into £10,500 and reducing £10,000 to £9,500?—1 think so. I think it is all the difference
between £10,000 and £9,500. The actual cash in the onecase is intact, and in the other it is not.

31. When you say it was the general impression that that might be done by existing companies,
do you mean that it was the general impression amongst the railway world or the legal world?—I
think both ; but, as sometimes the most obvious things are overlooked, perhaps it was morefor want
of strictly looking into the law.

32. Now, I have here a list of railway companies that have proposed clauses which would
practically do away with the Standing Order 167. Would it be fair to ask you which of these
Bills would come under your suggested possible exemption, that would illustrate your view?—I do
not think that any would, except the Metropolitan District Bill. It is the only existing company,
so far as I know, to which the remark would apply. Ido not know what the Banff, Buckie, and
Elgin Coast is, but the Metropolitan District Railway is a railway earning a net revenue; and
supposing that the Metropolitan District shareholders wished, if they undertake a newwork, to add
to their capital account the interest upon the dead outlay, I for one should not think it would be
the best thing, but I could not give anything but a mereconservativereason against that.

33. Then, to make it clear, you would not see any greatobjection in the case of theMetropolitan
District, which stands No. 8 on this list, and which proposes to raise £1,250,000, adding to that
sum a sum sufficient to pay acertain interest during construction ?—No, I should see no objection
to it, subject to whatI have already said, as a matter of prudence : that is all.

34. Now, as a matter of detail, would you propose any particular plan of making it clear to
investors that this was the process under which the investments would be made ?—lf the Standing
Order should be altered—keeping to the case you have referred to—so as to enable the Metropolitan
District Eailway, which is a railway with a growing income, to charge, as apparently they wish to
charge, interest upon the dead capital—this £1,250,000, which is wanted for their half of the
completion of the inner circle—under the special circumstances of that caseI think it should merely
be shown fairly on the face of the accounts : that is all. Ido not mean at all to say that there
have not been cases where, by special enactment, some works have been expedited that perhaps
otherwise would have been retarded. There just comes into my mind the case of the Great Eastern
Eailway, andI should have mentioned that in answer to the honourable member for Cork. The
Great Eastern Company undertook immense liabilities to build a city terminus. They were in a
very bad financial position at the time, and by conference with Lord Eedesdale and with the
Chairman of Committees, and with the sanction of Parliament, were permitted to charge half the
interest upon this great outlay, until it was finished, to capital. There is no doubt that that was a
relief to the Great Eastern Company, and I have no doubt that it might be a relief to the Metro-
politan District Company if they, being, as the Great Eastern Company were, a dividend-earning or
a net-profit-earning company, were permitted to do this as an act of grace. But I think it should
be an act of grace : it should be distinctly shown upon the face of the Act of Parliament, and the
operation shouldbe distinctly traceable upon the face of the accounts.

35. For what length of time would you permit such interest to be charged?—l think there
should be a limit of time. That would depend, of bourse, upon the time the work would be likely
to take. Take this very case : I suppose it will be perhaps two years before the wholeof this great,

2—B. 12.
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costly work of theInner Circle is finished. Ido not think that thepowerto charge this interest should
be for aperiod longer than the period of the construction of the works. And thenI think that there
should be a limit to that period also; so that if the works were not done by that time the parties
who havereceived this act of gracemight come to Parliament to show cause, if they could, for an
extension of it. It should not be allowed to degenerate into the setting-up of a fund out of which
dividends could be unhealthily augmented.

36. In fact, I am to understand that you would, as far as possible, absolutely limit the power
of payment of interest in this particular way to the time of the construction of the works ?—Yes,
quite so; with a limit as to that time in order to prevent abuse.

37. You would, of course, have to put a limit in order to arrive at that?—lf you were to say
" till the works arefinished," dryly in those words, it would always be possible, if the directors
wished to make couleur de rose dividends, that the work would take a very long time to
complete.

38. I want to ask you a question on another point. The detail in thismatter isvery important.
Is there any other point of detail which suggests itself to your mind with respect to the protection
of the public as investors in the case of the capital being raised in that way?—l think you can do
nothing to warn the public but by thorough publicity, and there is the danger that you cannot
thoroughly enlighten everybody. lamspeaking nownot of an existing work which has to render
not merely its capital account but also its revenue account, and in the statutory form, which is very
easily followed as regards the revenue. lam speaking more of a new concern with no revenue,
where everything is problematical.

39. Am I right in supposing that thereason why you draw such a strong difference between
capital raised for entirely new undertakings and capital raised for an undertaking which is to be
carried out by an existing company is this : that in the first case the investor may have his interest
during construction for one or two or three years, and then arrive at no dividend whatever; but in
the second case the probability is that, if the condition of the existing company is fairly good, the
dividend will be more or less continued ?—Yes, that is the line of thought generally.

40. There is a broad difference between the two cases in that respect ?—Yes ; in the one case,
whethercomplete results or not, they are definite results; and a man says, for instance, " This is
a railway of 100 miles, having a revenue of £100,000, or whatever it may be, its working expenses
bo much, and the net profits so much "—all shown in the uniform statutory account. In the other
case he has a hope—that is all—that this hundred miles of railway may do as well as the other, or
better.

41. In the one case it is a complete speculation, in the other case there is a tolerable amount
of certainty ?—There is a tolerable amount of certainty in the one and uncertainty in the other.

42." Do you attach great importance to what you have suggested to the Committee as to the
necessity of protecting the investor in these cases?—l think so, so far as Parliament can. At all
events, I think that Parliament should do nothing the tendency of which is that he may be
deceived. There is a broad distinction between the two. If you had an Act of Parliament to say,
" Nobody must be deceived," it would not be worthvery much; but if you have a Standing Order or
an Act of Parliament which facilitatesthe getting-up of hopeless schemes, and whichputs the share-
holder for a certain numberof years—three or four, or whatever the number may be—in a kind of
fools' paradise, from which he awakens when too late, Parliament becomes, it seems to me, a party
to an unsound system.

43. Is there any reason why Parliament should exercise paternal care over investors in rail-
ways more than over investors in other enterprises?—No, I do not think there is. There are
the two opposites. Parliament may do nothing positive; but Parliament should not facilitate a
system which, as I contend, Parliament itself put an end to after the crash of 1845.

44. Now, is it not the fact that by some means or another it has been almost the universal
custom to pay interest upon unproductive capital during the building of a railway?—No, I think
not; I think it has been the exception. Of course there are two or three ways in which you may
meet a dead outlay; at least you might have done so, and people did before the legal decisions.
An existing company, for instance, charged the interest upon their dead outlay to the capital
account. The effect of that was that until the new piece of railway was opened the whole netprofit
was attributable to the productive capital. Then, if the new work was an eminently productive
one, by the time it was opened everything equalized itself; but, if the new outlay turned out to be
a bad speculation, then clearly the dividends had been enlarged beyond the bounds of prudence.
Then, there is another way in which it has been done, and very frequently done. It has been
done by the Great Northern and by several other companies. When they have had a work of
importance they have issued to their shareholders a stock the dividend on which would commence
a yearor two forward. It may be said to be adding interest to capital in that form : certainly it
doespro tanto relieve the net revenue account. But I will take the case of the North-Western or
the Midland Company. Those are companies always laying out a large amount of capital in new
works. The North-Western Company at this moment miist have four or five millions of unpro-
ductive capital—three or four millions, certainly. All that interest—every shilling of the dead
interest—is charged against revenue. Take, again, the Manchester, Sheffield, and Lincolnshire
Eailway, for this last dozen years, certainly. They were also to some extent under the delusion
that they wereright in charging interest to capital as a matter of account. For that dozen years
they would have generally one, two, or three millions of capital perfectly dead. Every shilling of
the interest has gone against revenue. Take the case of the Metropolitan Eailway Company. The
Metropolitan Eailway Company, by their owncapital, arerapidly finishingthe pieceof the InnerCircle
Eailway which extends from High Street, Aldgate, to Tower Hill—Trinity Square as it is called.
There is a dead outlay there of nearly half a million of money, less some amount of rents of those
houses which have not been pulled down. All that has gone against revenue. Therefore I should
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say that, except in the form of issuing the shares with dividends to come, as it were, dividends to
accrue, and with the exception of any capital that has been provided by, say, companies like the
Brighton Company years ago, by issuing shares at a discount, I think as a rule the interest has been
charged against revenue.

45. Of course nobody can object to charging the interest upon unproductive capital against
revenue,excepting shareholders themselves?—-No, except so far as it may be sound or unsound. I
mean that you mayhave a general public objection which the shareholders might not like. No
doubt the shareholders are very fond of taking as much dividend as they can get They have a
considerable hunger for dividend—a dividend-hunger; but still the great bulkof the steady investors
I think would prefer an equable price of theirstock, which means an equable dividend, to the ups
and downs which arise from practically manipulating the interest on capital account.

46. Then we come to this: that you may either pay the interest upon unproductive capital out
of dividend,as in the case of very strong companies, or you may add, during the period of construc-
tion, the interest on unproductive capital, as in the case of weaker companies; but in all other cases
you would absolutely prohibit the paying of interest?—I would prohibit paying back capital,
certainly in all cases where there is no net revenue. I would prohibit paying back capital in all
cases—an actual return of the money, which is practically a fictitious income, just in the same way
as if a man bought an estatefor £100,000 and began to improve it, and simply paid himself back so
much money which he spent in household expenses. Obviously it is an unreal thing.

47. Now, assuming that plan to be carriedout, notonly in the theory of the Standing Order, but
actually in fact and in commercial practice, would not the effect be to give the absolute control of
the country to the great railway companies?—No; Ido not think so. I think that, wherever the
enterprise was really good, moneywould be found to carry out the enterprise.

48. You think that the effect would be that weak enterprise would be stopped, but that strong
enterprise would not be hindered ?—I think that the healthy enterprise would be helped, and not
crippled by it; and that the only enterprise that would be fostered by paying interest out of capital
would be unhealthy enterprise.

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

50. Supposing that the payment of interest out of capital should be authorized, is there any
limit of percentage that you would recommend ?—I think it should be the barest possible amount.
If I wanted to minimizewhat I think would be the evil, I should make the interest one not ex-
ceeding 3 per cent.; but that would be rather in the tendency of minimizing what I should take to
be an evil than anything else.

51. But you limit that payment of interest to the period of construction?—Yes; always
assuming that, if it were done at all, I should certainly not allow an interest of more than 3 per
cent.; and Ishould certainly limit that, and severely limit it, so that, if there was any attempt to
prolong the period under the guise of non-completion of the works, Parliament and the shareholders
would have an opportunity of checking ic.

52. Would you limit it to any particular number of years?—The honourable member for
Stafford laid down the basis—that is to say, the period of construction ; but then, to prevent any
playing with that, I should limit that period to a very short number of years indeed : about two
years, I think, would be the limit. Of course a great deal would depend upon the nature of the
work. For instance, supposing it was the Forth Bridge, if Parliament, in its wisdom, saw fit to
permit the North Britisli Company to charge any part of that interest to capital, that would be a
case by itself, and would have to take a longer period of years, because it would take longer to
construct. If it was a simple line in the country that might be made in twelve months, of course
you would takethat into account.

53. Mr. Salt.] "What I understood you to tellme was this : that in each Act of Parliament,
where it was necessary to insert such a clause, you would limit the time of payment upon
unproductive capital to a fixed term, to cover, as nearly as possible, the period of construction ?—
Yes.

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

55. Mr. Brand.] From your experience, would there be any difficulty in the promoters of a
new enterprise being able to get mtiney, if they issued capital at a discount, as you suggested in
your evidence ?—I do not think there would be the smallest difficulty in their getting capital for an
enterprise between points A and B, if they represented points of industry.

56. Mr. Shaw.] I suppose you are aware of the system in Ireland of guaranteed shares?—Yes ;
guaranteedby the barony.

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

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

59. And, if interest were payable during construction, the contractor would get money on
much easier terms ?—I have no doubt where money is lent by the baronies it becomes an ex-
ceptional case. I should say that it is quite impossible to treat the case of the extension of
Irish railways as on the same four legs as the English or Scottish case; it is a totally different
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thing. A railway there ought to be a pioneer of progress; it cannot well be the follower of
progress.

60. The Chairman.] Your evidence, in fact, doesnot apply to Ireland at all ?—No; I should say
that the question is a totally different one there. I should myself be only too glad to vote for the
acquisition of the present Irishrailways by the State, and the extension of them by the State out
of money raised at 3 per cent.

Mr. John Chaeles Eees examined.
61. The Chairman.] Will you inform the Committee how long you have been connected with

railways?—Since the year 1855—twenty-seven years.
62. And in various capacities ?—Yes.
63. As solicitor and parliamentary agent?—Yes, as solicitor to one of the large railway

companies for many years; and since that as parliamentary agent.
64. Now, Sir Edward Watkin is at a loss to understand the origin of this inquiry. Probably

you can clear that matter up to the Committee ?—The inquiry may be said to have originated from
the history of the Hull and Barnsley case, in which I was agent in the session of 1880. That Act
of 1880 contained the clause required by this Standing Order 167, prohibiting the payment of
interest out of capital during construction, or at any time; and I shouldremark, upon that, that the
undertaking authorized by that Act was partly a railway undertaking and partly a dock under-
taking, the estimate for the dock undertaking being, in round numbers, £1,000,000.

65. A dock at Hull, was it not ?—A dock at Hull, now proposed to bo called the Alexandra
Dock. The Act, nevertheless, although the Standing Order Act applies only to railway cases,
covered the whole capital, the dock capital as well as the railway capital. Then you have heard
from Sir Edward Watkin that a prospectus was issuedby theHull andBarnsley Company, in which
it was stated that the contractors covenanted to pay interest at 5 per cent, perannum half-yearly
until the 31st December, 1884, on all amounts for the' time being paid up. The Ist December,
1884, was the time limited by the contract for the completion of the works. Upon that prospectus
the whole capital was subscribed; but, as Sir Edward Watkin has stated, an injunction suit was
afterwards instituted.

66. By whom?—It was instituted by a gentleman of the name of Fisher, who had purchased
recently in the market some scrip which had been issued by the company. He was a scrip-
certificato holder. He instituted a suit nominally on behalf of himself and all the shareholders of
the company for an injunction prohibiting the directors from paying moneyout of capital, and for
other purposes. The Master of the Eolls granted that injunction.

67. In granting that injunction, did the Master of the Eolls express any opinion upon the
general subject?—He did to a certain extent express an opinion upon it. I have the shorthand
writer's notes of the discussion before the Master of the Eolls upon the motion for the injunction,
and, with the permission of the Committee, I will read a short passage from the discussion. This
is the passage : The Master of the Bolls : "I should think this case would lead to some improve-
ment in the wording of this clause." That, of course, is the clause prohibiting the payment of
interest out of capital. Then Mr. Chitty, who was counsel for the company, said :" It would be
much better that the clause should be got rid of altogether." The Master of the Bolls : " That I
do not know." Mr. Chitty : "The effect of this clause is to throw undertakings of thiskind into
the hands of mere contractors, who manipulate the shares and debenturesof the company in any
way they like. You have had many instances of railways made in that way, where not one-half of
the actual money has been expended on the line. It is much better to allow fair interest during
construction." The Master of the Bolls : "To be charged as part of the cost of construction?"
Mr. Chitty : " Yes; I consider it is an antiquated view of the matter, ill adapted to the wants of
mankind, and not likely to conduce to a good result." Then the Master of the Eolls says :"If a
man lays out £1,000 in building a house, at the end of that time he reckons the house costs him
not only the money laid out, but fair interest on the money laid out. Why the same doctrine
should not apply to railways Ido not understand." Mr. Chitty : " There is a pertinacity in some
quarters, orrather, perhaps I should say, a persistence in holding to this clause, which I do not
think is for the public good." The Master of theBolls : "I am not suggesting that what you do is
immoral or contrary to public policy,"—and so forth.

68. Do you concur with Sir Edward Watkin in believing that this decision of the Master of the
Eolls, who held that the Standing Order had been distinctly evaded, will prevent all such evasions
in the future ?—I do not think so ; and I think the proof of it' is that prospectuses have since that
decision been put forward offeringexactly the same thing—the paymentof interest during construc-
tion by the contractor, which means out of capital.

69. Will you pursue the history of the subject ?—You asked me just now what was the origin
of this inquiry. After the decision of the Master of the Eolls, to which the Hull and Barnsley
Company submitted, the company proceeded to present a petition last session for leave to intro-
duce a Bill after time to put the matter right, to legalize the payment of interest out of capital.
The Standing Order Committee, however, of your honourable House reported that the Standing
Orders should not be dispensed with ; and the Bill consequently could notbe introduced. But in
the present session that company—the Hull and Barnsley Company—are promoting a Bill which
has the object of legalizing in their case the payment of interest out of capital. That Bill lam the
agent for. Of course it occurred naturally to me, as it would to any one, that it was extremely
improbable that in that exact shape, at all events, Parliament would pass such a Bill in the direct
face of the Standing Order 167 ; and I therefore devoted myself to endeavouring, principally in the
interest of the Hull and Barnsley Company no doubt, to obtain some modification of the Standing
Order, so that the Order might be in such a form that, consistently with the passing of it, the Bill
of the Hull and Barnsley Company for legalizing what they had actually done should be possible.
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Then, it so happens that I have a good many important Eailway Bills in my charge for this session,
involving very large sums of money indeed, one alone involving a capital of over £8,000,000, others
£3,000,000, £2,000,000, and so forth; and I suggested to several of my clients that, as I was
attempting to bring about some action with reference to this Standing Order, it was expedient for
them to introduce into theirBills, tentatively, clauses authorizing payment of interest out of capital,
as had been done in old sessions years ago. That accounts for your finding several Bills with my
name upon the back as agent with this clause in them, and a Bill deposited by the Hull and
Barnsley Company for directly legalizing payment of interest by themselves. I should like to be
allowed to state, with reference to what has been said by Sir Edward Watkin and other gentlemen
before the President of the Board of Trade, and also before the Chairman of Ways and Means, that
the Bills to which I refer areBills which are not, in any proper sense of the word, speculativeBills.
I do not undertake myself—if I may be allowed to say so parenthetically—that sort of business.
These Bills are all Bills promoted with the most perfect good-faith. I have a list of the names of
the directors in each case. I will instance one, the Central Northumberland Eailway Bill, which
has passed already a Committee of this House, in which the promoters represent the whole of the
landed gentry in the county. They are all men of a leading position in the county, with Sir Charles
Trevelyan at the head; and in no way were they in any proper sense speculative promoters. I
may add the same of the other Bills nowpending to which my name is attached.

70. It has been stated that some of these undertakings were scarcely bona fide: are you
prepared to furnish the Committee with the names of the promoters and directors, in order that our
minds may be satisfied upon that point ?—I am.

71. Perhaps you will put that in as a paper afterwards?—Yes. In the Central Northumber-
land Eailway case the following gentlemen were named as first directors: Sir Charles Edward
Trevelyan, Sir John Swinborne, Mr. Ealph Carr Ellison, Mr. Walter Charles Selby, the Honourable
Frederick William Lambton, Mr. John Eobinson, Mr. William Forster the younger, and Mr.
Macartney Swarbrick.

72. Did that undertaking originate in the county itself?—Entirely. It originated from a
public meeting of the farmers and those interested in the land of the district.

73. It is not the case, then, that any of these undertakings are what may be called railways
got up by contractors and professional men'—Certainly not. With regard to some of them, I
know personally, as a matter of fact, that the promoters not only were not supported by con-
tractors, but had refused directly and positively to have anything to dowith them; that theyfound
the money entirely by themselvesfor promoting the Bill, and found the deposit by their own credit.

74. Continuing your history, did you communicatewith the President of the Board of Trade
and the Chairman of Committees of the House of Commons, and with Lord Eedesdale?—ln the
first instance I communicatedwith Lord Eedesdale's counsel, and wrote a letter to him, which I
believe was sent afterwards to the Chairman of Ways and Means and to the President of the Board
of Trade. I believe that is the origin of the inquiry.

75. Can you state to the Committee what opinion these authorities entertained about your
proposal ?—Unfortunately, from my engagements here, I was not able to attend either deputation
at the Board of Trade. I was present when the deputation from the railway companies waited
upon the Chairman of Ways and Means; but, in accordancewith his usual practice, the Chairman
abstained from expressing a direct opinion himself. I cannot therefore state, of my ownknowledge,
what the opinion of the various authorities may be.

76. Can you tell us anything about the history of this Standing Order?—The history of the
Standing Order is simply this: In 1847, following upon the sessions of 1845 and 1846, in which a
very large number of Eailway Bills had been passed—I think nearly three hundred in 1846—there
was an enormous number of applications for Eailway Bills, I believe running close upon a
thousand; a sort of collapse ensued in that year, and the great bulk of those Bills were by a special
resolution of the House postponed to a subsequent session, that is, suspended with leave to the
promoters to renew them in a subsequent session: most of them, however, fell to the ground in
consequence of the railway panic thatensued; but in the course of that session a discussion took
place in the House with reference to the enormous number of Eailway Bills which had been so
deposited; and in theresult, on the 10th June, 1847, a Standing Order was passed prohibiting the
payment of interest out of capital. That Order was peculiarly worded :it reads as if the prohibition
extended only to capital which had been authorized in the past, but I fancy that that must be
simply an error in the exact wording of the Order, because I find that in all the Eailway Bills of
1847 passed after the date of that Order a clause very similar to that which is now introduced was
inserted, applying to the capital authorized to be raised by the particular Bill. In 1875 the
Standing Orderwas altered into its present form, making the form of the Order consistent with the
form of the clause inserted since 1847 in Eailway Bills.

77. Have you anything else to state to the Committee with regard to the history of private-
Bill legislation in reference to the payment of interest out of capital ?—I have been at the trouble
of searching through the various Acts of Parliament that have been passed authorizing railways,
and I find some results which it may be interesting, perhaps, to the Committee to hear. The first
instance of thepayment of interest out of capital being authorizedthat I can find—l willnot pledge
myself that there is none earlier—was in 1837, in the case of the Great Leinster and Munster
Eailway Company; then, in 1838, there is a blank; in 1839 two Eailway Acts passed, both
promoted by existing companies, authorizing the payment of interest, in one case 4 per cent, and
in the other case 5 per cent., during construction; and one of those has rather a curious bearing
upon the matter: it was the case of the South-Eastern Eailway Company, of which Sir Edward
Watkin is now Chairman. That company was4ncorporated in 1836, and. obtainedfurther powersin
subsequent sessions; in 1839 they had a Bill which did not authorize the raising of further capital
nor the construction of any further works, but they obtained special power retrospectively to pay
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interest out of capital upon the whole of their previous capital during the construction of the
works.

78. Mr. Brand.] Was that when they were earning revenue?—No; during the construction
of the works. Their original Act was passed in 1837; they obtained deviations and so forth in
1837 and 1838; and in 1839, during construction, before the railway was opened, they obtained
this power to which I have been referring.

79. Mr. Salt.] Sir Edward Watkin was not connected with the South-Eastern Company at
that time?—No, he was not at that time. Ido not quote thesecases as being instances of anything
which ought not to have been done: on the contrary, I highly approve of it. It shows only,
practically, how existing companies have thought it necessary to obtain and to use the power in the
first instance. Then, in 1840, there were three Acts passed; in 1841, none; in 1842, there were
three; in 1843, there were two; then in 1844, therewere seven; in 1845, there were twenty-six;
and in 1846, the last year before the Standing Order was passed, there were ninety-two. In 1847,
there were a few Acts, but only afew—l think four orfive only—passed before the making of the
Standing Order; and those contained the same power of paying interest out of capital. All those
which werepassed after the date of the Order prohibited the payment of interest out of capital. I
have further traced the different lines authorized by the Acts containing this power of paying
interest, in order to see in what; hands they are now; and I find that every largerailway company,
I may say, in England and in Ireland and in Scotland, has become possessed, either by purchase or
by lease in perpetuity, of several railways which were constructed under this power. The list shows
that a very large proportion indeed of the existingrailways of England held by the largecompanies
have been constructed under this power. Imay add that the Great Northern Bailway Company,
the North London Eailway Company, the South-Eastern Eailway Company, in thewaythat I have
mentioned, and several other largerailway companies, obtained thepower in the first instance.

80. The Chairman.'] Do you agree with Sir Edward Watkin that this prohibition arose out of
the mania and panic of 1846?—The Bills deposited at the end of 1846 and promoted in the session
of 1847. I think the debates in the House in 1847 show conclusively.that it was so.

81. Are you of opinion that, although Parliament might have had a very good reason for
making that enactment then, that reason no longer exists ?—That reason, I think, no longer exists.
Of course, in 1847 only a small portion, comparatively speaking, of the railway system was
complete, and therewere an enormous number of schemes, a great number of them speculative no
doubt, before Parliament in that session. I do not think any one would say that there is any
possibility that any such thing can again occur. The railway map of England is nearly filled up,
and it is only small branches, and occasionally a few larger schemes, I think that can possibly
be brought forward in future.

82. Are you of opinion that, so long as Parliament retains 'the system of requiring the money
deposit to be made under the present conditions, no further security is required against the promo-
tion of speculativerailways?—That is my opinion. In 1847 there was nothing at all corresponding
to the money deposit which is now required for a railway. Parliament then, and for many years
afterwards, contented itself with requiring that a subscription contract for three-fourths of the
capital to be authorized by the Bill should be deposited, so as apparently to show that the bulk of
the capital had been actually raised. That, of course, we all know, turned out to be an egregious
sham; fictitious contracts were put in; Imyself have had to analyse more than one of them, and
they were no security whatever. You had persons of no position whatever subscribing for sums
which it would have been hopoless to think of their paying; clerks at £1 10s. a week subscribing
for £60,000 or £80,000, and so forth. There mayhave been, therefore, then some need of a further
security, but there was no money security whatever taken from the promoters. They wererequired
in thefirst instance no doubt to deposit a percentage upon the estimate of the railways, but that
money was always got out at the end of the session. During the last few years the Standing
Orders have required that the money deposited should be actually impounded, and forfeited to the
Consolidated Fund in the event of the works not being completed.

83. In your opinion that is an ample safeguard to the public against speculative undertakings c
—-I know that it does check very largely indeed the promotion of speculative schemes. It is a
very serious matter. Sir Edward Watkin truly says that in many cases speculative promoters
have to give an undertaking that the deposit which they have borrowed shall be repaid orreplaced
before the Bill reaches its last stage in the second House.

84. You believe with Sir Edward Watkin that it is the duty of Parliament to protect the
public against these undertakings as far as that can be possibly done?—Yes, lam very strongly of
that opinion.

85. You differ with regard to the means of carrying that object out ?—Yes.
86. You believe that this deposit is a safeguard which cannot be evaded?—lt cannot be

evaded, and in my opinion it is necessary that there should be a safeguard in that or in some
analogous form.

87. The safeguard of Standing Order 167, which you have, in a large number of cases has been
evaded in practice ?—Yes.

88. Do you believe that it will continue to be so after the decision of the Master of theEolls?
—Perhaps not to the same extent. Many men would hesitate to do that which has been so
directly and pointedly held to be illegal, though there may be no moral wrong about it. Therefore
I do not think it will be evaded to the same extent; but that it will be evaded in one form or
another I have no doubt, because, as a rule, speculative schemes are promoted by somewhat
unscrupulous persons.

89. Sir Edward Watkin has expressed a decided opinion that this Standing Order has not
checked bond fide undertakings which were for the good of the country : that is not your opinion, I
gather?—l think that Sir Edward Watkin has answered himself upon that point. I noticed that
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in speaking of the Hull and Barnsley Company he stated this: that the stock of that company was
floated by reason of their undertaking to pay money out of capital, and that it would not have been
floated but for suchpayment.

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

91. Can you furnish the Committee with a list of the undertakings that you believe have been
stopped by this Standing Order ?—No, I could not do that, for this simple reason : that when a
Railway Act is passed myfunctions as parliamentary agent have ceased; I have nothing to do with
further financial arrangements,and Ihear nothing more of them till theycome to Parliament again;
and I can therefore only speak generally from what I have heard in the course of my practice, and
rather incidentally. Ibelieve thatseveral such instances couldbe found.

92. Could you suggest any witnesses whocould inform the Committeeon such apoint, because
it is a very important one, Sir Edward Watkin having stated that the Standing Order has had no
effect in stopping bondfide undertakings, and you being of a different opinion?—My opinion is not
so much that bondfide undertakings have been stopped by it as that they have been seriously
crippled. Even the most bondfide undertakings must resort to some means practically of paying
interestout of capital if they want to get their capital at all from the public ; and the practical
result of thatiswellknown to be thatnot only are the capitals unduly inflated, butperfectly bondfide
undertakings have fallen into serious monetary difficulties. Those are greatly owing, I believe, to
impossibility of raising capital for legitimate undertakings in the ordinary way in theface of the
prohibition of paying interest out of capital. I believe that has led to great financial embarrass-
ment in many cases.

93. So that the evil is not in preventing bond fide schemes going on, but in crippling them?—I
think it is more in that direction. No doubt to some extent schemes are prevented from coming
forward by reason of the financial difficulties arising partly from the money deposit required, and
partly from the difficulty of floating capital in the absence of the power of paying interest out
of it.

94. You heard what Sir Edward Watkin said about what he thought would be sufficient to meet
the difficulty ?—Sir Edward Watkin seemed to think that promoters of newundertakings did not
require relief in the direction of the alteration of the Standing Order suggested, because they can
obtain the sameresult in a differentway by issuing shares at a discount. Sir Edward Watkin had
forgotten that the power to issue shares at a discount does not apply to original capital. The Act
of 1867, to which Sir Edward Watkin referred the Committee, you will find to be an amendment of
the Companies Clauses Act of 1863; and, if you turn to the Companies Clauses Act of 1863, you
will find that it applies only to additional capital and not to original capital.

95. Mr. Shaw.] That makes all the difference in the world?—lt makes all the difference in the
world.

96. The Chairman.] Therefore, in your opinion, Sir Edward's evidence on that point must fall
to the ground?—lt appeared to me that Sir Edward Watkin admitted the gravamen of the matter,
and that his suggested remedy is one incapable of application.

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

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

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

100. What interest would you allow ?—I donot think there should be any hard-and-fast line
as to interest. You will have witnesses more competent to speak on that point than myself; but I
think common-sense would tell us that the rate of interest which will induce persons reasonably to
subscribe varies according to circumstances. In some years 4 per cent, might do it; in other years
4| or 5 per cent, might be necessary. I think there shouldbe a maximum fixed, and I think that
maximum should be 5 per cent.

101. Colonel Walrond.] Sir Edward Watkin suggested 3 percent. ?—Yes. Of course the answer
to that is obvious. Threeper cent, would not induce persons to subscribe, and a Standing Order
limiting the payment of dividend to 3 per cent, would be a relief in appearance only, and not in
effect,
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102. He may have had in his mind the case of the working-men at Hull ?—You will have the

chairman of the Hull and Barnsley Company before you, who will be able to tell you all about that.
The depreciation of the Hull and Barnsley stock, I think, is by no means due to anything but the
position into which the company has got by reason of these Chancery proceedings being instituted.
It has been a slur, to a certain extent, upon the financial arrangements.

103. The Chairman.'] Do you think that the operation of the present Standing Order is, to
a certainextent, to discourage independent railway enterprise ?—Yes.

104. And to keep the railway enterprise of the country in the hands of the large railway
companies ?—I think so, very much indeed. The large railway companies have, I think, an undue
control over thepromotion of large railway schemes, and they have that control in a way that lies
below the surface somewhat. I suppose that fully one-third of the whole of England has been
mapped out between the railway companies, and is the subject of what are called territorialagree-
ments between them. Those territorialagreements mean that no one party to the agreementcan
in any way, financial or otherwise, assist an independent company to come and construct a line in
the district without the consent of the other parties to the agreement.

105. Do you think that these agreements are not for the benefit of thepublic ?—I know many
cases where they are not for the benefit of the public.

106. Do you think that the alteration of this Standing Order would in that respect be beneficial
to the public at large ?—I think, to some extent, it would be a set-off against the power and the
control exercisedby the railway companies by virtue of these territorial agreements; and I cer-
tainly think that some relief is required in that direction.

107. There are men connected with the companies who take your view, are there not?—Yes.
108. The large railway companies are not absolutely unanimous in supporting the Order as it

stands ?—I do not know howfar they are unanimous or not in that ; I have had no communica-
tion with them upon the subject. They act through an association which, I take it, has been
represented by Sir Edward Watkin to-day; and I suppose he speaks for the body at large.

109. Have you any additional statement to make to the Committee?—I should like to point
out what I think is notunimportant; and I see, by looking at the shorthand notes, that it is apoint
which was mentioned by Mr. Farrer, of theBoard of Trade, at the interview between the railway
deputation and the President of the Board. It is this : that in 1847 Parliament exercised a control
over, you may say, the capital of all public enterprises and restrained them within strictrules, but in
1862 the Companies Act, the general Act, passed under which companies of limited liability have
been established ; and there the principle was embodiedof allowing shareholders to deal as they
pleased with their own finances ; there is no restriction whatever upon them. And that leads to a
somewhat curious anomaly. Take the case, not of a railway, but of a tramway. A tramway com-
pany comes to Parliament with a private Bill; it might probably have this Orderput upon it; at all
events, it would be under the operation of the Companies Clauses Act, which prevents the applica-
tion of share capital, if not of borrowedmoney, in payment of interest. Now, the tramway com-
pany, instead of coming for aprivate Bill, may, if it pleases, register itself under the Companies Act
of 1862, and come to the Board of Trade for a provisional order. That provisional order must still
be confirmed by Parliament, and therefore Parliament ultimately sanctions the undertaking in the
one case as in the other ; but in the case of alimited-liability company coming for aprovisional order
they can pay interest out of capital during construction, or do anything they choose ; and yet a
tramway company coming for a special Act of Parliament is put under special terms as to the
mode in which the capital is issued. That appears to me to be an anomaly : I can see no reason
why it should be allowed in thecase of a company registered under the Act of 1862, and not in the
case of acompany having exactly the same powers, but obtained by a special Act. And the same
thing applies theoretically, though perhaps not practically, in the case of railways; for in 1860 an
Act was passed called the Eailway Construction Facilities Act; it has not been of much practical
use, because it involves previously purchasing all the land, and so forth—there have been one or two
cases, I believe, under it; but, in that case, the company might register themselves under the Act
of 1862, provide in their articles of association for thepayment of interest out of capital during con-
struction, come under the Eailway Construction Facilities Act, and obtain a certificate of the
Board of Trade, which does not require the confirmation of Parliament, but only to be laid on the
table of the Housefor a certain time. Therefore in that case again payment of interest out of
capital seems to be permissible to a railway company. Then, I must also point out that by the
very passing of the Act of 1867, which in the case of additional capital authorizesthe issue of shares
at a discount, theprinciple virtually is conceded. Sir Edward Watkin said, and, I think,perfectly
truly, that that is only another name for doing the same thing. It comes to the same thing
whether you create a capital of £50,000, and make it up to £60,000 by additions of interest in the
course of years ; or whether you start with an original capital of £60,000, and issue it at a discount
of £10,000 for £50,000. It is virtually the same thing. That is especially conceded by Parlia-
ment in the most pointed way ; for, having forbidden it in 1863, they repealed the prohibition in
express terms in 1867.

110. Of course the modification of therule which has been suggested by Sir Edward Watkin
does not meet; your view at all?—Iunderstood Sir Edward Watkin to suggest a limit of threeyears,
and a limit of 3 per cent. Ido not think that would be an effectualrelief.

111. But is any modification of the Standing Order in favour of the existing companies prac-
tically in operation ?—I do not of course agree in the slightest degree with Sir Edward Watkin in
thinking it would beright to limit the operation of any new Standing Order to existing companies
earning revenues: that would only increase the almost monopoly which they now have, and very
much aggravatewhat is now a great evil.

112. You believe that that modification would rather aggravatematters?—Yes.
113. You would rather have the Standing Order still as it is, than have that modification of
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it ?—I do notthink it would make much difference as far as thepromotion of schemes is concerned.
It would be extremely unjust, I think.

114. Have you anything else you wish to state to the Committee?—l think not.
115. Mr. Salt.] I understand that since the first passing of this Standing Order 167, in 1847,

and notwithstanding this Standing Order, an immense amount of capital has been raised upon
which, although it is unproductive capital, interest has been paid ?—I take it that there is no ques-
tion about that. I have a number of prospectuses here which would illustrate that.

116. I suppose you have no notion of how much capital has been so raised?— No.
117. But it would amount to millions?—Yes; several figures, I should think, before the million

point.
118. Therefore, in spite of this stringent Standing Order of the House of Commons, trade has

pursued its own course ?—Not quite so, I think. Its own course would be, I think, to pay interest
out of capital during construction, but not to make arrangements through the instrumentality of
contractors and others, which lead to very undue inflation of the capital.

119. It has pursued its own course as far as it could, under the circumstances?—lt has done
thebest it could under the restrictions which have been placed upon it.

120. I have here a list of eight Bills which have been introduced into Parliament, containing
a clause which, in each case, practically evades the Standing Order 167. I presume that that
clause was put in in consequence of the decision of the Courts a short timeago ?—Most of those
Bills, I think you will find, are promoted by myself as agent, I think with only one or two excep-
tions. I have already explained that, the matter having come so prominently before me in con-
nection with the Hull and Barnsley Railway Bill, I advised any of my clients to point the matter
by inserting those clauses in their Bills tentatively.

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

122. You say that the rate of interest upon unproductive capital should be placed at 4 or 5
per cent., with a maximum of 5 per cent.?—Yes.

123. You object to the 3 percent, suggestedby Sir Edward Watkin ; I presumeyour reasonfor
that is that, if so low a figure as 3 per cent, were named, it would lead to some kind of evasion in
discount or otherwise ?—I do not believe that 3 per cent, would get the capital.

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

125. A railway undertaking has this peculiarity, as I understand: that it must of necessity, in
the case of building a newrailway, be two, three, or perhaps four or five years before anything at
all is earned?—Yes.

126. And that is really the basis of the reason why interest should be paid during that period?
—I think so; because, otherwise, persons willnot lock up their money unproductively for so long a
period.

127. You are distinctly of opinion that, if a course was pursued which would throw consider-
able power into the hands of the great companies, many smaller undertakings that would prove
useful to the country would not be originated?—Would either not be originated, or, if originated,
wouldbo very much crippled and driven into embarrassment.

128. In the event of stock, and consequently certificates being issued for stock, for unproduc-
tive capital carrying interest, as you propose, would you suggest that the certificates so issued
to the public should be specially marked?—l think it would be a very wise precaution. My
original suggestion upon the matter was that the payment of interest out of capital should not be
legal unless every shareholder had notice of what was intended to be done; and it might be done
in that way. That is an expost facto mode of giving the person notice, because I think, when
a man gets a certificate of his share, he very often puts it into his strong-box without reading
it; but it is the mode of precaution adopted where special certificates are issued under
parliamentary sanction, and Lord Eedesdale often requires that the special certificate shall be
indorsed.

129. Is it not desirable, in some measure, to protect subsequent purchasers, as well as original
shareholders?—No doubt any purchaser would take notice. Whether it would be necessary to
protect any man buying in the open market Ido not know. It would do no harm, of course.

130. Mr. Shaiu.] What indorsement would you put on the certificate ?— Something like
this : " These shares bear interestat 5 percent, during the construction of the works," limited to so
many years.

131. "On these shares interest at 5 per cent, will be paid out of capital:" that should be put
on it in order to be correct, should it; and would not that really hinder your object of getting
capital more than anything else, because no one in his senses would think of buying such a stock?■—Do you think not ?

132. If you put the plain truth on it you defeat your own object ?—That is a matter which I
would rather not say anything about, but I have my own opinion about it, which does not agree
with yours, I respectfully say. But lam not a financier, and you will have those before you who
are financiers.

133. Would you not like to see the exact truth on the document?—I think, in the case of the
Hull and Barnsley Eailway, the Master of the Eolls said nothing could be more aboveboard than
the way in which everything was done, and the notice given was perfect to the public; and yet
that stock was subscribed three times overby thepublic.

134. Mr. Brand.] You think there should be some relief given :do you not think it would be
a more legitimate mode of relief to give the promoters power to issue the original capital at a dis-
count?—I do not like the notion of issuing capital at a discount. My own opinion is, that it is an
objectionable mode of doing things.

3—B. 12.
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135. Would it not have this advantage: it would be apparent on the face of the prospectus
that this capital was issued at a discount because of the loss of interest during construction ?—lt
might be so; but the very fact of putting out on the market shares at a discount tends to weaken
the credit of the undertaking, I think. But again Iwouldrespectfully suggest that these questions
bearing on finance should be addressed to those who know more about it than I do.

136. I. address them to you because they bear so very distinctly upon the question of retaining
the Standing Order or altering it. My question was, "Do you believe that it would be as effica-
cious a way of meeting the difficulty, and a more legitimate way, to give the promoters this power
of issuing capital at a discount? "—My opinion is that it would not be so efficacious a way. I was
only anxious for others to answer the question, because my opinion is founded necessarily on the
opinions of others, who know more about financial matters than I do; and, though I can state
what my opinion is, I can scarcely give all the reasons which ought to be given for such an
opinion.

137. Still, you admit that such a proceeding would be an absolute protection, both to the sub-
scriber of the original capital and to any subsequent purchaser in the open market of the capital
during construction?—Yes,I believe it would.

138. Mr. Shaw.] You stated, did you not, that'some tramways hadevadedthis Standing Order,
or could evade it, by registering under the Companies Act ?—I was pointing that out as an
anomaly.

139. But they have done so practically, as I understand you ?—There have been a great num-
ber of tramway companies started as limited companies.

140. And they have paid interest out of capital during construction : is that so?--That I would
rather make inquiries about. Ido not know howfar that has been carried out.

141. Do you know of any other kind of company having done so ?—No, I cannot call to mind
any.

142. Water companies or gas companies?—No, I think not. I think they are, to a certain
extent, controlled by the operation of " The Companies Clauses Act, 1845," which prohibits the
paymentof any dividend by which the capital stock should be reduced. That applies to capital,
but not to borrowed money.

143. You are driven at present to get your moneyby contractors?—Yes.
143a. Do you not think you are just as well off as you would be if this change in the Standing

Order were made?—No, Ido not think so indeed. I think a great number of companies have got
into very serious financial difficulties ; the contractors fail, and all sorts of things happen.

144. The tendency nowis this : that the contractors must deal for a large sum with intelligent
financial operators; but if you get this change in the Standing Orders made you will be able to
deal with the ignorant public for small sums, and theywill come then under the temptation of this
interest, and probably invest their money and lose it ?—I think that is put much higher than it
should be put. Ido not believe very largely in that class of investors, to begin with. In every
.operation in life I think there is always a certain percentage of persons who will act indiscreetly.
I do not see that they require more protection in such cases as these than in much more important
affairs in life where you leave them to their own discretion.

145. Calls on railway shares are made by instalments?—Yes, as a rule.
146. You could make your calls towards the end of the work, and leave the contractor to do

the work : would that meet your difficulty?—I take it that you would have then to pay a much
higher price for the work, because the contractor would have to work during that time without any
funds found by you; he must make his own arrangementswith bankers and others to finance him-
self ; and then the contractor in such cases not only recoups himself, but takes a heavy bonus.

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

148. But you would give notice to the investing public, and that in writing?—Certainly.
149. The Chairman.'] You object to these sub rosd arrangementswith contractors, as I under-

stand ?—Yes; in every case they mean a very large bonus, which comes out of the pockets of the
shareholders, and eventually, in the shape of increased rates, out of the public.

150. They have in many instances crippled and hampered undertakings ?—All overthe country
there are undertakings crippled. We have constantly before Parliament financial Bills, and com-
panies have to go to the Court of Chancery for schemes of arrangement; and in nine cases out of
ten those arise from the mode in which the capital has been originallyraised by the instrumentality
of contractors, some of whom have failed.

151. Is the Standing Order evaded in any other manner than by getting thebusiness done by
contractors? —I do not quite understand the process which is followed in a number of cases.

152. But your long experience enables you to answer the question, perhaps ?—Luckily, I have
no experience in these matters. I never engage in any financial matters whatever; and therefore
I have no experience of that sort. I never take any part in them, either during or after the passing
of the Railway, Act; but lampuzzled with some of them, which are carried out in a way which I
confess Ido not follow. It is this: There is a deposit of railway stock or Consols made in the
names of trustees, sometimes directors of the companyand sometimes not directors of the company.
Where that moneycomes from, or how it gets into the hands of the trustees, Idonotknow. It does
not appear to be paid by the contractor. Here is one instance—the Banbury and Cheltenham
Direct Eailway. The prospectus of that railway contains this paragraph: " Interest at the rate of
6 per cent, per annum willbe secured for three years, to the Ist July, 1877, being one year after
the date appointed for the completion of the line (thus allowing ample time for the development of
the traffic), by investment of £100,000 in Great Western Eailway stock, in the names of the trustees
above mentioned." I do not know what sort of an arrangement it is which leads to a deposit of
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that sort. Others show that the contractor himself has undertaken to pay the interest during con-
struction : that is much the commoner form. There was one matter I intended to mention, which
perhaps you will allow me to refer to now, and that is this: that it often happens that interest is
paid out of capital in this way: A company obtains an Act of Parliament, such, for instance, as
theEly and Newmarket Eailway Act of 1875. An arrangement is made during the progressof that
Bill with one of the larger companies, by which the large company undertake to work the line after
construction, upon certain terms, those terms being frequently a percentage upon the actual outlay,
as it is called, upon the construction of the line. Then, that term, " actual outlay," is defined aa
meaning not only the moneys actually paid to the contractor, but interest upon those moneys up to
the time of the line coming into the hands of the working company. In that way undoubtedly
interest is virtually paid out of capital, and the Standing Order is evaded also : that is not at all an
uncommon form.

153. Mr. Shaw.] Interest is added to thecapital, and produces interest afterwards?—Yes.
154. The Chairman.] In the prospectus of the Hull and Barnsley Eailway Company I find

this: " Interest at the rate of 5 per cent, per annum will be paid half-yearlyon the Ist January
and Ist July until the 31st December, 1884, upon all amounts paid up :" would you have any
objection to put in the words " out of capital " ?—ln that case it would have been scarcely correct
to say " paid out of capital." It was not out of capital direct; it was apayment by the contractor,
as appears by the prospectus itself.

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

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

157. Colonel Walrond.] Do you not think it would have the effect of deterring the public from
subscribing ?—I am not a competent authority upon that point, but from what I hear I should say
not. My opinion upon that point would be valueless, and I have no experience in the money-
market at all; but you will have before you gentlemen of great experience in that respect. The
honourable member for Stafford asked me just now whether I knew of any other case than that of
a railway in which interest had been allowed to be paid during construction. This Act has been
put into my hands this moment. It is the Lincoln Waterworks Act of 1846, in which interest is
authorized in the same way.

158. Mr. Shaw.] Is that a corporation ?—lt is a company.
159. An independent company ?—Yes.
160. It had no other funds to pay interest out of?—No; it was a new company.
161. Mr. Salt.] That again was a case in which the construction would take a considerable

time ?—No doubt.
162. Perhaps one, two,or three years might elapse before the capital could arrive at an earning

point?—"Well, I should judge not a very longperiod, from the amount of capital.
163. Mr. Shaw.] They had an ascertained business to begin with when they did begin abso-

lutely?—ltwas an incorporation of a new company.
164. They had an area of business for supplying water; it was not a mere speculation ?—That

is so; and waterworks areknown as being a much more safe and secure investment than railways.
Mr. Chaeles Waking examined.

165. The Chairman.] You have been present in the room to-day ?—I was not present during
the whole of the time Sir EdwardWatkin was giving his evidence, but I heard a part of it, and I
am acquainted with the substance of it.

166. You heard a part of Sir Edward Watkin's evidence and all Mr. Eees's evidence ?—Yes.
167. What is the view that you take of this matter?—Myopinion is very strongly in favour of

the alterationof this Standing Order, to the effect that 5 per cent, should be permitted to be paid
legitimately and directly out of the capital of the company by the companies themselves.

168. A maximumof 5 per cent., do you mean?—My opinion—l am venturing to give my
opinion—is this : that 5 per cent, for the period of construction of arailway is quite necessary in
order to induce the public to subscribe to that undertaking; and I found that opinionupon this
circumstance : not only that I have neverknown of less than 5 per cent, being offered to the public
during construction, by means of the expedients which are resorted to, and which have been
described to the Committee already, but I have very frequently known much more than 5 per cent,
offered, and very frequently 6 per cent. In the majority of cases in which I have examined
prospectuses that have been issued within the last twelve years, more than 5 per cent., generally 6
per cent., has been offered to induce subscribers to invest their money, and therefore I do not think
that less than 5 per cent, would be sufficient. And, moreover, these English enterprises have
always to compete with foreign enterprises. All foreigners require and are constantly offering the
English public inducements to subscribe to railways abroad and other undertakings; and, with
regard to foreign Governments, or foreign companies, or an English companypossessed of a conces-
sion for making a foreign railway, in no case have I known in my experiencethat capital has been
attempted to be raised by them without, at least, 5 per cent, interest during the constructionbeing
allowed, and generally foreign Governments and foreign enterprises offer much more than 5 per
cent. Indeed, I think it would be important that the Committee should know what meanshave
been resorted to by foreign Governments and foreign railway companies for obtaining capital from
this country. I can give an instance of the Eussian Government. In 1866 the Eussian Govern-
ment found it quite impossible to get capital in this countryfor the constructionof their railways,
even although theypermitted the concessionaries to offer indirectly interest upon capital during the
construction ; and they resorted to those means of inducing the public to subscribe. They agreed
to pay interest directly out of the Treasury, entitling the subscriber to the capital of the undertaking
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to come directly to the Treasury of the Government for his interest. The same course was adopted
by the Eoumanian Government when they commenced making railways in that country.

169. Mr. Salt.] For how many years was the interest guaranteed by the Governments respec-
tively ?—The interest was guaranteednot only during the time of construction, but for a very con-
siderable period, fifty and sixty years afterwards ; the capital itself was raised upon the guarantee
of the Government. I only speak of the universal practice of foreign Governments and foreign
companies to pay interest during the construction of their railways, and that, of course, forms a
competition to those who are endeavouring to obtain subscriptions for home enterprises.

170. The Chairman.] Do you believe, as a contractor of long experience—the experience of
a quarter of a century—that, if this Standing Order were altered in the sense advocatedby Mr.
Eees, a great many important railway enterprises would be started and carried out which otherwise
would either not be brought forward at all, or be hampered and crippled from the beginning ?—I
am of that opinion. lam of opinion that, at present, the large existing railway companies have
virtually a monopoly, and have got immense power for obstructing the construction of railways
which are nowwanted. And I think lamin a very good position to judgeof that, because, as the
Committee know well enough, very frequently new railways, for which Acts of Parliament are
sought, are called contractors'railways. In fact, contractors do not invent railways at all; they
do not themselves promote railways ; but, owing to these obstructions and difficulties in tho way of
getting capital for new railways, the local promoters of railways are compelled to come to con-
tractors who are able to what is called finance them: that is to say, the local people can veryrarely
find money enough to promote aBill in Parliament, and therefore they ask a contractor to find the
parliamentary deposit, and very often to take a great portion of the expenses of obtaining the Act
of Parliament, and, of course, the contractor is largely paid for such services. There isan immense
deal of risk about it, and, of course, there being a very large risk, the company are charged with a
great profit if the enterprise succeeds. Now, these iocal bodies could undoubtedly much better
dispense with the expensive services of a contractor if they could go directly to the public and pay
them interest during construction.

171. Would not the same object be attained, as has been suggestedby Sir Edward Watkin, by
issuing the shares at a discount?—No. I heard the answer that Mr. Eees made to the same ques-
tionwhich you addressed to him, and that, of course, I indorse—namely, that there is no power at
present to do that with reference to original capital; but, even if there were power, then I would
venture to say that that is an expedient which it would prove quite a failure to adopt, because it
would be utterly delusive. The object is to make arailway; and, supposing that railway will cost
£100 a share, if you are going to issue the share which is the representative of that £100 at a
discount, shall we say, of 20 per cent., and to issue it at £80, it is quite clear that you must add 20
per cent, to the capital before you can issue it at £80, because you require £100 to make your rail-
way ; therefore, whatever you choose to call it, the face value of the paper is exactly the same.
You give me a £100 share, which is therepresentative of arailway work which has cost £100; if I
pay £100 for it and you call it £80, you depreciate the face value of it.

172. Mr. Brand.] If you pay forfour years £5 per cent., and pay it out of capital to the share-
holders, you still would only receive £80 ?—That is perfectly true, but you would call it £100. In
fact, if you have paid five years' interest upon £100 you have paid at theend of the five years really
£120 ; and by this process if you take away the £20 from the £100 you, in point of fact, make the
shareholder pay £120 for his share, and you only give him a share which represents £100 ; you
deduct from him the interest which he himself has paid, or, in other words, the interest of whichhe
has been deprived for five years; so that at the present moment if I buy a share and pay £100 for
it, and in addition to that for four years pay £5 per cent upon it, I shall have paid £120 upon the
share, which upon its face only bears the value of £100.

173. Mr. Shaw.] Youare not called on to do that at all; there is no such suggestion at all as
that ?—But under the present arrangementthat would be the result.

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

175. Mr. Brand.] Surely in each case the shareholder has paid exactly the same sum; he has
paid £80 of his own money?—Why should you make the face value only £80, when, in reality, by
capital and interest inclusive, he has paid £100 ? You are, in fact, depreciating; you are taking
from the man who has paid really £100, £20 by stamping his share with that depreciated value.

176. Does it follow that the share is only worth £20? At the end of five years the railway
would have been constructed, and the capital, which was at a discount before it was constructed,
may be worth £100, or even more?—I think it a great injustice to make the face value of my share,
I being a subscriber, of a less nominal amount than I have paid for it, because you stamp it with
£80, when I have paid £100 for it.

177. Mr. Shaw.] It is still a £100 share ?—I am paying myself the discount. Whether the
paper bears upon the face of it the value of £100, or upon the face of it £80, if the work done is the
same the two pieces of paper are of exactly the same value ; the only thing is that upon the face of
them you have made a nominaldifference in theirvalue, but the share only represents the value of
the work done. In fact, if it has cost £10, my share just represents £10, and no more, whatever
you print upon tho face of it, in the case of an original share. Of course there is great significance
in issuing other shares at a discount: if already a large sum of money has been spent upon the
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object which I am about to create by somebody other than myself, and then you ask me to contri-
bute afurther sum, it is of great importance to me if you give it me at a discount. What I mean
is that in the case of original capital you cannot really make a mana present of the discount out of
his own money ; the work to be created costs so much money, and it is going to berepresented by
a piece of paper, the shares which you give him, and it does not matter what you print upon those
shares; the value of the share is only exactly that which represents the amount of the work
created, and, as he had paid the whole amount of the money to create the work, of course if you
issue the paper at a discount you are issuing it at adiscount at the expense of the man himself, and
therefore it is utterly delusive.

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

179. As soon as thefinancing people have recovered the first shock of the decision, they will,
you think, devise some scheme of raising the money as hitherto, even though the Standing Order
were to stand as it is?—That is my opinion.. Moreover, I know of one instance especially which
has come under my notice of very great importance where interest was promised, by an expedient
similar to some of those that have been explained, to be paid during construction, and thecompany
became very much embarrassed, and ceased to pay the interest before the railway was finished;
but the public subscriber had no legal means of recoveringit; andnotwithstanding that—this was a
long time ago—the public have subscribed to these undertakings in the usual way by the deposit of
Consols. Some otherexpedient is always adopted if one fails.

180. Do you think that, if 3 per cent, were allowed upon unproductive capital under the
Standing Order, that rate of interest would be sufficient to induce the public to invest ?—No,
I think not; I think it would be ineffectual; and my opinion is that, if 3 per cent, were allowed,
the expedients to make up the difference between 3 and 5 would stillbe adopted.

181. In other words, that the Standing Order would still be evaded?—lt would be evaded to
the extent of more than 2 or 3 per cent.

182. I understand, from the remarks you made just now about various systems of financing,
which is a matter a littlecomplicated, that the idea in your mind is this: that it is desirable to
bring the nominal and the real capital of a company as nearly as possible to the same point?—
Precisely.

183. The Chairman.] In the event of the Order being amended, would you advocate stating in
the advertisementsof these companiesthat the money was to be paid out of capital during con-
struction, using those words?—No; Idonot see the necessity for using the words. I think, if the
company were authorized to do it, or not prohibited from doing it by Act of Parliament, it would
naturally follow. I see no necessity for absolutely using the words,because, if they could pay, they
might pay out of any source of revenue which the company might possess. For example, in the
case of a metropolitan railway, they could pay interest during construction out of the sale of their
surplus lands or any other revenue they might possess.

184. I am speaking of new undertakings, and I am speaking in the interest of the public,
many of whom know little about these things, and many of whom would be startled by the use of
the words suggested :do you think it would deter capital if they wereused ?—I think it would deter
capital; and I think it would answer the purpose very much better if those words were left out.

Feiday, 28th Apuil, 1882.
Present: Mr. Baxter (Chairman), Mr. H. E. Brand, Mr. Salt, Mr. Shaw, Colonel Walrond.

Mr. Samuel Laing, a member of the House, examined.
185. The Chairman.] As you have expressed a wish to be examined before this Committee>

probably you will be good enough to make a short statementwithregard to your views with respect
to this Standing Order 167?—I think an alteration ought to be made in the existing Standing
Order. The payment of interest out of capital is of course contrary to all principles of sound
finance. It is a thing which in the Budget of any State would at once be condemned as bad
finance ; and with regard to public companies the principle is equally clearly laiddown, that Parlia-
ment does not recognize payment of interest out of capital as being sound and legitimate. The
object in view, of course, is to facilitate raising of capital for new schemes, mainly speculative
schemes, which have not sufficient attractions on their own ultimate merits as paying concerns to
induce the public to subscribe.

186. But the Standing Orders of Parliament only forbid it in the case of railway companies
and tramway companies, as I understand?—Parliament only forbids it in their case by a Standing
Order; but under the general Companies Clauses Consolidation Act you will find that the principle
is equally laid down in the case of other companies. There is a table—TableA—in the Companies
Act of 1862, I think it is, which lays down with equal clearness that interest is not to be paidexcept
from theearnings of the company. That is subject, I should observe, to being varied by articles of
association specially framed by the company ; but, in point of fact, I believe that Courts of law
hold that that payment of interest is not legitimate. There have been decisions quite recently in
which it has been held that the payment of interest, otherwise than from the earnings, is not a
legitimate payment.

187. In the case of all companies, you mean?—In the case of all companies.
188. Not only railways ?—Not only railways; but I should observe that of course railways

stand in a very distinct category from ordinary private undertakings. A railway is, to a consider-
able extent, a public undertaking. It is only sanctioned by Act of Parliament, to begin with ; it is
subject to all sorts of parliamentary restrictions in the matter of charging toll, and in the mode in
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which it may raise its capital; and in various ways arailway company is always treated as a sort
of quasi-public undertaking. Therefore I should hold that the general principles apply even with
more force in the case of railways than they would in the case of other undertakings. But I wish
myself to place the case mainly on this ground : Whether it is not in the long-run morefor thepublic
interest to leave, and whether you are not likely to get more miles of newrailway madeby leaving,
the existing railway companies in a moderately prosperous condition, than you would be by giving
this adventitious assistance to speculators to attack them by new schemes. Now, I should be glad
to give a practical illustration of how I think that works. Take the case of the railway of which I
am the chairman—the Brighton Eailway. When I succeeded to the chairmanship, some fifteen
years ago, the company was in a state of great distress—in fact, almost absolute bankruptcy; and
it had been brought into that position very much by doing that which I am now arguing against—
namely, payment of interest out of capital on new lines in course of construction. In that way a
fictitious dividend of 6 per cent, had been maintained for several years, when, practically, the line
had not been earning more than 2 or 3 per cent.

189. But it was illegal, was it not, to make such payments of capital ?—I am not quite sure
how that may have been at the time to which Irefer. lam not sure whether we had that Stand-
ing Order at the time ; it is fifteen years ago.

190. The date of the Standing Order is 1847 ; therefore it was done subsequently to the
StandingOrder being framed?—Anyhow that had been done. The consequence was that a great
number of poorpeople had been induced to invest money on the faith of its being a steady 6 per
cent, line ; and, when the collapse came, for a whole year no dividend at all was paid, and for two
or three years we had great difficulty in paying the preference obligations, and there was only 10s.
or 15s. dividend, and for a considerable series of years the shares were at a heavy discount. The
consequence was that the company was utterly unable to raise capital for any new worksor exten-
sions or improvements. Gradually we got overthose difficulties; the traffic expanded, and we got
up to paying 5 per cent, dividends or upwards ; the shares got to apremium, and consequently we
were able to issue capital on advantageous terms. Under the pressure of public opinion, and from
the wish to preserve our position and other causes, we then began to spend money very freely
indeed; and during the last five years I find we have spent very nearly four millions of money,
partly in making new lines through districts not accommodated, partly in improving the stations,
doubling the lines, improving the rolling-stock, and in introducing all the latest appliances for safety,
such as the block system, interlocking points and signals, and the Westinghouse brake. Practically,
I say, we have spent four millions, and we are going on spending more, and should spend more, no
doubt, in the years to come. On the other hand, suppose that in that sameperiod of speculation,
five years ago, by the aid of a clause allowing payment of interest out of capital, some speculative
contractors and professional menhad succeeded in floatingacompeting line to Brighton, undoubtedly
it would have kept us back in a position where we should have been quite unable to raise this
capital to make this expenditure and to make these new lines; and very likely the end of it would
have been that the new line would not have been able to raise all its capital, but wouldhave got
into difficulties, and perhaps that line would not have been made, or, if made, perhaps we should
have had to amalgamate with it, take on that load of uselesscapital, and so far deprive ourselves of
the means of accommodating the public. My experience in railway matters, which is a very long
onenow, leads me to the conclusion that when arailway once get into a tolerably prosperous con-
dition, and its shares are at a premium, by hook or by crook the public always get the lion's share
of the benefit. There is constantpressure on us to make lines to accommodate districts, to reduce
fares, and increase accommodation,and one thing and another, and the result is that we do a very
great deal for their benefit. On the other hand, when these speculative lines are got up, I say that
certainly in nine cases out of ten they are got up not to make, but to sell: they are got up on the
speculation that the persons who get them up will be able to frighten the existing company into
some sort of capitulationto take overthe newline, and that then the contractors and professional
menwho run the risk of promoting such lines will get the benefit of it by obliging the existing
company to take over these new companies loaded with very onerous contracts, while they them-
selves will make a large profit. That is a very fair speculation on the part of contractors. I have
not a word to say against my friend Mr. Waring—who, I believe, gave evidence the other day—
doing it; it is his business : but I submit that it is not a business that is conducive, on the whole,
to the public advantage. I do not think that any special facilities, such asrelaxing a Standing
Order which has existed for so many years, and going in the teeth of what is recognized as a
sound principle of finance, should be givenfor the special purpose of encouraging enterprises of that
sort. I speak in the public interest, because, of course, the Committee look at these things in the
public interest. I confess that I, for one, do not attach so much importance to what may be called
the clergymen and widowsaspect of the case; I think clergymen and widows must look out for
themselves ; but I look at it in the broad view of thepublic interest. I do not think it is for the
public interest that enterprises of that sort, which, in nine cases out of ten, aremerely meant to be
a tax on existing railways, and to burden them with useless capital, should get special encourage-
ment in the way of such a relaxation of the Standing Orders as is now advocated.

191. You lookupon this Standing Order 167 as aprotection to the public against such enter-
prises ?—Yes ; there is no doubt that it does operate to a considerable extent in this way : When
new lines of this sort are brought out I think it will be found that those who subscribe to them are
generally more the speculating part of the public than the investing part; investors seldom come
in until a line is completed, or well advanced towards completion; and the great inducement, no
doubt, to a speculator to subscribe for a share in a speculative enterprise of this sort is the hope of
being able to sell it again and get out of it. The payment of interest during construction no doubt
facilitates that; it extends the period during which a man who has subscribed for his shares origin-
ally on speculation may hope to sell them in the market and getout of them. In that way, I fully
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admit that therepeal of this Standing Order would give a certain amount of encouragementto
speculative schemes of this description ;' and I put it upon the broad issue as to whether that is,
on the whole, for the public advantage or not, or so clearly for the public advantage that you
should depart from the usual rules of finance and alter the Standing Order which has existed so
long, for the sake of encouraging that sort of speculation.

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

193. But you told us yourself that it had been violated by your own company, because the
Standing Order was passed in 1847, and therefore it is since the passing of the Standing Order
that the Brighton Company paid interest out of capital ?—That being so long ago, Imust make a
little inquiry as to how that matter stands in the case of our own company ; I am speaking now of
the state of things at the present moment, and within my experience for the last ten or fifteen
years, and Ido not think the Standing Order has been systematically violated. There have been
several actions ; recently there has been one in the case of the Hull and Barnsley Company, where
the practice in question was stopped by injunction. There are several cases I have heard of, and I
know of one where actions are pending against the directors personally for having paid interest
during construction; and I may say that the very anxiety which promoters show to get rid of this
Standing Order is a pretty sufficient proof that, as it stands, it does operate prejudicially to them.

194. Then your opinion is that, even supposing it has been violated to a large extent, the
recent decisions of the Courts, and the fear of getting into difficulties, willprevent suchviolations in
future ?—I am sure I should be exceedingly sorry to put myself, and I think any man of business
would be exceedingly sorry to put himself, in the position of trying to evade that clause ; he would
run a very great risk in doing so.

195. We have had it in evidence that the present Orders in regard to deposit are quite a
sufficient safeguard as a guaranteeto the public against such schemes as you have described : that
is not your opinion, I suppose?—No ; I think a mere description of how the deposit systematically
works would be a sufficient refutation of any such statement. It is perfectly notorious and well
known that the way in which deposits for schemes of that description are made is this : The pro-
moters borrow from a bank or assurance company in stock or Consols the amount required to make
the deposit, and an undertaking is givengenerallyby the solicitor to the Bill that the final stage, the
Eoyal assent, will notbe taken unless provision has been made to replace that loan by a permanent
deposit; the Bill then goes on, and, if it passes up to that stage, then either they try a public
subscription, and if it succeeds they make the deposit, and if it does not they withdraw the Bill; or
they see whether a syndicate of parties cannot be got together who will advance the required
deposit, and, if not, that deposit is withdrawn. I submit that that is almost an abuse of the inten-
tion Parliament had in requiring the deposit, which no doubt was that if Parliament sanctionedthe
scheme there should be what is called acaution money in the case of foreign loans and enterprises,
a substantial deposit to insure that the enterprise would be carried out. As it works now, there is
nothing of the sort. Perhaps a Committee of five gentlemenof the House of Commons, and another
Committee of the House of Lords, arekept for a week or ten days at very irksome and disagreeable
labour; opponents to the scheme are put to heavy expense; possibly another line which could have
been carried out is rejected in favour of this one; owners of property who have been served with
notices in November and December that you meanto take their land, arekept in suspense till next
July; and the end of it is that, because the money cannot be got together to replace the temporary
deposit by a permanent one, the thing is withdrawnafter having passed Committees of bothHouses,
and they get their deposit, and make their bow and go away. I believe that to be contrary to the
intention of Parliament. I think the deposit ought to be such as to fix the parties who make it with
a liability of going on if they succeed in passing the Bill through Committees of the two Houses.

196. I want your opinion upon one other point: do you think that new companies should be
permitted to issue their shares at a discount as well as existing companies ?—I see no objection to
their issuing their shares at a discount as well as existing companies, provided it be done quite
openly, and subject to this condition also: that the nominal share capital is not by that means so
increased that the debenture capital exceeds what is the constant parliamentary limit of one-third
of the share capital. For instance, suppose a small company with a capital of £300,000, in the
ordinary course of things, with £300,000 issued at par, they would have £100,000 debenture powers;
whereas, if, instead of that, they were to make their share capital £400,000 and issue it at £300,000,
issuing it at a discount, they must not have £133,000 debenture powers instead of the £100,000.
Of course the common way in which these things are done in weak speculative schemes is to swell
the share capital as much as you possibly can : then you get as much debenture power as you can;
and you very often divide that inflated share capital into two portions, the preferred and the
deferred. The deferred is merepaper which contractors and promoters take as something whichmay
give them profit some of these days, and then they trust to getting the public to take the debentures
and the preferred stock, and so find the money. I have not the least objection to their issuing
shares at a discount, provided they satisfy some proper tribunal that they are not unduly inflating
the nominal amountof share capital, and getting larger financial powers than they ought to get.

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

198. It is just the same thing ?—No doubt.
199. And the debenture stock is inflated in that way ?—Yes.
200. You are not in favour of any modification of the Standing Order. Youwould continue the

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

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

202. Mr. Brand.'] You have stated what happened in the case of the Brighton Company fifteen
years ago. The whole Board has been entirely rechanged and reconstituted since that time, has it
not ?—Yes. That led to a revolution in the company,in which theold Boardwere turned out and a
new one came in.

203. And at that time there was a strong feeling, was there not, amongst the shareholders
against the course taken, and some talk of proceedings being instituted?—Yes; in fact, it brought
the Brighton Company to ruin; and there, no doubt, what I call the clergyman and widow aspect
of the case did apply a greatdeal; because a great many people, who were not speculators or fools,
didinvest in theBrighton Company under the idea that it was paying 6 per cent., and they suffered
very heavily when the collapse came. That is one argument against the proposal. If you gave the
privilege to new companies I do not see how you could refuse to give it to existing companies.

Mr. Thomas Henry Fabbeb examined.
204. The Chairman.] The Committee would be glad if you would give them your view of this

Standing Order 167. Do you think it should be permitted to stand as it is now, or that it should
be altered, or that it should be repealed ?—I think that an Order which is so constantly evaded as
this Order is now, ought not to stand as it is.

205. Then you agree with those who tellus that it has been systematically evaded in the past ?
—They have brought instances to us to show that it has been; and it appears to me that there can
be no possible difficulty in evading it.

206. Then you do not concur with those who think that the recent decisions of the Courts of
law will put an end to these evasions?—l do not, and for this reason :In that Hull and Barnsley
case the promoters of the undertaking acted very straightforwardly, and explained exactly what
they intended to do, and the Master of the Eolls had the whole case before him ; but if, instead of
acting as they did in that case, they had made a contract with the contractor, under which he was
to be paid a larger capital sum for the whole undertaking, he undertaking at the same time to take
shares and at whateverdiscount you please, the object of the Order would have been evaded, and no
one would have known anything about it.

207. Then, in your view, do you go as far as to say that you do not think it is possible for
Parliament by any such Standing Order as that, or any substitute for it, to prevent the practice of
paying interest out of capital?—I do not say that they maynot prevent the payingof interest out of
capital, but they willnot prevent the doingof that which is worse than paying interestout of capital—
namely, making arrangementswith the contractor by which he shall take the shares, and take them
at a very great loss to the undertaking.

208. But that comes to the same thing, does it not ?—lt comes to the same thing.
209. And you think that that evil is worse than the other ?—-I do.
210. And that it will continue to prevail, notwithstanding the recent decisions of the Courts of

law ?—I think probably, if the Hull and Barnsley people had to make that arrangement over again,
they would make an arrangement with the contractor which the Courts of law would not be able to
get at.

211. Are you in favour of the total repeal of this Standing Order?—That is a difficult question,
because it is so much entwined with the whole practice of Parliament, and with the Companies
Clauses Act, as well as with the practice of Parliament. The Companies Clauses Act, which was
passed in 1845, I think obviously contemplates that dividends shall not be paid out of capital. It
has a clause which practically authorizes dividends or interest to be paid on capital which is not
called, and therefore impliedly prevents its being paid on capital which is called; and I think it
would be a question, if you had no StandingOrderof thiskind and did not aher the Companies Act,
whether the Courts of law would not, upon the Companies Act as it stands, and the ordinary
principles of law, prevent the payment of interest out of capital—at any rate, unless specially
sanctioned by the special Act.

212. Then you rather take Mr. Laing's view, that it is against the common law?—l am not
lawyer enough to give an opinion upon that.

213. But it may be so ?—lt may be so. But I should like to point out that at the time when
this Order was adopted and the Companies Clauses Act was passed, very different viewsobtained
with regard to the general policy of dealing with joint-stock companies' undertakings from those
that have prevailed since. When the Joint-Stock Companies Acts of 1856 and 1857 and the sub-
sequent Act, the Companies Act of 1862, were passed, it was then thought that, in undertakings
which did not require parliamentary sanction, the companies should be left to frame theirown
financial arrangements as they pleased. There is in the Schedule to the Act of 1862 a table of
regulations which the companies may adopt if they please, and in that table is a regulation that
dividends are not to be paid out of capital; but it is entirely at the option of each company to
accept that table of regulations or not, and, consequently, every joint-stock company which does
not come for parliamentary powers may do what it pleases in thart respect. That, I think, shows
that a very considerable change had come over public opinion between the time when these
parliamentary regulations were framed and the time when the Joint-Stock Companies Act was
passed.

214. Then your evidence would rather go, would it not, to a revision of the whole system,
dealing not only with this Standing Order, but with the Companies Act and the general law ?—The
principle on which my evidence is founded wouH do so; but that, of course, is a much larger



25 8.—12
question than the comparatively small one of this Standing Order, which may probably be dealtwith by itself, in the manner suggestedby the Chairman of the Committees.215. Can you give the Committee a general idea of the law in practice in other Europeancountries withregard to this matter?—No, I cannot do that; I have not looked sufficiently into thatsubject. J

216. Mr. Salt.] Do you think that Standing Order 167 is in any way necessary for the protec-tion of the investor?—I wish now to be understood as speaking my ownopinion, and not the opinionof the department. The opinion of the department, I think, may be taken to be in favour ofsuch an alteration of the Standing Order as has been suggested by the Chairman of Committees ;but my own opinion is that an investor,on the whole, will be better off if you leave him to take careot himself.
217. _Now,_as a matter of general policy, in the dealings of Parliament with the commercialworld, is it, or is it not, well that the course of tradeand commerce should be left as free as possibleto takeits own line?—As free as possible.
218. _Do you think that the recent decision of the Judges in this matter will have much effectin enforcing Standing Order 167?—I think not the least in the world. I think it will only setparties who want capital upon other means of evading it. They will not, that is to say, act asstraightforwardly as they didin the Hull and Barnsley case.
219 The Chairman.] The Master of theEolls, in giving his decision on the question of evasionexpressed himself as opposed to the present Standing Order, did he not?—He was distinctly opposedto the principle of it, and was in favour of freedom.
220. And do you think that that would have a certaineffect upon the public ?—Yes ; the public

know that the Master of the Eolls is not only a very good lawyer, but an exceedingly sensible man,whounderstands these questions thoroughly.
221. Mr. Salt] I take it that your opinion is this: that, as soon as those people who deal innew companies have recovered, so to speak, the shock of the decision of the Master of the Eollssome convenient means would still be found by them for evading the Standing Order?—Quite so '

probablyputting the parties to considerably more expense, and throwing additional difficulties intheway of new undertakings. And I should like to say, with regard to that, that it is rather
curious to see how, m the original debate upon these Standing Orders, as I believe is the case atpresent, it is the existing companies who are likely to be interfered with by new undertakings whoare m favour of the Standing Order. Those who are promoting these new undertakings are for therepeal of it. It is a curious thing that in the debates upon the Standing Order we find MrHudson strongly m favour of the Standing Order, and Mr. Beckett Denison strongly against it222. That means, I conclude, that the existence of the Standing Order, either as it stands or insome form, is rather m favour of theposition of existing companies as against the invasion of newcompanies?—Certainly; it is an impediment to the raising of capital for newcompanies.223. Now, as a matter of generalpolicy, is it well to favour theformation of new companies orto strengthen, so to speak, the defensivepositionof theoldcompanies?—I think the utmost possiblefreedom for new companies is the best course. Parliament, it seems to me, has nothing to do withpreventing new companies out-ofregard for old ones.

224. You say that without reserve ?—That has always been my view.225. I want to understand quite distinctly this : Your own opinion is in favour of repealing theStanding Order altogether ?—My feeling would be that it would be well to do so if you could alterthe whole system with it. As things stand, it is a questionwhether the Standing Order, as proposedto be altered by the Chairman of Ways and Means, wouldnot fit in with the whole of the rest ofthe machinery better, and would not do all that is practically wanted at the presentmoment Youasked me just nowabout the investor. I think that what should be done for the investor is this :to give him complete notice of what is intended. When that is done, I think you may leave him totake care of himself; and the alteration that is proposed would give him that notice.226. Do you mean that a mere alteration of the Standing Order would be sufficient to givenotice to the ordinary investor?—lt is proposed, I think, that in the first place the parliamentarynotices shall contain a statement of the intention of the company to pay interest out of capital "and it is intended that theBill shall contain a distinct enactmentto that effect.227. In other words, there are two or three points of detail which wouldrequire some attentionin order to give proper notice to persons embarking capital in new undertakings ?—Yes.228. To go to rather a small point of detail, but one which is of some importance, would you
suggest, that the scrip or certificates of new companies should be specially marked as payinginterestout of capital?—That had not occurred to me; I have not thought about it enough to give an
opinion on the question. °229. You think that somepoints of detail of that sort would be worth consideration ?—I thinkat any rate, that notice of what is intended should be given to persons who are likely to invest.230. It would be necessary to carry that notice to some considerable point of detail when you
have to deal with small investors, would it not ?—Yes; you might require the notice to be insertedm all prospectuses by which capital was sought for the undertaking.

231. You have an analogous idea in the law which compels limited companies to use the word" Limited" very prominently?—Quite so.
232 I take it that, from your point of view, you would inform the Committee that there is nodoubt whatever that, during the last thirty years or so, during which the Standing Order 167 hasbeen m operation, a very large amount indeed of capital has been raised contrary to the provisionsof the Order ?—I have no doubt about it.
233. Colonel Walrond.] You have seen theproposal of the Chairman of Ways and Means ?—xGS.
234. He proposes that the rate of interest paid should not exceed 5 per cent. ?—Yes.
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235. Would not that be contrary to the law of the Companies Act of 1862 as it stands now,
that no interest maybe paid out of capital ?—No ; I think not at all. Tho Joint-Stock Companies
Act does not say that no interest shall be paid out of capital; it says that people shall arrange their
financial matters as theyplease ; but there is, as I said, a Table of Regulations in the Act, which
companies may adopt if theyplease, or reject if they please. In that Table of Regulations is one
that dividendsand interest shall not be paid out of capital. That, no doubt, is a very wholesome
general rule, and it is one that probably any good financier would generally adopt; but there may
be cases in which it is desirable not to adopt that rule, and in such cases the companies are'at
perfect liberty to do as they please—to adopt it or not.

236. The Chairman.] Then, in your opinion, there is nothing in the proposals, either of the
Chairman of Ways and Means or of Lord Redesdale, contrary to the Companies Act or any other
existing Act of Parliament?—On the contrary, so far as they go, they go in the direction which has
been carried much further by the Joint-Stock Companies Act. ,

237. And they are more consistent with the Joint-Stock Companies Act than our Standing
Order 167?—Yes.

238. Mr. Brand.] Do you see any objection to giving relief by granting permission to new-
undertakings to issue their capital at a discount to the public ?—No; I wouldgive them the utmost
possible liberty.

239. And do you think that that would be as efficacious a mode of relieving them, and more
legitimate than by giving them leave to pay interest out of capital ?—I would give them both. I
am not sufficientlyexperiencedin the finance of companiesto say which of the two modes would be
thebetter. Ido not know whether the Committee have had before them a letter that struck me a
good deal, written to the Board of Trade by Messrs. Capel, the great stockbrokers, who state that
they have the very greatest difficulty in floating undertakings, in getting people to invest, where
the investment is not to carry interest at once, but only to carry it from some future day. What
people like is to put in their £1,000 and to get their £50 a year from it at once; and if they are not
to have their £50 a year for four years they will not invest. That, coming from people of the
experience of Messrs. Capel, is striking.

240. And yet that interest is, of course, only their own capital back again?—lt is only their
own capital back again.

241. But, speaking of your suggestion to protect the public, they would be protected more
efficientlyby the plan that I have mentionedof issuingcapital at a discount; because the intending
subscriber wouldknow that there was the loss of interest during construction, and that it was for
that reason that the company had issued their capital at a discount ?—That maybe so. I think
the investor would be sufficientlyprotected in the other case also.

242. Your opinion is that they ought to berelieved in one way or the other?—Or both.
243. Mr. Shaio.'] Your notion, I understand, is that the investing public have a great taste to

be deceived or to deceive themselves ?—That may be so, but I scarcely meant it.
244. That is the effect of your evidence, is it not ?—No, not quite that.
245. I think it is the effect of all our observation ?—lt may be so.
246. The Chairman^] You would allow them to deceive themselves if they did it with their

eyes open?—I think they are more likely in the end to be undeceivedif they are allowedto act for
themselves, and to find out what is the best for them, than if you try to guard them by safeguards
of this sore, which can always be evaded. Let me put the case of a man who takes shares in a
railway company of this sort, where the law is evaded by such arrangements as I have spoken of
with a contractor. He has to pay a great deal more for his share in the undertaking, because the
contractor does not do all this without a large profit to himself, and so he is so much the worse off;
the undertakingproduces so much less.

247. Mr. Shaw.] Do you not think those modifications suggested by the Chairman of Ways
and Means are directly against the common law of the land?—No ; I do not.

248. They change the law, evidently ?—They change the Standing Order of the Houses of
Parliament; they do not change theexisting law.

249. The Standing Orderof the House of Commons at present is in perfect accordance with
the law as interpreted by the Master of the Rolls ?—But the law as interpreted by the Master of
the Rolls is founded upon the clause which was passed in pursuance of the Standing Order of the
House of Commons. Repeal the Standing Order of the House of Commons, and there would be no
clause upon which the Master of the Rolls could adjudicate in the same way in future.

250. You donot think that it is the ordinary common law that is founded on the rules of
honesty ?—The ordinary common law would very likely say that where there was no provision to
the contrary in the articles of partnership, or the deed of settlement, there dividends are not to be
paid out of capital; but there is nothing in the common law to prevent people from making an
arrangementwith one another that dividends shall be paid out of capital, and that is'precisely the
state in which the alteration of the Standing Order would leave the law of Parliament.

251. Yourefer to the Companies Act, I suppose; you refer to Table A? — Yes; Table A,
Rule 72.

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

253. But if that was stated in plain English, and the investor know it, do you think it would
facilitate their getting capital; or that, in the case of any company putting that on the front, except
they had unmistakable means afterwards in property orrates to pay this—if, in fact, it was a mere
speculative company—it would not at once stop their getting it ?—Then it wouldprevent the public
from being deceived, and answer all the purposes that this Standing Order is supposed to answer.
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254. It would prevent the company from existing, very likely?—Then the directors would not

PU 265! Then you are in favour of this modification of the Standing Order, I suppose ?—Yes.
056' Mr Brand.] In the case of the issue of prospectuses your opinion is that thepromoters

should put in plain English that the interest is to be paid for a certain number of years out ot tne

capital of the company ?-I suggested a prospectus, but I would say that, m some form or another
notice should be given. May I be allowed to mention one point bearing upon a question which 1
heard the Chairman ask Mr." Laing, namely, as to the deposit.

257 The Chairman.] Certainly: will you please mention it?—l should like to mention this
fact though perhaps it does notbear very directly on this point: that the deposit is supposed to
be forfeited if the railway or tramway—l think it only relates to railways or tramways—is not

made or if the capital is not subscribed. It was found that this deposit, or the bond, which was
forme'rlv given in lieu of the deposit, was practically never enforced; and a few years ago an

endeavour was made by arrangement with the Chairman of Ways and Means, and by alterationTtSsLnZg Orders! to make that into a reality, and to secure that the deposit should be
forfeited if the undertaking was not completed. We find now, when the thing comes to work,
thatit is extremely difficult to enforce that rule. The parties come with a Bill to Parliament for
abandoning the undertaking, and in that Bill they insert a clause entitling them to have the
money back again. That clause would not bo passed without the consent of the Government.
The parties then come to the Government, and they allege, with more or less truth thatall sorts
of difficulties have arisen which they never contemplated; and it is found to be practically
impossible to refuse them leave to get their deposit back through the medium of their Bill I
wished to bring that fact before the Committee to show howextremely difficult it is to enforce that
IOT m YoSave fcSdtt. not only difficult, but impossible, as I understand you ?-I should be
sorry to say that it is impossible, because we are trying to enforce it, and it has been enforced in

some cases ; but I am not sanguine of our beingable to enforce it generally. ,259! Has it in any single instance been enforced?-1 am told it has been enforced in

two cases. ",Mr. James Staats Eokbes examined.

260. The Chairman.] You, as we all know, are the Chairman of the London, Chatham, and
Dover and the MetropolitanDistrict Eailways?—Yes.

261 You have hid many years' experience in railway business both m England and on the
Continent and especiallyin theraising of capital to carry out new railways ?—Yes.

262 And you are fully alive to the operation of the Standing Order 167, which we are now
considering—Yes. The operation of the Standing Order is to add very much to the difficulty
of making subsidiary railways, not only as regards entirely new projects, but also as regards
projects promoted and to be carried out by the poorer class of companies. I have had,
unfortunately an experience of that especial kind in connection with both the London, Chatham
andDover Bailway and the District Bailway-experience, that is to say, of a poor company which
had to ficht its way against a rich company. The Standing Order is not only in many cases

fatal to'the construction of new railways legitimately promoted in districts by local people, but

it is also fatal to a poor company struggling against a rich company.
263 Then in your opinion, the Standing Order has been effective in a sense ?—lt has been

effective' in a sense; in limiting railway construction where it is greatly needed; but in many cases
it has been evaded. lambound to say-I do not know whether I shall require shrift for saying it-

thatI^^J^^^withi'hoßewho have represented to us that it has been systematically
evaded and violated?—Yes ; the law-breaker always has the advantageof

_
coming after_ the law-

maker " and, if laws are made which in practice are found obstructive and inapplicable, ingenuity
ran eenerallv get either under them, or over them, or round them.can ferawg° wonM you g0 so far as Mr. Farrer, who has told us that, in his view, he does not
,«e howParliament could possibly prevent a law of this kind being more or less evaded ?-I donot

think Parliament could prevent it, for the reason that people whose interest it is to evade these

obstractive laws and whose duty it is to carry out works sanctioned by Parliament, have to resort

to "ingenuity to overcome the'difficulties made for themby Parliament. - ' ",

206 Do you think that the payment of interest during the construction of a railway is a
legitimate item of expenditure?-I cannot imagine any item more legitimate. If you aPPty «J°
anvthin-but arailway, it is at once apparent. Suppose you want to build yourself a house, there

areone mtvvo things that the builder will suggest: he will suggest that, upon, the house becoming
Stable you shall pay a lump sum; or, if you like to build it by your own architect, then you
must find money from month to month to pay for it: you cannot divert money from your business
or investments without sacrificing interest. lam astonished to find such a law existing,
or w^ s.^ Parliament has made an unwise distinction between
railways and tramways on the one hand, and all other undertakings on the other hand?-I think

so ; and especially unwise as applying to a class of enterprise which it is the interestof Parliament

f°26B v'ou 1trace"origin of this distinction to the railway mania of forty years ago?—l
think it was a Standing Order made in a panic of some kind or other; it is so irrational that it
seems to j^-Jf^"question about the law and practice in regard to this question in
other continental countries, and he could not answer the question; but can you give the Committee
any information on that point ?-Yes. I have been for many years the Vice-President of. the
Dutch-Snish Eailway, which is the most important railway in Holland. It connects the ports
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d»ys is quite out of the queajSTS"°rfta«,riU%C w^ll'" 1 »>»»**»» no".

market; you oumot |et anyMv "lse to touS,,, S "" '■ pol;'j°" of the "W" » ">»

guaranteeapplies? Now, youmust^male torSffl^W'S"^ date at which this
penal contract to satisfy us that fwe lend our^ ,Z fV, V l?* mUSt haVe something like aKiat iBdifficulty nuali^^K<d^^^"^t^a?^!r?ni a Siven <%."sufficient responsibility not only to undertake om,kP th

» contractor of sufficient means and of
will undertake apenal obligation to delSerThat rai Sf, ??Wfty UpOn reasonable terms, but who
men, but very fei, who az'e prepar dtoru! Si r sTof what° Z°l * &*? &T There ■" afewthree years through the accidents of weather or what 110T td 4 T'" " the °f tWO or
hands of the great moneyedpeople and the resnU ;^ + *

ereiore you are thr°wn into the
shall be done, and handed over ' specSc day ,S i/?^ *fhe

f
,contract made this workYou are obliged to make an an-angement of that s'orr i V ' Sf^ penaltieS to be Paid-

Lal^'that restric-and fresh undertakings?-Yes Mr LW nml tf 7 h°uld be glven to new companies
man in possession; fhey Io not toVe^bSV^Tl^ bi«°°%»a^ are Hke the

that is the effect also of the depoS tha is t ~W" "inB.r^ways to get them, andpropose to make extensions or new rail" andS tAn easting railway company maydeposit at all; but a new companymust BtoSj% nf n̂der the obligation to make any
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Albert Dock. lam a promoter—one of twelve—and we have to put our hands into our pockets and
find £350,000 before we can move. If the Great Western or the Great Northern or any existing
company did that they would not have to put down a shilling.

276. Do 'you advocate the placing of new companies in that respect in the same position as
the others ?—I think any obstruction placed in the way of new companies ought to be removed.

277. Including the being prevented from issuing shares at a discount?—Yes.
278. Do you attachmuch importance yourself to that suggestion which has been made to the

Committee? Witnesses have appeared before us who said that they thought that all that was
wanted was to enable the new companies to issue shares at a discount. What is your view as to
that ?—What ought to be done is to leave the companies free, within rational limits, to do that
which is best for everybody—the companies and thepublic; because, of course, if arailway is con-
structed at a cost much beyond what it needbe constructed at, the public pay. Inreality the public
always pay for these things, and issuing shares at a discount is of all methodsof raising money the
most improvident. I think I can illustrate thatvery well in the case of the District Eailway. Every
body knows theDistrict Eailway. That was carried through with a good deal of difficulty, and the
whole of their preference capital wasraised at a discount. There is a millionand a halfof it. And
this illustrates very well one or two nostrums that have been suggested from time to time, to
the effect that before the completion of a railway you ought to offer it to the public. Now, we
offered this stock of which I am speaking—having got £2,300,000 in hand of ordinary stock—the
5-per-cent. preference stock to the shareholders ; and out of £1,500,000 they took £250,000—just
enough to spoil the value of the rest. They took that at £70, or 30 per cent, discount, and
we were stuck high and dry with a damaged stock, because the directors were weak enough—l
was not in it at that time—to be impressed with the argument that they ought to offer it to the
shareholders and to the public. Then we had to fall back upon a great financier and a great
contractor, and they took the balance of it at £68 10s., and of course, in order to be quite fair and
square with those people who had subscribed the £250,000, we had to return them the £1 10s.
difference. Therefore the whole of that preference stock of £1,500,000 on arailway like theDistrict
was issued at an enormous discount. What is the result to-day? We had to wait several years
after paying the fixed charges upon the debenturedebt before wereached our 5 percent,preference;
but we do pay that, and have paid it for several years. And this is the result: that upon the
preference stock we are paying £7 17s. Bd. per cent, per annumfor ever. That is themost improvi-
dent thing you can conceive.

279. Mr. Shaiv.] Was the line open?—Partially open. That is not limited to the District
Company. One of the evils of this clause, and one which I individually feel that I have aright to
protest against, is the evasion which it drives otherwise honest people to. The District Company
are not the only people who evade it, nor are the poor companies ; some of the rich companies
evade it, as for instance the Metropolitan Company, which is presided over by a great railway
authority in excellent credit. (I have always been in very bad credit. I have had to go about
begging for money; but some people can go about commanding it.) Now, this great authority,
being chairman of the Manchester, Sheffield, and Lincolnshire Eailway Company, amongst other
things, at his very last meeting held on January 25th, says this: "He believed it was the late
Mr. Eawson who said that no railway man's property was safe while Parliament was sitting; and,
while he would not go so far as to say that, a change in the law relating to railways was proposed
which he hoped would receive the very watchful care of the whole railway interest "—that is this
change. " One reason why the shareholders"—at that meeting—" would not receive so
good a dividend as they might have done was that the directors had been compelled to charge to
net revenue the interest on dead capital, which simply meant that the-dividend on dead capital
should not be paid out of that capital, though it really formed part of it. He had often said, and
he repeated it how, that this was unjust; but it was the law, and they were obliged to conform to
it. There was a proposal by the Hull and Barnsley gentlemen to extend their line, and to
sanction in their exceptional favour the charging of interest during construction to capital
and not to revenue. Of course, in the particular case of that company, they could not charge it to
revenue because they had no revenue to charge it to, and by the law the shareholders would have
to wait till they had ; but what should besauce for thegoose shouldbe saucefor the gander, and they
should certainly say in Parliament that if the law generally was to be altered they had not much
to say, but, unless every existing railway company was to be placed in the same position, they
should certainly object to a new project of a doubtful charaoter "—that is, the Hull and Barnsley—
" being permitted to break the law, or to have a law made specially for it, in order that it might
be the better able to compete with theManchester, Sheffield, and Lincolnshire Company, the North-
Eastern, and other existing companies." Now, that is the whole question which underlies all these
big companies coming here to fight these little ones. The Hull and Barnsley Company will tell
their own story. But thereare various ways of evading the law. Now, this ingenious gentleman
who finds that there is not much to be said against a change of the law, provided that it affects
everybody alike, as of course it will, is the chairman of the MetropolitanEailway Company, and
the Metropolitan Eailway Company is associated with the District Eailway Company in probably
one of the greatestworks that have ever been contemplated, either asregards therailway interest or
the public—that is, the completion of the railway between the Mansion House and Aldgate. That
is a terrific job. I have had to face some heavy ones, but that is the biggest I have ever had
to undertake. There we have got between us to raise two and a half millions of capital and
£800,000 of debentures, for about two milesof railway. I need not trouble the Committee with the
reason why theraising of that capital has been deferred, but during the last four orfive months I
have been in a position, in consequence of an agreement with thepublic bodies, to proceed to raise
our half of that capital. I am met exactly in the same way as I have already described by a great
many people in London. " Now, all right," they say; " when is this railway to be opened ?" " I
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do not know; we have not made any contract." "But how do you suppose that we can put a
price upon the value of arailway when you cannot tell us when it will be opened ? What is the
basis of calculation ? It is no good your coming to us unless you can pay interest during its con-
struction. If you attempt to raise the moneyby payment of deferred" interest, you areresorting to
the most improvident thing which can be conceived." Now, that is exactly what my friend of the
Metropolitan Eailway has done; he has done it with very great ingenuity. First of all, payment
of interest out of capital being contrary to law, the company areprecluded from doing that, but in
the course of their business they issue stocks at a price which realizes a considerable premium, and
they carry that premium to a reserve fund, and then, having carried that capital to a reserve fund,
they obtain power in an Act of Parliament to apply it in a certain manner. This is clause 30 of
" The MetropolitanEailway Act, 1877 " : " The company may form a fund, to be called the reserve
fund, and may carry to such fund all premiums paid to the company upon the issue or sale of new
shares or stock, and any other moneys which the company may from time to time have at their
disposal, and are not applicable to any specific purpose by virtue of any Act relating to the com-
pany. And the company may from time to time invest the reserve fund, and the annual income
derived therefrom, or any part thereof respectively, in such securities as they may think fit, and
may from timeto time apply the reserve fund and the annual incomederived therefrom, or any part
thereof, for any such purposes connected with their undertaking"—and this is the important part—
" not being in payment of dividends or interest on any of the stocks or shares of the company as
may from time to time be directed at a meeting of thecompany." Therefore, having built up their
reserve fund by issuing stock at a premium, and having put themselves in 1877 under an express
disability to apply it to the payment of dividends or interest, in 1879 they, conjointly with my
company, get apower to raise this large amount of moneyfor the Inner Circle ; and in " The Metro-
politan EailwayAct, 1880," clause 33, is this : " The company may from time to time, until but
not after the expiration of three years from the day on which any of the railways authorized by the
Act of one thousand eight hundred and seventy-nine shall have been commenced, apply theirreserve
fund and the annual income derived therefrom, or any part thereof, in payment of interest upon
any calls orcapital sums expended in carrying out the undertaking authorized by the Act of one
thousand eight hundred and sixty-nine, and therein called ' the joint undertaking.'" Now, that
is a means of evading the Standing Order. That is a distinct payment out of capital.

280. The Chairman.] Then the Standing Order has been evaded by the great companies who
are opposed to therepeal of the Standing Order, or its alteration, as well as by new companies
desirous of promoting fresh enterprises ?—That is one mode of evading it. There is another mode :
that is the allotment of stock in respect of which this power is reserved, and it carries out the
idea of improvidence, thefirst allotment of £500,000 4 per cent, perpetual preference stock. That
is issued to the shareholders in the Metropolitan Eailway Company for the purpose that I have
described, and the condition is the balance of the call being paid " on the Ist of April next "—that
is, the Ist of April, 1881. " The dividend upon the stock will not commence to accrue until the Ist
of April, 1882." Now, that stock was issued at par. At this very moment the 4-per-cent. pre-
ference stock of the MetropolitanEailway Company is worth from 105 to 107. Now, if they had
issued that stock bearing 4 per cent, interest from the date of issue, every penny of it would have
been placed at a premium. If it is worth 105 to 107 now, it would have been worth 105 to 107 then
if it had carried interest. They have, in fact, paid from sto 7 per cent, in order to save one year's
interest at 4 per cent. That is as regards the preference. Now, here is the balance of the stock,
£750,000 new ordinary stock ; £750,000 and £500,000 make the £1,200,000 which is their half of
the contribution to the Inner Circle completion. That is issued, and the call is spread over a con-
siderable time. It comes to this :It was issued at par, ranging pari passn with the ordinary stock
of the Metropolitan Company for dividend, but the dividend only to accrue in October, 1884. That
stock was issued at par at the moment when the ordinary stock of the Metropolitan Company was
at 124 to 125. That is a most improvident method of raising money.

281. Mr. Shaw.] It was issued to their own shareholders, I presume ?—Yes.
282. Then it is all in their own pockets?—lt may be, but it is improvident, nevertheless ; it is

paying interest out of capital.
283. The Chairman^] You are of opinionthat the evidence we have heard, and the representa-

tion of the Chairman of Committees, is correct, that this Order has been systematically violated in
practice ; but do you not think that, after the recent decisions of the Courts, these violations will
be put an end to ?—Not in the least. There was a decision on n, case of the Metropolitan Company
many years ago, the well-known case of Salisbury v. the Metropolitan Company, in which the
contractors were made use of in the same way to pay interest during construction; and thatwas
challenged, and a very strong decision againstit givenby Vice-Chancellor James; but it goes on.

284. Then this decision of Sir George Jessel's is not the first on the same lines?—lt is by no
means the first. The case I have mentioned was a device for setting aside the Standing Order
under which the contractor paid the interestduring construction.

285. Mr. Shaw.] I do not quite understand howyou make out that operation on the reserve
fund, to which you referred just now, to be a payment of interest out of capital?—Because, if
you issue stock at a premium, you issue it at a greater rate of interest than need be, and it
becomes a greatercharge on the permanent income of the company.

286. But it is within themselves ; it is their own money and their own business altogether?—
That may be.

287. They are not spoiling their business and giving it to an outsider ?—That is a mere
question, between the company and the shareholders; it does not affect the principle of the
thing. If you give anybody for £100 what is worth £120, the fact of giving it to a present
shareholder in the railway does not in the least affect theprinciple ; he benefits, but his successor
loses.
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288. Is it not almost the universal practice of companies, in issuing shares at a premium,
to issue them to their shareholders at a lower premium than when they issue them in the market ?
—Yes.

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

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

291. In whatway? From the public outside?—Not from the public. You cannot raise money
from the public now;"you cannot get the public to invest until the thing is a tangible, existing,
money-earning concern; and you must provide for a kind of interregnum between the passing of
theBill and theconstruction of the railway ; and the only way in which that can be got over is
by a great company using their funds—l mean their general funds, not these specific funds allowed
by Parliament to carryout works—or by contractors, in combination with financiers, taking on
themselves the risk of preparing and completing a railway which, when it is prepared and com-
pleted, they can sell to thepublic.

292. Do you not think you wrould pay as much for the moneyalways as you do now; that you
will always have to get it done as now, in a general way, by contractors and financiers ?—I have
just made a contract which I will undertake to say will evade even Sir George Jessel; and the cost
of that I estimate at about £35,000—very nearly 10 per cent, more than I should have had to pay
if I could have gone to the people and said, " I will pay the interest on this money from the date
of issue."

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

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

295. In each Act ?—ln each Act. As you know, Parliament always gives a certain period for
thecompletion of the railway, and there would be no great harm in saying that up to that date
interest shall be paid, up to a certain rate, not exceeding 5 per cent. Then, if the parties fail in
completing the railway in the time specified, they have to go to Parliament for an extension of
time, and if they had to show cause for thatextension of time they would also have to show cause
for an extension of theperiod of payment of interest. This being in the Act of Parliament, every
broker, every man conversant with these transactions, would be able to see exactly what the
position of the company was in that particular ; and it would be put upon the prospectus.

296. And in the scrip, I suppose?—Probably that might involvesome technical objection ; but
no doubt it ought to be fairly guarded and secured.

297. Would you put in the words "interest to be paid out of capital"?—"lnterest paid
during construction."

298. It is really paid out of capital ?—Yes.
299. It is better to state the real thing on the document, is it not ?—Yes.
300. The Chairman.] The time allowedwould vary according to circumstances ?—Yes. If, for

instance, Parliament gave five years for the execution of the work, they probably would say that
the payment of interest should be for five years ; and if they gave two years for the work they
would say two years for the interest; the real object being that an essential and inseparable
element of the cost of the work up to the completion should form a part of the cost of the
work.

301. Mr. Brand.] Then I understand that, even in the case of this Standing Order being
repealed, you, in promoting a railway, or any onewho promotes a railway, would still, in your
opinion, not go to the public for the money; they would still have to go to the financier ?—Yes ; I
think that is the most economical and thebest way of doing it.

302. Then Iapprehend you would be able to get money more cheaply than you do at present
if you were able to say that these shares would either be issued at a discount or that the interest
would be paid during construction out of capital ?—lssuing at a discount is, in fact, discounting
your credit. It is like menwho go to borrow money and are prepared to pay a very heavy dis-
count. If I go to a man in the City and say, " I want £100,000, and I will give you \ per
cent, above the Bank rate," he gives it me ; but if I say, " I will give you 10 per cent.," he suspects
me, and I should get nothing by it.

303. You say this is a very improvident method of raising money. I want to ask you to
point out the differencebetween my subscribing £100 to your undertaking and getting back in the
course of five years £20 during construction, and, on the other hand, my paying £80 and getting
back nothing during those five years, except this: that, I shall have £20 to use myself. As far
as the investor is concerned, it seems to me the most improvident method of applying the money ?
—When you issue at a discount—issuing, for instance, £100 at £80—it follows you for ever.
Take a case in point, theDistrict Railway. If they had borrowed the money for three years at
£30 discount, that would have been a sufficient penalty to pay; but at the end of three years, the
railway being a going concern and earning money, they would have been relieved of the conse-
quence which follows having issued the whole capital at a percentage of £7 17s. Bd. out of the
earnings of the company, instead of £5.

304. Upon that point, may I ask you what is the interest that the Metropolitan District
Company are paying upon their ordinary stock?—Very little; they have only got up to \\.
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be worth, not the 70 or the 68 which ypu obtained, but it would be at par ?—That capital—that
5-per-cent. stock now—is worth from 115 to 118. But it is the effect on the profit of the company
which is so serious. That nominal £100, issued at £68 10s., now takes out of the profits £7 17s. Bd.
per cent., instead of £5.

306. I understand that you issued at £68, and it is a 5-per-cent. stock, is it not ?—Yes.
307. And upon that you are paying really £7 17s. Bd. ?—Yes ; for ever.
308. But supposing you had obtained that at £100, and you had spent the same amount in

construction, say £70, and you returned the £30 to the investor, that is to say during construction,
you will stillreally be paying on that stock the same interest?—But if we could have paid interest
during construction on it it would not have cost us that enormous discount.

309. You mean that there would not have been the same amount of' loss in the two methods
of dealing with the money ?—Yes. Of course I have had a great deal to do with some of the leading
brokers and jobbers. I went the other day to a gentleman, in fact, to sell to him stock worth
£625,000; and the first question he asked was, "When does the interest run? from the date of
payment?" " No, not until the opening of the railway." "That is quite a different matter," he
said. Ido not mind telling you what the difference was: payment of interest from the day he
put down the money, £96 to £98 ; payment deferred for two years (the date of the assumed com-
pletion of the railway), £90: that was the nearest thing we could get. I was obliged to say,
" That is so dreadfully fatal to me that I cannot entertain it; I must see what the Committee will
do that is sitting ; Iknow perfectly well that if this Standing Order is amended I can go and issue
that £625,000 of stock to-morrow at a premium." Meanwhile the state of the market has some-
what altered : that was three months ago, when the market was rather dull.

310. Mr. Shaw.] Does it depend greatly on the character of the railway?—l will tellyou the
line. The line is the Inner Circle Completion Eailway, and the thing is guaranteed by the whole
preference income of the District Eailway.

311. Supposing you issued it on a new line, and thepublic know nothing about it, they discount
all that ; the merepayment of interest for a couple of years would not help you much ?—But those
gentlemen appreciate the enormous difference between interest accruing at once and interest
accruing ten years hence ; and they say, " I cannot go and pick up money in the gutter ; I must
draw it from A, B, and C." Now, you exclude the whole class of trustees; the moment you talk of
paying interest two years or one year hence, all that class are out. Then, further, a vast number
ofpeople who invest, invest for current income : they are all out ; thosepeople cannot wait for two
years. And the operationof the thing is in fact greatly to limit the ground from which moneys are
gathered by these brokers and financial persons.

312. But an investor would never think of taking a security by the mere nominal payment of
interest for a few years unless there was a substantial after-security?—Of course; but you see here
is a case where the interest is guaranteed on the opening of the railway, and the Standing Order
crops up and damages you.

313. Mr. Brand.] As far as I understand, in the case of a railway company who obtain their
capital at par, the payment of interest during the construction only trickles back gradually to the
investor, and they have the use of thebalance for some time ;whereas in the other case, where the
company issue at a discount, they do not have any use of thebalance at all?—Yes.

314. And there is a loss to themin that way?—Yes.
315. Mr. Salt.] I rather want to work out what the honourable member said just now with

regard to this question of raising money for the District Eailway Company. You say that with a
deferred payment, deferred for two years, ending in an absolutely good guarantee of 4 per cent., the
price at which you could now raise the money would be £90 ?—That was the suggestion.

316. But that if you raise the money with a power of paying at this moment, with the i per
cent, commencing from to-morrow, the price would be £98.?—No ; the price now would be par, or
over; it would have been £98 a few months ago.

317. The price probably would be about £105, would it not?—l should think between 102 and
£105.

318. We will take it at £103?—I shall be disappointed if, with thepower to pay interest at
once, I cannot place that stock at £102 or £103.

319. Therefore the money that you would get upon a deferred payment of interest would be
90 per cent., and upon an immediate payment of interest it would be 103 per cent. ?—Yes.

320. But if you pay interest immediately for two years, you must deduct £8 from your £103 ?
—Yes..

321. Therefore the loss upon the transaction is the difference between £90 and £95—5 per
cent. ?—-Yes. I have got to place within a few months of this time £1,250,000 of that stock : that
is aboutwhat it will cost; whether I can pay immediate interest or not will make about 5 per cent,
difference.

322. Now,Iwant to ask you a question about payment of interest during construction : do you
remember what the rule is in Holland as to the length of time that-the interest is allowedto be
paid during construction ?—There is no limitation whatever; we have never had any limit. But
then Imust tell you that those railway works are carried on with the cognizance, and, to some
extent, under the control, of the Government department; and as long as they are satisfied that
due diligence is being exercised no question is raised. We Have neverhad any question raised. I
may state that I have had a work—the Gouda line to the Hague—which was about two years and
six months in construction, and during the whole of that time we charged 6 per cent, on all moneys
expended from day to day to the account.

323. Supposing there had been great delay on-the part of the contractor?—lt did not arise;
andwe have never had the question raised in all thework we have done ; being in ample funds and
having good credit we have done it off-hatid, bo to speak, and not had the questionraised.
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324. I want to bring you to your own suggestion. You suggest that in each Railway Bill it

should be defined in the clause for what period interest should be paid during construction, say two,
three, or five years, as the case may be?—Yes.

325. Now, assuming a new railway to be started by promoters who are somewhat careless, let
us suppose that they put in a clause containing a period much longer than is necessary, say six or
seven years, when three or four would be sufficient, who is there to protect the public from the
action of such a clause, orfrom the insertion of such a clause, assuming this Standing Order to be
swept away?—The question of the length of time occupied in theseworks, as you know, is generally
pretty carefully guarded in Committees. The time for the acquisition of lands and the time for
the construction of works is always put into the draft Bill in italics, and the attention of the
Committee is expressly called to it; and, generally speaking, in the discussion which takes place
before the Committee, those figures are settled, and it is not at all infrequent to have a discussion
as to the length of time; and I assume that the Committee of Parliament that passed the Bill
would protect the public in that respect. Then, there is a noble Lord in another House who
exercises rather a large power and is very critical upon that amongst other things; he occasionally
strikes out "three" and puts in "two." It does not go, as a matter of course, as it is first
proposed. But I think there ought to be areasonable limitation.

326. There is not quite the same ground for, or the same likelihood of, the interference of
Committees in regard to theperiod of payment of the money that there is in regard to theperiod of
the construction of the works, because a good deal of inconvenience arises if the works are delayed?
—I rather suggested that the period of thepower to pay interest should not run beyond theperiod
of thepower given by the Committee to construct the works. They are always anxious that land-
owners should not have unfinished railways hanging over them, and they always limit the time
allowed for the completion of the works.

327. May I take it that your view is in favour of the absolute repeal of the Standing Order
167?—I would go so far as to argue for the absolute repeal of it. I think that any obstruction or
limitation under that Standing Order is prejudicial to thepublic interest.

328. Have you seen the suggestions made by Lord Kedesdale?—I think I have, if you mean
the suggestions about interest.

329. I want to know whether you think the adoption of those suggestions would cause
obstruction?—Yes. One of the suggestions is that two-thirds of the capital should be paid up:
" That such payment of interest or dividend shall not begin until the companyhave proved to a
Justice (Sheriff) that two-thirds of the share capital (if any) has been bond fide issued and
accepted." Now, that is a thingwhich at once clashes withpractice. In this very important work,
the Inner Circle Completion, which involves not only a railway of the first importance to railway
travellers, but a new street of the greatest importance to London, we are expressly empowered to
raise our capital in two portions : that is to say, when we have raised £625,000 of capital we may
proceed to raise £400,000 of debentures; and then, having done that, we may proceed with the
second portion. This Standing Orderwould clash with that. And we do not want the money all
at once; these are very large sums of money, and thereis no object in the company being driven
to raise money before it wants it. I should, therefore, press upon the Chairman of Committees for
some modification of that.

330. Does anything else occur to you with reference to his suggestions?—He proposes some
limitation upon the rate of interest.

331. Four-and-a-half per cent, he proposes?—Yes; and I think that it ought to be made some-
what elastic. I think, if I remember right, the Great Northern Company, in their original Act,
were authorized, notwithstanding any clauses or anything of thekind, to pay interest during con-
struction not exceeding5 per cent.

332. The Chairman.] And that is the proposal of the Chairman of Ways and Means, is it not?
—Yes; and I think that 5 per cent, is more elastic, because one can easily understand that the
circumstances of the money-market might make it very difficult to raise at a rate under 4-J per cent,
when it might be easy to raise it at 5. During the last four months, almost on a sudden, the state
of the market was so altered that you could not raise money at 4-J- per cent. I should think myself,
therefore, that this suggestion as to 4J per cent, would want a little modification.

333. Mr. Salt.] Do you think 5 per cent, high enough?—l think sis a rational sum.
334. Now, very often when arailway is made its dividend-earning power does not commence

immediately upon its completion; there may be an interval of a year or two ?—Yes.
335. Do you propose to leave that a blank, with no earning-power ?—I am hardly prepared to

go so far as to suggest the paymentof interest after therailway is finished and has become a money-
earning concern. Then it must stand on its merits.

336. I may take it as your feeling, with regard to a general monetary and commercial policy,
that any restriction in the way of the natural flow of money and the natural course of commercial
enterprise is more or less inconvenient and mischievous ?—I think it is exceedingly mischievous;
and it is especially mischievous in relation to the class of railway works which are now nearly the
only class of works that are wanted—namely, works to fill up what may be called intermediary
districts. It is quite fatal to those.

Lieut.-Colonel Gerard Smith examined.
337. The Chairman.] Have you heard the bulk of the evidence that has been given in this

room in regard to the operation of Standing Order 167 ?—I have heard a good deal of it.
338. Generally speaking you concur, I understand, with those who think that this Order ought

to be greatly modified, if notrepealed?—Yes. I do not think I should go as far as Mr. Forbes and
say that the Order ought to be entirely repealed,, but I am satisfied there must be some modification
of it.

s—B. 12.
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339. Generally speaking you concur, do you not, with the evidence givenby Mr. Rees ?—I do.
340. Then you think that, notwithstanding the decision of the law-courts, the Standing Order

will continue to be evaded ?—Yes; I feel no doubt that that will be the effect; for this reason :
that if Parliament authorizes certain railways to be made, and gentlemenhave banded themselves
in the shape of a provisionalcommitteee and incorporated a company, they will make the railways
in some way or another; they will find the means, whateverthe recent decision of the law-courts,
to carry out that which Parliament has decidedthey can carry out.

341. Provided Parliament were to sanction an alteration of this Standing Order and allow
nterest to be paid out of capital under certain circumstances, do you think that very full notice
ought to be given to the public on theface of the scrip or otherwise that that was proposed to be
done ?—No doubt that should be done. Your question refers to what was said about thecertificates
being specially marked, I think; but there is a little practical difficulty that arises there. Those
certificates would have to be called in when the line was opened, because, if they were especially
marked " interest paid out of capital," there are a certain class of investors who do not part with
their certificates, and in their case they would be locked up in a box, and in the event of death or
someother circumstances occurring the certificate remains for all time with the statement that
the interest on it is paid out of capital. Undoubtedly some provision of the sort to which you
refer might be necessary, but those certificates would have to be called in when the linewas opened
for traffic.

342. Have you anything to add to the evidence which we have already heard from those in
favour of an alteration or amendment of this Standing Order?—There are one or two practical
suggestions which I should like to make with reference to the issue of stock at a discount. I am
told—and I believe that it is so—that that provision does not now apply to the case of new
companies; but it has been suggested that that would be a solution of the difficulty. Now, without
going into the question of the extravaganceof it—as to which I generally concur with Mr. Forbes,
who has had more experienceof that than I have—there are other considerationswhich should
enter into it, and one is a practical one : that is to say, if a new company were to attempt to issue
their shares at a discount, I venture to say that they would signally fail. Ido not think you would
find any banker or broker in the City of London who would allow his name to appear on the
prospectus of a new company whose shares were issued at a discount. Personally, as a banker, I
should certainly decline to receive subscriptions over our counter for a new railway whose shares
were issued at a discount, and I feel satisfied that our friends, Messrs. Smith, Payne, and Smiths,
would do the same. We should treat the thing absolutely as having a tendency to cast discredit
upon the undertaking and upon those whose names were on such a prospectus.

343. Do you think that there is a material differencebetween issuing capital at a discount and
paying interest during construction?—l think there is that practical difficulty, undoubtedly. I
will deal with the other portion of it presently. There is another point that I wanted to put before
you, and that is withreference to the issuing of these shares at a discount. A man has one hundred
pounds' worth of stock allottedto him, and he pays £80 for it; that is to say, it is issued at a dis-
count of 20 per cent. When that line is opened for traffic nothing will make the transferee of that
certificate believe that it is worth £100, the face value of it being £80; you will not instil into his
mind the idea that it is worth £100 by anypossible operation, and thereforethe thing must be taken
for market purposes, and for the purposes of the transferee or intending purchaser, as being of its
face value of £80, and not £100.

344. Whether right or wrong, logical or illogical, what I understand you to say is how the
public view these things?—That is how the public view these things.

345. Therefore, without entering into the merits of the distinction between the two, you think
that the issuing of the shares at a discount wouldnot have the effect supposed ?—I feel certain it
wouldnot have the effect supposed.

346. Do you know anything about the practice of other countries in regard to this matter ?—
There is nothing like an illustration of it. The lawin the coloniesI know nothing about, but here is
the prospectus of a company, the chairman of which is Lord Brabourne (the deputy-chairman of the
South-Eastern Eailway Company), which guarantees6 per cent, duringconstruction. That is issued
at the Cape of Good Hope in March, 1882; it is the prospectus of the Graham's Town and Port
Alfred Eailway Company; and that guarantees 6 per cent, during construction. The paragraph
runs, " Interest at the rate of 6 per cent, per annum is guaranteed upon all amounts paid upon the
shares during the construction of the railway." I do not know what the colonial law is in the
matter, but that is thepractice.

347. Could you say from your own knowledge whether this statement, made to me by a
merchantof one of the largest firms in the city connected with railway enterprises, is correct; he
says that "it is the universal custom in raising money for newrailway enterprises, both in India, the
colonies, the UnitedStates of America,Brazil, and other foreigncountries, to allow subscribers interest
during theconstruction of the works " ?—Yes; I know of my own knowledge that it was done in
the Saint Paulo Eailway, and in the Minas andEio Eailway; it is donein India; but in most of those
cases, especially the Brazilianrailways, which pay exceedingly well, the interest has been guaranteed
by the contractor.

348. Do you know any case of a colonial railroad where the interest has not been paid during
construction ?—No; I do not know one where the capital has been raised successfully without
apromise of interest during construction.

349. You concur with those who believe that, notwithstanding the decision of the Courts of
law, this Standing Orderwill continue to be evaded, greatlyto the detrimentof the public?—No doubt.

350. Colonel Walrond.] You agree with Mr. Bees, do you not, asregards this Standing Order?
—I have seen a copy of the alterationof the Standing Order proposed by the Chairman of Ways
and Means, and I think Mr. Eeesconcurs with that.



8.—1235

351. Mr. Forbes suggested the absolute repeal of the Standing Order justnow; but I gathered
from his evidence also that he would leave it to the Committee before whom the Bill was brought in
the House of Commons to settle the percentage, and to limit the time. Under the circumstances,
would you agree with that, or would you rather have a Standing Order framed?—I should prefer to
have a Standing Order framed, with certain questions left to the discretion of the Committee. I
mean, by that, that I think the rate of interest should be settled by Standing Order. I mean that
the timeshould vary with what the Committee think is reasonably necessaryfor the construction of
the works. In some cases two or three years might suffice; in others, not less than five or eight
years would suffice. With reference to the amount of interest, I think it is desirable for that to be
fixed at 5 per cent. I see no object in leaving that to the discretion of the Committee, and for this
reason : that 5 per cent, is the usual and ordinary and legal rate of interest, and the fluctuations in
the value of money are so great that there are times when, if the Committeefixed the rate of inter-
est arbitrarily, say at 4 or 4-J- per cent., the directors would or might find themselves extremely
embarrassed, and might find themselves under the necessity of pushing on their works with a limi-
tation of time, and being forced into the market at a time when they could not raise their capital
under 5 per cent.

352. It would be impossible, you think, for them to raise it with a limit of 3 per cent. ?—You
would neverraise a shilling.

353. Mr. Brand.] You have applied a very strong word to the practice of issuing shares at a
discount; you said that so much discredit would attach to that course that you yourself, as a
banker, and you thought that Messrs. Smith, Payne, and Smiths, of Lombard Street, would not
take subscriptions for such shares over the counter. Would you apply the same course of conduct
to the case of the Metropolitan District Eailway, as mentioned by Mr. Forbes just now, or even to
the issue of a new Eussian loan?—I do not know how I can well answer the question. With regard
to foreign loans, it seems to me that the question probably lies in a different compass, and, especially
with reference to foreign loans, I should notbe competent to dealwith it: but railways areaparticular
class of business in themselves, and bankers areconstantly consulted as to investmentsin that class
of securities, and the first question which would be put would be this: " You say that this is a good
thing; but it is issued at a discount: what is the reason of that ?" "We cannot tell you." "I am
very sorry, but I cannot invest." I think there is a tendency to discredit, there is a taint of discredit,
about the issuing at a discount.

354. The Metropolitan District Eailway has been a very improving railway lately; and it is
rather a strong term which you used?—I do not apply it to the Metropolitan District Eailway Com-
pany.

355. But you applied it to thepractice?—l applied it to the practice of new railways. Ido
not wish to be misunderstood. Ido not apply it to the issue of stock at a discount by oldrailways.
I thought I had carefullyguarded myself against that. The other day, I think, the Great Eastern,
in which I am a shareholder myself, issued some stock at £80, but there is no objection to that in
the case of oldrailways. In the case of newrailways, at the present moment it is illegal, and, if it
was made legal, the effect would be such as I have described on the minds of those called upon to
find the capital.

356. The Chairman.] You are chairman of theHull and Barnsley Eailway, are you not!?—Yes.
357. Is there anything in connection with that particular undertaking you wish to state to the

Committee ?—Only this : that we had before us the question of howwe were to raise our capital,
and after taking a great deal of advice, and being told that several of the modes whichwere suggested
to us were not legal,we didwhat the Master of the Eolls said wasperfectly straightforward; indeed,
he thought it was so patent and obvious that it was an insult to the Court or to the common-sense
of any man to suppose that he could think thatit was not an evasion.

358. You meant it to be an evasion, and wished the thing tried, I suppose?—No, we did not
wish the thing tried; but we thought that there was a doubt about the legality of the thing; we
didnot know there was a distinct decision against doing it in the way we proposed, but we did not
desire to overlay it with other methods of evasion, and we thought that the simplest and best way
of doing it; and the result is familiar. If this Standing Order is altered, there areone or two things
I should like to lay before you with reference to the amount of interest being added to the estimate.
The estimatesfor works are never too high. We will say that you have a work which is to cost, it
maybe, 2d., or £2,000, or £200,000 to make : if it is to cost 2d. to make, you must not take Id. out
of it to pay for something else; therefore the effect, if you did so, would be to necessitate the com-
pany, in order to finish their works, coming for additional capital before the works were finished;
therefore I would suggest that the estimated amountof the interest should be added to theestimate,
and that couldbe ordered to be done in the passage of the Bill between the House of Commons
and the House of Lords Committees. Then there is a point withreference to theprotection of the
debenture-holders, which I should like to point out to the Committee, and that is this : that if you
increase the capital—add, that is to say, the interest during construction to thecapital estimated for
works—your borrowing powers, in the ordinary course of things, would be one-third of the amount
on the construction of the works, plus the interest : that would be an undue amount of borrowing
powers, and would naturallyreduce thesecurity of the ordinary shareholder. If the Standing Order,
therefore, is altered, the borrowing powers should be exercisable only in respect of the capital
required for the constructionof the works ex the interest, without the interest.

359. Mr. Salt.] Are you speaking of the nominal or the real capital ?—I mean the capital for
the construction of the works.

360. But if you issue the shares at a discount you have two capitals, one nominal and one real ?
—I am not dealing with the question of raising the shares at a discount. If I might be allowed to
continue, I might point out one effect which, if the Standing Order is altered, the alteration of it
would have. I think that those who promote new undertakingswould be forced into thisposition :
that they must bestir themselves and get their capital and construct their works; otherwise, if they
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come, as companies do, for an extension of time, I think—certainly it would be so to mymind—that
their coming for an extension of time under the alteration, and with the improved facilities that
Parliament had given, would be regarded with suspicion as evidence of the want of intrinsic merit
in the scheme, and that the extension of time would therefore not be so likely to be granted. I
think, in fact, that the public would get the railways made with greater certainty than they do at
the present time. And I may perhaps add one word with reference to the independence of certain
schemes : we think very strongly, as an independentrailway, that it is not a desirable thing that
small, and perhaps very beneficial, undertakings should be amalgamated with larger affairs; the
perpetuation of monopolies by the amalgamation of great interestswe do not think is in the interest
of the public.

Mr. John Chaeles Bees recalled, and further examined.
361. The Chairman.] I believe you have some paper to hand in?—I hand in a list of the

directorsnamed in the EailwayBills to which I referred in my evidence.on Tuesday last. [The
same was handedin.] Then I quoted, as an illustrative case, the case of the Ely and. Newmarket
Eailway, in which an agreement was scheduled to the Act, by which a large company virtually
allowed the payment of interest during construction as part of the actual cost of the works. I
merely wish to hand in the prospectus which was issued by that company, by which it appearsthat
in that case the result of that arrangementwas the direct payment of interest out of capital by the
companyitself [handing in the prospectus].

Mr. E. W. Peeks examined.
362. The Chairman.] You are a solicitorpractising in London in partnership with Mr. H. H.

Fowler, M.P., as I understand ?—I am.
363. And you have a considerable knowledge from your business of the question now being

discussed before this Committee ?—I have knowledge of it, not merely in connection with railways
that I am directly and indirectly connected with, but also with reference to trustees and private
investors, and particularly with reference to stockbrokers, whom I frequentlyadvise with reference
to the validity of these arrangementsbefore they are put forward to thepublic.

364. I understand that you are opposed to the repeal, and even the alteration in the sense
proposed, of the present Standing Order ?—I think it would be undoubtedly most mischievous. I
think with Sir Edward Watkin—he did not altogether father the suggestion—that the proper
method is to give notice to thepublic of payment of interest by issuing stock at a discount in the
case of original capital.

365. Is it your opinion that an effectual remedy for the evils nowcomplained of wouldbe to
alter the Eailway Companies Act of 1867 and the Companies Clauses Act of 1869, so as to
authorize the issuing of original as well as new stock at a discount?—Yes, that is my opinion.

366. Have you been in the room all to-day ?—Not the whole of the day. I had to go before
Lord Eedesdale ; but until two o'clock I was here.

367. But you have heard the evidence given by various gentlemen exactly to the opposite effect
to this opinion of yours?—That is so ; but I look at it more in the case of people who are misledby
the prospectuses, and induced to invest their money on the faith of prospectuses which perhaps, if
they were technical experts familiar with all the devices adopted, would not be misleading, but
which are misleading to any ordinary investor. For instance, a man who has invested his £100 in
Hull and Barnsley stock would not be familiar with the fact that his £20, which he is to get
during the next five years, was coming back out of his ownpocket; and therefore, on that ground,
I think it would be far more honest to tell him so, and, if he was going to pay himself his interest
for four years, he should therefore take it in the shape of a discount on the original issue.

368. We have been informed to-day that practically that would be inoperative : is that your
opinion ?—No ; I think it would be extremelywell for the advocates of the change if they could
induce the Committee to think so. Ido not think that any sensible man would take stock in a
company if heknew he was going to receive his money for the next four years out of his own
pocket, unless he were aperson of sufficient capital to be induced to be content with no interest at
all, or only a small rate of interest for some years.

369. That is not quite an answer to my question ; my question was with reference to the
evidence given to us that it would be all very well to alter the Acts as you propose, but that practi-
cally it would have no operation,because the public would not be induced to take shares in new
companies the shares of which wereissued at a discount ?—I donot like to expressan opinion about
that; but I can cite the case of arailway referred to on a former day here, which within the last
few months has issued acapital of £600,000 upon aperfectly honest and legitimate prospectus with
no guarantee from any large company at all; and that seems to me a very good illustration of a
company, even underexisting legislation, being enabled to issue capital where there is a bondfide
scheme without resort to these contrivances. I refer to the Mersey Eailway Company, where a
capital of £600,000 wasrecently raised in this way, where thereis no guarantee of any sort, and no
promise to pay interest during construction out of capital. Then, there is another little company,
which was being advertised in thepapers afew days ago, calledthe HelstonEailway, in the "West of
England, which has, I understand, had all its capital subscribed, and there there is no proposal to
guaranteeinterest duringconstruction. In the Mersey case the capital is £600,000 issued, and in
the other case that I have referred to it is simply £60,000.

370. Then in your opinion things are very good as they are, and ought not to be altered?—l
think they are very good as they are. I think the class of people who would be attacked, if I may
use the phrase, by the alteration in the Standing Order would be very small investors who are con-
stantly looking out for a safe 5 per cent, investment.

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

372. No alterationeither in the Standing Order or in the Companies Act of 1867?— Ithink so;
but I think, if any alteration at allwere permitted, it should take the form of making the legisla-
tion of 1867 and 1869 clear, which I think it is not now, and of allowing people to issue original
stock at a discount.

373. Mr. Brand.] I gather from your evidence that your view is that, if the lawis changed
and Parliament authorizes the issue of capital at a discount, the practice would be changed and the
public would get accustomed to it ?—Yes. Would you allow me to refer to the question raised this
morning as to the operationof the Joint-Stock Companies Act ? I think it is perfectly clear that,
if Table A were so altered by a joint-stock companyas to omit the clause which prohibits the pay-
ment of dividend out of capital, yet even in that case any Court of law would restrain the company
so paying a dividend. For instance, in a case now before me the Courts held that thepayment of
interest to the shareholders before any profits have been realized out of capital orborrowed money,
even though made in pursuance of a resolution at a general meeting, was ultra vires, and they
restrained such payment by an injunction, on this ground, that it diminished the capital of the
company.

374. That was not my question. It has been stated before the Committee that this plan would
be inoperative because the public will not takecapitalissued at a discount; andI suggested whether,
if the law was changed, and Parliament authorized capital to be issued at a discountfor new under-
takings, the practice might not be changed also, and the public view it in a different light ?—I am
hardly able to say how the public would view it; but I think then it would have the effect that a
man would understand what he was doing, and at present the ordinary investor does not.

375. It would be a protection to the investor, you think ?—lt would be a protection to the
investor.

376. Mr. Salt.] When you say that you are in favour of issuing the shares of a new company
at a discount, doyou apply that opinion both to preference and to ordinary shares ?—You can at
present, I believe, issue preference stock at a discount if you think proper to do so; but I was not
speaking of preference stock when I made that observation ; I was simply referring to ordinary
stock.

377. As a matter of finance there is a considerable difference between the two?—Clearly there
is a great distinction between the two.

Mr. Joseph W. Pease (a member of the House) examined.
378. The Chairman.] Will you kindly state your view to the Committee on this Standing

Order 167 ?—The main point upon which I wish to give evidence is this : that, having been long
connected with therailway world—in fact, I was a railway director very soon after I came of age
—I believe that there is no practical difficulty in any sound undertaking raising money without
having recourse to those expedients which have been placed before the Committee. lam not
speaking of my present connection with the North-Eastern Railway, which is a large and
powerful company, but of my experienceintimes when I have been engaged inrailway undertakings
which had to raise their money and issue their prospectuses without offering to pay interest upon
capital during the course of the construction of the works, and which yet receivedall the capital
that they required. I believe that the plan proposed at the present time is most unsound
financially. The amount of accumulated interest, stated as 20 per cent, addition to capital,
I think, has been rather exaggerated in this room. From a calculation that I have made
it is about 11 per cent., taking it for granted that the payment of calls would be in equal
proportions during the five years of the construction of the works. If so, at the end of
the five years, in order to obtain the same rate of interest, the company must earn more
than 5 per cent, for the dividend. The dividend naturally goes down to about £4 Bs. per
cent, owing to the addition of capital; but I can see no possible reason why the company
should not go on after the works are opened on the same principle. If it is right to
pay interest during the construction of works in anticipation of the earning of a dividend,
it must be right to pay as interest the difference between the amount earned and the 5 per
cent, for the future; and that process goes on just so long as the shareholders remain unex-
hausted. It seems to me that the principle is the same. And with regard to Mr. Forbes's
illustration of building a house, if I build a house I of course have to sell some other invest-
ment in order to build the house; and lam living during the time without the interest—in
fact, lampaying tworents until I get out of my old house into my new house. Ido not think
that theparallel holds good at all. With regard to the effect of these smaller branch railways
which are so much spoken of, there was one brought before Parliament this year, the parliamentary
agent for which, I believe, has given evidence before this Committee—the Northumberland Central.
It was not for a moment denied that that line couldnot have paid 2-J per cent., and that it probably
could not, under any circumstances, have paid 2 per cent, to the shareholders. It seems to me,
therefore, most unreasonable that Parliament should repeal a Standing Order, the effect of which
is to protect the weak investor, in order to give him 5 per cent, for five years during the construction
of the works, and then to land him in 2J or 2 per cent, after the constructionof the works. Then,
is Parliament to interfere at all ? The argument here has been a free-trade argument in money.
The answer to that is that Parliament does interfere. I believe that in many cases Parliament
interferes far too much ; but there is not a thing we do, not a trade we are in—and I am in a good
many—but what Parliament interferesin some way for the protectionof the workmen or the public
or the weak. Who is to be benefited, I ask, by the alteration ? Certainly, not the investor. I
think he is very likely to be misled. The only two persons who are likely to be helped are the
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contractor and the speculator. Those two persons are those who arepromoting the change of the
Standing Order for their own purposes. Take the Hull and Barnsley case. Ido not wish to go
into it more than this : that the report of the Hull Savings-Bank was put into my hand, which
showed what they had lost in that case. It was a special paragraph. I can hand in that report,
which shows that £20,000 was drawn for the Hull and Barnsley Eailway from that savings-bank
at one time ; thatmeans, £100,000 of moneyis to be drawnout of the Hull savings-banks, probably
the savings of the poorer classes in Hull, in order that they may receive, if they can get it, the
5 per cent, during theconstruction of the works, to land them up in a very uncertain dividendfor
the future. The consequence is, to this large number of small shareholders, that the Hull and
Barnsley shares are at this moment at a discount to a large amount. May I read a note which I
made, though at the risk of a littlerepetition ? It is this : " Such capital is earning nothing, and
therefore cannot pay out what it does not produce." There is no more reason for paying interest
on non-productive capital during the progress of works than there is for paying interest out of
capital after the works are formed. To do the first, you must necessarily add to your capital
account the amount required for the payment of interest during the formation of the works, and
you can continue theprocess so long as your shareholders produce their own money to receive it
again. Then, there is another point to which I should particularly call attention. I believe the
firms which I represent, and of which I am the senior partner, are the largest payers of dues in
the railway world. I think we pay between £320,000 and £350,000 a year to different railway
companies. If you permit this proposal to be carried out, you will probably have for a few years
a whole inundation of these small lines built out of the savings probably of the smaller and weaker
class of investors; and I say that with some knowledge of the investments made by the weaker
class of investors, and as theresult of seeing what they do put their money into. The consequence
will be that the larger railway companies will absorb them as they have done everything else. The
line that I am a director of, the North-Eastern, is an amalgamation of I do not know how many
companies. I promoted the amalgamation of the company of which I was a director, the old
Stockton and Darlington, into it, because I thought it was for thebenefit of the whole district; and
it is a monopoly railway. The consequence of that monopoly is that its rates are lower than on
any other railway in the kingdom. I say that if you admit a flood of railways you will have the
old companies buying them up, very much to the detriment of the traffic-senders, who have to pay
higher charges.

379. Do you think that the effect of the present Standing Order is to prevent the building of
unsound and unnecessary railways ?—I think it has that effect.

380. And do you think that it would not continue to be evaded in the future as it has been in
the past?—l do not think that the evasion of an Order is an argument against it, if the Order is
sound in itself, any more than you should do away with your laws against burglars because you
do not catch all burglars. You ought to strengthen them, I think, rather than the contrary, if it
is necessary to do anything at all. I should like to observe that this Order was very strongly
debated in the House of Commons in 1847, and Mr. Eicardo, who was considered then a very
strong financial authority, gave this opinion: He " considered the insertion of a clause allowing
interest to be paid out of capital to be a delusion and a snare; it only led people to believe they
were investing their money instead of speculating." Those are very much my opinions at the
present time. Then, Mr. Hume, who for all time, I suppose, will be admitted as a highfinancial
authority, said that he thought the principle of paying interest on the capital of railways before
profit could accrue a fraud on the Legislature, and a bait held out to ignorant persons for the
purpose of inducing them to engage in speculations which they would otherwise avoid. And so
there are a great many of the leading authorities of that day who in that debate gave a very
strong opinion on the subject. It seems to me that, if the Standing Order is repealed in any way,
the Committee that tries the Billwill be bound to look into what are the financial prospects of the
future, and make an estimate of the rate that the company ought to have. Of course, to allow
such a company as I have referred to, the Central Northumberland—to allow them to go into the
field to raise moneyat 5 per cent, for five years, with the certainty of 2 per cent, afterwards, is
really only subjecting the weaker class of investors to a trap. It is true that the North-Eastern
Company is about to make a central Northumberland line ; but they do so on the assurance of
their generalmanagerthatit will involve a loss of some £20,000 a year.

381. You see no objection, do you, to permitting new companies to issue shares at a discount,
as the old ones are permitted now?—l see no objection whatever to that; it seems to me to mark
the class of shares which would be issued to the public. We all know that our old State loans were
issued at something like 56 or 60, so that what we call eight hundred millions was not practically
more than, I suppose, five hundred and eighty millionsto the State.

382. You do not concur with those who think that such an alteration of the law would not
practically produce any effect at all ?—I do not; I think that a banker would take the share issued
at a discount on its merits.

383. Mr. Salt.] I understand that you are in favour of retaining Standing Order 167 as it is ?—
I am.

Wednesday, 3rd May, 1882.
Present: Mr. Baxter (Chairman), Mr. Salt, Mr. Shaw, Colonel Walrond.

Sir Fkancis S. Eeilly, Q.C. (Mr. Speaker's Counsel), examined.
384. The Chairman^ If you refer to Questions Nos. 201, 211, 212, 235, 236, 237, 247, and 249,

you will find that conflicting evidence has been given to this Committee in regard to the relation of
StandingOrder 167 to the common law, and to the law laid down in the CompaniesActs. I believe
you have carefully looked into the subject, and we shall be much obliged if you can give us your
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opinion, and throw as much light as you can on the question ?—Ihave looked into the subject so far
as the short time since I received notice to attend has permitted. With regard to thefirst question
mentioned, No. 201, that isa question put to Mr. Laing: " Your view is that the law of the land is
against thispractice of which we arespeaking?" and his answer is, " Yes,I think so : that is the de-
cision of the Master of the Rolls, as I understand it." It appearsto me that that viewiscompletely
met by the answer to one of the other questions to which you have referred . that is No. 249, in
which Mr. Farrer says, " The law, as interpreted by the Master of the Eolls, is founded upon the
clause which was passed in pursuance of the Standing Order of the House of Commons. Eepeal
the StandingOrderof the House of Commons, and there would be no clause upon which the Master
of the Eolls could adjudicate in the same wayin future." The decision of the Master of the Eolls
is not upon any generalprinciple or doctrine which may be called the law of the land, but is speci-
fically on a section which had been inserted into a special Act in pursuance of this Standing
Order.

385. So that, in your opinion, were this Standing Order repealed, there would be nothing
remaining in law to prevent this practice being adopted ?—I am not quite prepared to go so far as
that,because thatraises considerations bearingon the general constructionof "The Companies Clauses
Consolidation Act, 1845." My opinion is rather the other way. But treating that particular point
raised in Question 201, and in the answer, I think there is nothing in the suggestion that the decision
of the Master of the Eolls turned on any generalprinciple of common law, the law of the land, as
distinguished from the specific provisions of Eailway Acts.

386. Mr. Shaw.] It was not before the Master of the Eolls as a question of general law?—Not
in any shape.

387. It was for an injunction?—lt was a question whether an injunction should be granted to
restrain directors from doing what was alleged to be contrary to the terms of a section of their Act,
thatbeing a sectionfollowing the terms of this Standing Order, and inserted in consequence of it.
It was a narrow question; whereas here, in Question No. 201, nothing can be larger than the ex-
pression " the law of the land." At least, that is the way in which I understandit, and my answer
has reference to it in that view.

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

389. Then, on the Committeecoming to a decision on this matter, may they dismiss from their
minds, in your opinion, all considerations arising out of the Companies Act or the common law?—
That is my opinion, so far as the Committee look to strict questions of law. They maysearch about
into various departmentsof legislation, and discover analogies and principles to guide them; but
that set of Acts nowsummed up in the Act of 1862 has no bearing on the law under consideration.
Perhaps Imight say a word or two about the general principle, if there is a generalprinciple in these
matters—that is to say, the common law antecedent to or independent of all legislation. I think it
is plain that, at what may be called absolute common law, men may combine together for any
scheme or adventure of a legitimate kind, on any terms,with regard to the division of profits, which
they think fit.

390. Mr. Shaw.] But the terms must be stated very distinctly ?—They are responsible only to
themselves ; they have no account to give to the world: they are not answerable to others for the
arrangementof their accounts, or the division of their profits among themselves ; they may agree to
pay interest to one another, though their capital is not earning anything. Strictly speaking, I
apprehend that moneypaid in that way could not be called dividend, because dividend implies
profits; but they might pay interest. There is no doubt that, in theory, profits should not be
divided until they are earned; but abody of mencombining together at commonlawmight anticipate
profits. They might say, " When our hotel which we are about to establish is open, we shall be
making 20 per cent., and before it is open we will anticipate the profits and divide 5 per cent,
amongus." All that is perfectly legitimate, and the common law would allow any arrangementof
a financial kind among a body of men that were partners. Then, the next stage is the Companies
Act of 1862. There it has been pointed out that there is what might appear to be a provision of
theLegislature against the payment of dividend except out of profits—that is Article 73 of Table A
appended to the Act; but it has already been explained to the Committee that the adoption of
Table A is entirely optional.

391. Is there not a clause in the Act prohibiting that ?—No; there is no such provision in the
body of the Act.

392. Are you sure of that ?—I am certain there is no such provision. Table A provides that;
but it is very usual in articles of association to begin by saying that the regulations in Table A do not
apply to the company. I have before me Mr. Palmer's work containing a collection of precedents
on the subject, in which the articles of association begin in that way—by excluding Table A ; but
then there is inserted this provision, which is in the same words as Article 73: "No dividend
shall be payable except out of the profits arising from the business of the company." And the
learned author appends this note, which is instructive, I think: " This clause is almost always



8.—12 40

inserted. It is not necessary; for the payment of dividends out of capital is in effect an illegal
reduction of capital unlesseffected under the Companies Acts, 1867and 1877"—those are two amend-
ing Acts bearing on the Companies Act of 1862 ;—" but it is useful as a reminder." That is the
practical condition of the matter as regards companies under that Act. I may add that the memo-
randum of association of a limited-liability company, being equivalent to the charter of a
company, is absolutely unalterable, except in a few specified points, by the company. One of those
points is that there is power to increase thecapital, but there is no power to reduce it. Then, by
subsequent Acts powers of reduction are given, with stringent provisions for the protection of
creditors. And that leads me to say that the great object of the Companies Act of 1862, and the
Acts amending it, as far as regards capital, is to secure to creditors the proper capital that is
stipulated for in case of liquidation. The Legislature does not interfere with the undertakingitself;
it merely seeks to secure creditors in case of the company failing and coming into liquidation.
Then, theposition of things as regards a railway company, incorporated by special Act, incorporat-
ing or embodying " The Companies Clauses Consolidation Act, 1845," is different. That is seen at
once when you look at the title of that Act, which is " An Act for consolidating into one Act certain
Provisions usually inserted in Acts with respect to the Constitution of Companies incorporated for
carrying on Undertakings of a Public Nature." The companies nowin question are companies which
are incorporated for carrying on undertakings of apublic nature, in which the Legislature sees that
the public is interested, and as to which the Legislature takes care of those public interests. The
special Act of arailway company seeks to secure that the undertaking shall be carried into effect,
and for that purpose not only is the capital specified and minutely regulated by the Act, but,
further, the Act of 1845 contains a provision to which Ido not think the attention of the Committee
has been called, appropriating thecapital: that is section 65 : "That all the moneys raised by the
company, whether by subscriptions of the shareholders or by loan or otherwise, shall be applied,
firstly, in paying the costs and expenses incurred in obtaining the special Act and all expenses
incident thereto,and, secondly, in carrying the purposes of the company into execution." That is
an affirmative provision, but necessarily it means that they are not to apply capital in any other
way. Therefore that section shows what is the intention of the Legislature in fixing the capital.
Then, there is a further provision which bears indirectly, though not directly, on the subject: that
is section 121, which provides that "The company shall not make any dividend whereby their
capital stock will be in any degreereduced." This is, as I have said before, a question not so much of
dividend as of interest. Still, a company would, I think,find themselvescontrolled if theyattempted
to pay interest in the way now in question, by section 121, in some degree. Ido not know whether
an observation on the policy of the matter would be in any degree becoming on my part, but I
might be allowedto observe that section 24, which allows the company to pay interest on money
paid in advance of calls, is a recognition of the principle that interestmay not improperly be paid
by a company who are earning nothing. And so again with regard to the ordinary authorized
mortgage on loan capital. Interest in that case must be paid as soon as the money is raised; it
cannot be provided for out of profits of the company; it must ordinarily come out of capital.

393. Mr. Salt.] Your view is that there is no real question of principle in it at all ?—My
view is that it is simply a question of legislative expediency.

394. The Chairman.] And that there is nothing in the law to prevent the Committee taking
any action in the matter they please ?—I think not. At the same time allow me to say, as I said
before in effect, thatI do not think matters would be at all in a satisfactory condition if you merely
repealed this Standing Order and left the matter barely on the incorporation of the Companies
Clauses Act; because there are at least those three sections which I have adverted to, which I
think would more or less put a company in a difficulty if they had an Act not expressly saying that
they might pay interest, but merely incorporating the Companies Clauses Act. First of all, there
is the expressprovision that they shall use their capital, after paying the costs of getting the Act,
in carrying the purposes of the company into execution ; then there is the provision that they shall
not reduce their capital by dividend ; and, thirdly, there is the section authorizing them to pay
interest on money in advance of calls, which would furnish a strong inference, I think, that they
were not to pay interest in any other case on share capital.

395. That argument, though it applies to a repeal of the Standing Order 167, would not apply
to its modificationor amendment ?—No.

396. Mr. Shaw.] Your idea is that those clauses would render it illegal, independently of the
Standing Order, to some extent?—They would make it an extremely dangerous transactionfor a
company. I think the company would run the risk of being restrained by injunction, just as the
Hull and Barnsley Company were.

397. Mr. Salt.] I understand, from what you have said, that the strength of this Standing
Order, as a matter of law, is founded, not upon any general law, but merely upon the clause in the
particular Act of each company founded upon the Standing Order?—That is my opinion, distinctly,
subject always to what I have said on sections 24, 65, and 121 of the Act of 1845.

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

399. The Chairman.] Would you kindly hand in to the Committee, in writing, any suggestions
that you would desire to make in the event of the Committee agreeing to an alteration of the
Standing Order ?—I will do so. I observe reference made in several questions and answers to the
practice in foreign countries. I do not know whether the Committee would take notice of this :
that in the case of the company for executing a very celebrated public work, the Suez Canal, there
is an express provision in their statutes—corresponding to a special Act of Parliament—for the pay-
ment of 5 per cent, during construction.
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Wednesday, 10th May, 1882.
Present: Mr. Baxter (Chairman), Mr. Brand, Mr. Salt, Mr. Shaw, Colonel Walrond.

Mr. Henry Tennant examined.
400. The Chairman.] You arethe general manager of the North-Eastern Eailway Company ?—

I am.
401. You are awareof the information which we have received from various witnesses with

regard to Standing Order No. 167?—Yes, I am.
402. Probably you can give us some additional information which will be interesting to the

Committee ?—I have listened to the evidence, or, at all events, most of it; and, to begin with, it
strikes me that the origin of the Standing Order has scarcely been placed fully before the Com-
mittee. My experienceextends as far back as the year 1845, and I have taken stops to make
myself familiarwith what actually did take place at the time the Order was made. It was in 1847
the question was raised; it was raised on a debate introduced by the late Mr. Hume, who said that
great irregularitieshad crept into railway legislation. There was no haste about it; the Govern-
ment themselves appointed a Committee; that Committee sat for a considerable time, and they
reported, not upon Standing Order (now) 167 only, but with respect to the regulations which ought
to guide in legislation respecting railways.

403. You do not think that it originated in any panic caused by the wild schemes of that
period ?—There was no panic at all; it was a calm deliverance on the part of the Committee of the
House of Commons, ratified by the House itself. The resolutions which were then passed were ten
in number, and they stand, in great measure, to the present day. I took the trouble of copying
out a good many extracts from the speeches of those who took part in the debate, and they show
clearly that the object of Parliament in passing those regulations, including the Standing Order
under consideration, was to introduce and enforce sound principles of legislation on the one hand,
and to protect the public on the other.

404. Then you entirely agree in principle with the Standing Order?—I do. I will not weary
the Committee by reading that which took place; I have a copy of it here, and will hand it in
[delivering in thesame].

405. Ps it not the case that it has been systematically violated, and violated in a mannerwhich
is more prejudicial to the public than even if the principle were permitted of paying interest on
capital before the construction of the line?—I am not prepared to admit that. The Standing
Order is said to have been evaded, and I dare say it has been evaded, but I do not think it is so
injurious to the public as if they had been allowed by law to pay interest out of capital, because I
think paying interest out of capital is an unsound theory altogether. That is the opinion which I hold.

406. But we have been informed by men high in authority in connection with some of the
larger railroads that it has been evaded, and evaded not only by new lines, but by oldcompanies:
is that so in your opinion ?—I can speak for the North-Eastern Company, and I can say that we
have not evaded it; and, except in individual cases, I do not know that it has been evaded. But
the evasion of a StandingOrder, designed for the protection of the public, does not appear to me
to be any reason for repealing that Order, if in itself it is just and good.

407. Certainly not; but can you advise the Committee with regard to any proposal for making
the Order more stringent so that it could notbe evaded?—This question has arisen from the simple
fact that one company did evade the Standing Order. The case was brought before a Court of law
—namely, before the Master of the Polls—and he made a declaration that it was illegal to do that
which thatparticular company had done. Now, it having been so declared, I presume that most
people, at all events, would consider that, having the law so declared, and so recently declared,
they were bound to pay respect to the law of the land.

408. Was not a similar decision given by a Judge years ago, since when the law has
been constantly evaded ?—The law, I dare say, has been evaded: that is to say, I believe some
other mode has been adopted.

409. Notwithstanding the further decision of the Court ?—I consider that it is rather a com-
pliment to the Order as it stands, and shows that it was well designedfor the purpose. Of course,
I cannot say that people have not evaded it. All I can say is that the payment of interest out of
capital has been entirely contrary to all the Acts of Parliament which have been passed on the
subject. The declarations of Parliament, as embodied in their Acts, have been, in effect, that to
pay any interest out of any fund exceptprofits was an illegitimate proceeding. It was so set out in
the Act of 1862, the Companies Act, Table A: that Act clearly declared the mind of Parliament
on the subject. In 1864 two Acts of Parliament were passed relating to railways : one was for the
purpose of facilitating the construction of railways, and for facilitating the formation of companies
for that purpose ; and although this Act was thus specially designed to facilitate the construction
of railways, there is a clause in it prohibiting the payment of interest. The other Act of 1864, the
Eailway Companies' Powers Act, passed with the same object—namely, facilitating the operations
of railway companies—contains the same clause prohibiting the payment of interestor dividend out
of capital. If I wereasked whether the repeal of a clause so sanctioned by the action of Parlia-
ment ought to takeplace, I should beg leave to refer to what was done in the years 1866, 1867, and
1868 in relation to railways. We all know that the powerof borrowing on the part of any company
is limited to one-third of its share capital. Prior to 1866 one notable instance, and probably others,
took j)lace where companies did not adhere to that rule. Parliament did notpropose—no one pro-
posed—to alter the restriction as to borrowing powers ; but, on the contrary, Parliamentpassed an
Act, entitled the Eailway Companies' Securities Act, by which the representatives of the companies
were obliged to make certain returns and declarations; and it was also stipulated that, if false
declarations as regards their borrowing powers were made, the parties making them should ba
punishable by fine or imprisonment. In 1867 an Act was passed strengthening the audit depart*

6—B. 12.
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merit of railways. Previous to 1868 severalcompanies had paid dividends which were not legiti-
mate ; their stock had assumed a fictitious value, and the investor w7as injured, and Parliament
adopted more stringent measures. The Eailways Eegulations Act was passed, by which a form of
account is prescribed. The chairman and the accountant or secretary are required by that Act to
sign the accounts; the engineers are required to give certificates ; and, if any of the parties con-
cerned make any declarations which are not correct, they are liable to fine and imprisonment.
Nothing has been of more use to railway companies than the making of them stable by these Acts ;
the old railway companies have been removed from what Iwould call the region of speculation, and
the effect has been good for the companies and beneficial for the public. The effect on the com-
panies has been that their stock has stood better in the market, they have been enabled to raise
money on easier terms, and by having to pay less interest for theirmoney they have had a surplus
revenue with which they could do one of two things—either reduce the rates, fares, and charges; or
extend railways in districts that werenot of themselves remunerative.

410. We were considering the question of these evasions; you admit, as I understand, that
the Standing Order has been evadedrecently, but you think that the decision of the Master of the
Eolls will finally put a stop to violations of that kind?—l do not say finallyput a stop to them, but
I say that the decision of the Master of the Eolls as to the illegality will exercise an influence on
many men, at all events, against perpetrating similar evasions; and I think that in all probability
other actions will follow, and that in the case of railways, as in the case of anything else, the
parties who disobey the law will be made to take the consequences. On this question I saw a
report in the Times the other day in connection with the Alexandra Palace, where the directors
were required to refund money which had been paid to preference shareholders contrary to law.
What I think is this: that if the law is good, as I think it is, it should be left to the Courts of law
to administer ; and the mere fact that the law is evaded is no reason whatever for itsrepeal.

411. But the Master of the Eolls said that the law was bad, did he not?—I think that that
stage of the case was notreached. I have noticed that Judges often enter into little by-conversa-
tions with learned counsel, and I have read what the Master of the Eolls said. Idonot think that
there was any judgment given at all ; but I have quite confidence myself in the Master of the Eolls
that, if it was put to him whether, seeing thatParliament had intended to protect the public from
the payment of interest out of capital, he would approve of the law, the Master of the Eolls would
not give a judgment in favour of anything that was calculated to mislead thepublic.

412. But, as I understand the wordsof the Master of the Eolls, they are veryplain. He indi-
cated that, in his opinion, although it was a distinct evasion of the law, the law was an unwise
law?—That was not in his judgment. There were one or two very casual observations made, for I
read it all through, and that was not in his judgment.

413. Have you anything to add to what you have stated to the Committee ?—A question, I
think, was raised as to whether the Standing Order interfered with the construction of legitimate
railways. Ido not think that it would interfere with bond fide undertakings. But lam not sure
whatmeaning to attachto the term " bondfide undertaking." A bondfide undertaking, in my view, is
one where there is some prospect of the payment of a reasonable dividend. A bondfide application
in our sense merely implies that there is sincerity in the application. Mr. Eees referred to the
Central Northumberland Eailway, and included it in his list. I happen to know something about
the Central Northumberland Eailway, because it is in our own district. He said that it emanated
from a greatmeeting of landowners—asno doubt it did ; but what thelandownersdesired, and what
they endeavouredto do, was to induce therailway company of which I am manager to invest about
a million of money in making arailway through an agricultural district which we said would not
pay. In our answer we admitted that, having the command of the district, we ought to aid in the
further development of railways in any district where railways did not exist; but we said we were
notprepared to undertake so large a scheme. But, we said, if you will undertake to raise half the
capital, and takeyour interest or dividendsout of the earnings.of the undertaking, we will recom-
mend our shareholders to supply the other half. We went even a little further, because we gave
them an ultimate guaranteeon the capital which we suggested they should raise. But they turned
upon the North-Eastern Company with something approaching to scornat the idea that they should
be expected to take steps towardsraising any money themselves. We decided that, having offered
to raise about half the capital, we would come to Parliament for a Bill to fill up that part of the
district which we thought really required railway accommodation, at an expenditure of about
£400,000. The other party—the independent party—came to Parliament for an extended scheme.
The case was submitted to a Committee, and before the Committee the promoters had no plan
whatever for raising the money. They had raised none themselves ; and the Committee came to
the conclusion that that which the North-Eastern Company proposed should at all events be passed,
and they gave to the Central NorthumberlandCompany aportion of their undertaking. But the
Committee coupled the decision with this recommendation. They say " that the financial state-
ment regarding it"—that is, the part of the new line—" is not all that couldbe desired, but that the
North-Eastern Eailway Company, having offered, under conditions, to make this line, and being in
possession of the adjoining country, are to a certain extent bound to provide for the requirements
of the district, and that it would be well, in the case of the Central NorthumberlandCompany being
unable to carry out the scheme, that the North-Eastern Eailway Company should undertake it."
Of course the Central Northumberland scheme was practically a scheme got up without any means
whatever of raising the money; but if a prospectus had been issued, with those respectable names
upon it which Mr. Eees placed before the Committee, with the high-sounding phrases which are
commonly put in prospectuses, coupled with what would be regarded by inexperiencedpeople as the
practical guarantee of Sir Charles Trevelyan, Sir John Swinburne, and others, that they should
have 5 per cent, for a period of five years, I am quite sure of this: that whilst the people in
Northumberland would not have raised the money, it is quite possible that people—say, in Cornwall
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or other distant places might have been induced to subscribe ; and therefore I say that the power
to issue legally a prospectus promising interest is eminently calculated to deceive. I advised the
directors of the North-Eastern Company that, although they might be called upon to spend
£400,000, yet, under the most favourable circumstances, they would not be able to get more than
2 per cent, interest for it; whereas in the case of an independent company, without the facilities of
working which an old company possesses, the dividend would be practically nil. There is another
question which has been raised, and that is as to the interferencewith railway extension which this
Standing Order is said to be calculated to exercise. I have said already that the Standing Order
will, if obeyed, prevent sensible people being decoyed into putting their money into speculations
which cannot pay; but Ido not think it is a correct representation of the actual facts to say that
railway enterprise has not gone on in a satisfactorywayin this country. I have madeextracts from
the Board of Trade returns of the capital expended on railways. Twenty years ago the amount
expended onrailways was £348,000,000—I give all the figures in round numbers. They have goneon
adding every year up to 1880, until in 1880 the amount was £728,000,000, which is an average
expenditure on railways of £19,000,000 per annumfor the last twenty years. The bulk of that, of
course, has been spent by the old companies. [The paper was handed in.]

414. Mr. Salt.] Have you got theproportion which was spent by the old and the new com-
panies ?—No ; it would be impossible to get that. The net receipts of the railways was equivalent
to 4 per cent, upon the capital outlay in 1861; in 1871 it got up to 466 per cent.; and in 1880 it
was equal to 438 per cent. Now, during thatperiod there has been an enormous development of
trade in the centres of traffic, and a very great increase upon the main lines of railway; but the
action of the companies in extending railways involving, as I said, during the last twenty years
nearly £400,000,000 sterling has practically kept the net receipts in proportion to the capital as
nearly as possible the same as it was twenty years ago. That doesnot show that the old railway
companies have neglected their duty in extending railways in the country. [The paper was
handedin.]

415. The Chairman.] Many shareholders, on the contrary, think that you have gonemuch too
far in that direction : is not that so ?—Many shareholders say so, but most of the shareholders in
the old companies have confidence in the directors who have the charge of their property; and the
directors of the oldrailway companies have not been indisposed to arrange for expending capital
where there was a chance of the most moderatereturn. When I say a moderate chance, Ido not
meananything likefull interest upon the capital itself. In fact, it is difficult now to point to any
place in the country where, in the way of fillingup a gap, there would be the smallest chance for a
dividend for any independent company. I know from my own experience of the smallness of the
traffic in those districts that, according to the map, would appear not to have been supplied with
railways, any independent company got up for the purpose of supplying such want, and inducing
anybody to raise the capital, must lay their account to going without any interest upon the money
expended.

416. Mr. Salt.'] Does that remark apply to the whole of England, or to the north only?—I
think it applies to nearly the whole of England, according to my view of the case. I gave the
figures of thecapital expended up to 1880. I have taken out the commitments of a few of the
large companies. At the end of December, 1881—because the Board of Trade returns were only
published up to the end of 1880—I find that those large companies, in 1881, spent £10,000,000 ;
and at the end of 1881 they were committed to £26,000,000 more for the expenditure in the future
half-years ; so that the expenditure on railways may be taken at about £770,000,000 in round num-
bers. Then, as to the question whether railway construction has gone fast enough, from the same
Board of Trade returns I have taken out a list of the little companies who pay no dividend at all
[delivering in the same]: there is a very long list of them.

417. The Chairman^ How many are there?—l did not count them; but these are the figures
which I have been quoting from. Summarized, it comes to this : that from theBoard of Trade
returns for the year 1880 there are nearly £38,000,000 of ordinary stock on which no dividend at all
is paid, made up mostly by those small companies that I have mentioned. The total ordinary stock
in the country is £270,000,000; so that about one-seventh of the whole capital raised as ordinary
stock for the construction of railways in this country at the present time returns no dividend
at all.

418. Do you think that if the Standing Order were repealed the state of things would be
worse?—I think it would be worse in this way : that it might induceparties to becomemore active
in proposing these kind of concerns, which neverhad a chance of paying, and which neverwill have
a chance as independent companies.

419. Notwithstanding the evasion, you are distinctly of opinion that the Standing Order has a
very important deterrent influence in a good direction ?—I think in a good direction certainly. I
think I heard some remark by one of the witnesses that it was not the business of Parliament to
protect ignorant, unwary, and foolish people. The business of Parliament I think those in Parlia-
ment understand. Some reference was made to parties in Hull who had been depositors in the
savings-bank, and had transferred their money. There is the document on which that statement is
founded [delivering in the same]. I have dealt with independent companies got up for the purpose
of " filling up " districts. Mr. Forbes, I think, felt the difficulties he had had in raising money. I
think his case, perhaps, would have been stronger if he had been able to show that the concernshe
raised moneyfor in the way he himself described, and which I do not propose to repeat, had, after
all, turned out to be remarkably prosperous, or anything of that sort. Now, the London, Chatham,
and Dover Railway Company, with which he is specially associated, was originated—of course as a
small concern—in 1853; and it has gone on increasing until there stands on its books at the present
time about £11,000,000 of ordinary capital. Ido hot mean to say that they received £11,000,000,
because I suppose they did not; but the nominal amount is £11,000,000—on which up to this time, I
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believe lam correct in saying, they have never paid any dividend at all. But that is the natural
effect of duplicate railways. Some, perhaps, may advocate the duplication of railways. The case
of the London, Chatham, and Dover Eailway and the South-Eastern Eailway is a very striking
one. The London, Chatham, and Dover Railway is practically a duplication of a good many lines
of the South-Eastern; and the South-Eastern Eailway Company has been obliged to do the best it
could to get dividends in the best way it could, being attacked in this way ; but what has been the
effect on the public ?

420. I think this is wandering a littlewide of the reference to the Committee : the general ques-
tion of duplicate railways is not referred to us; our reference is particularly to this Standing Order,
and the effect of it?—l was merely going to point out that where there have been no duplicate
railways the railway fares between 1845 and the present time have been greatly diminished.

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

422. In that case, however, there was in the prospectus—was there not—a direct statement
that the Board of Directors could pay interest out of capital ?—Yes, it was put forward that they
would : it was in the "heading " of the prospectus.

423. You have made some error in your evidence—have you not—with respect to the Eailway
Construction Facilities Act ? I understood you to say that the railway companies under that Act
were able to pay interest out of capital?—l meant to say exactly the reverse : that, although those
Acts of Parliament were distinctly designed to facilitate the construction of railways, Parliament
had taken care inboth those Acts of 1864 to provide that no one should bo permitted to raise money
for the purpose of facilitatingthe construction by the payment of interest out of capital.

424. Your evidence on that point is in collision with the evidence of Mr. Eoes, for Mr. Eees
states,at Question 109, " That provisional order must still be confirmed by Parliament, and therefore
Parliament ultimately sanctions the undertaking in the one case as in the other; but in the case of
a limited-liability company coming for a provisional order they can pay interest out of capital during
construction, or do anything they choose; and yet a tramway company coming for a special Act of
Parliament is put under special terms as to the mode in which the capital is issued. That appears
to me to be an anomaly: I can see no reason why it should be allowed in the case of a company
registered under theAct of 1862, and not in the case of a company having exactly the same powers,
but obtained by a special Act. And the same thing applies theoretically, though perhaps not prac-
tically, in the case of railways; for in 1860 an Act was passed called the Eailway Construction
Facilities Act: it has not been of much practical use, because it involves purchasing all the land,
and so forth—there have been oneor two cases, I believe, under it—but in that case the company
might register themselvesunder the Act of 1862,provide in their articles of association for the pay-
ment of interest out of capital during construction, come under the Eailway Construction Facilities
Act, and obtain a certificate of the Board of Trade"?—That may be evidence about the way of
doing a certain thing; but the Eailway Construction Facilities Act of 1864, and the Eailway Com-
panies Powers Act of 1864, both contain a clause that companies shall not pay interest out of
capital. The Acts themselves will be the best authority.

425. The Chairman.] Do you believethat, evenwere this Committee to recommend an alteration
or repeal of Standing Order No. 167, still the law of the land would prevent the practice which has
been adopted?—I am not sufficiently a lawyer to say exactly that. If it was decided to repeal it, it
would be taken to be an indication that Parliament had changed its mind, and that it was a legiti-
mate thing to pay interest out of capital.

426. Mr. Salt.] I takeit that you are in favour of retaining the Standing Order precisely as it
stands now?—Certainly; at least, I see no reason for altering it.

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

428. Two important witnesses have told us that during the last thirty years, or whatever the
period may be, very large sums of money have been raised for railway construction in spite of and
against the principles of Standing Order 167 : do you concur in that ?—I should think that is very
likely; but I could not say in the least how much, but I think, from the general idea which I have,
that a very large proportion of the capital expended has been raised by the old companies.

429. And this system of duplicate railways, which you justlycondemn, has been carriedout also
to a great extent in spite of the Standing Order?—Yes; there are some duplicate railways that
have been passed and carried out.

430. I take it that your contention is that if this Standing Order had not existed those evils
would have been greatly increased?—lt might have cured itself a little earlier, perhaps, by people
finding out sooner the unproductive character of the railways.

431. Have you had occasion in your company to raise capital for the construction of new lines
or new works to any large extent?—Yes, to a large extent.

432. Have you paid interest on the capital out of revenue?—Yes.
433. You have always had sufficient revenue to cover the cost ?—Yes. The experience of the

North-Eastern Company, and, I think, of nearly all the companies, is that the new railways which
they can nowconstruct are not likely to bring in immediaterevenuewhen they areopened, and that,
the shareholders having taken the burden upon themselves, it is the much more prudent course to
let the burden come upon them gradually by paying interest as it is incurred, rather than by
charging it to capital during construction, and then having a large sum coming down upon the
revenue, which in some cases might cause fluctuations in the dividend and disturb the stock.

434. There is no doubt that that is by far the most legitimate way of raising new capital; but,
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at the same time, supposing that that system could be carried out—which it is not—with complete
strictness, it would throw the whole of the country into the hands of the large existing railway
companies : do you see any evil in that?—lnto the hands of the existing railway companies it must
and will come. I speak from my own experience. Tho North-Eastern Eailway Company is com-
posed of about thirty-eight small companies which had a separate existence. Whenever we have
thought in any of our districts that it was tho right thing to expend money we have expended it;
but several other companies—little companies—have from time to time got an independent exist-
ence, and as soon as ever they have gotfairly completed they have come to us to work them. At
the present time we have three such concerns, one of which is being absorbed by the North-Bastern
Eailway Company by a Billpassing this year; and communications from the other two companies
asking the North-Eastern Company to do something for them have been received.

435. Have not these little companies, before they arrive at an independent existence, either
directly or indirectly—either through contractors or otherwise—paid interest upon the unprofitable
capital ?—I believe not. I have notpositive information upon the subject, but I believe lam right
in saying that none of them have.

Sir Feancis S. Eeilly, Q.C. (Mr. Speaker's counsel), further examined.
436-7. The Chairman.'] You have a memorandum which you wish to hand in to the Com-

mittee ?—Yes [delivering in thesame].
438. Your attention has been called by this Committee to the ratherconflicting evidence given

by the various witnesses as to theeffect of certain Acts of Parliament upon the StandingOrder, and
what might be the effect if that Standing Order were to be relaxed or repealed. Having looked
into the question with great care, the result of your reflection and consideration and examination is
that you think there ought to be a general Act of Parliament with regard to the whole question?—
Certainly—at least, upon the whole question so far as it may be considered to be within the four
corners of the existing Standing Order ; but whether there should be any legislation upon what
may be called collateral questions arising under the Companies Act of 1862 or not I do not make
any suggestion. In short, I should wish to confine my observations as regards aBill to the effect of
the Companies Clauses Consolidation Act of 1845, on which this Standing Order bears directly, and
with which Eailway Bills and Acts alone are concerned, as a rule.

439. Have you anything else to add to the evidence which you gave to the Committee on the
former occasion?—I have not.

440. Mr. Brand.~\ I would like to put a question which I put to the last witness with respect
to the Eailway Construction Facilities Act—whether railway companies have or have not power
under that Act to pay interest out of capital ?—ln some cases they have not; in some they may
have. If thecompany are incorporated by a certificate of the Board of Trade, granted under the
Act, they areprohibited by that Act from paying interest out of capital, except on sums in advance
of calls. But if a company, having incorporated themselves under "The Companies Act, 1862,"
come to the Board of Trade, under the Facilities Act of 1864, for railway powers simply, not seeking
fresh incorporation under that Act, they are left by that Act free to make any such arrangements
about capital and interest as the law which applies to them, irrespectively of that Act, may admit,
and as they may think fit.

441. The Chairman.] So that, whilst the intention of Standing Order 167, and that of the Act
to which you have referred, is clear, it seems that there aremeans and modes of evading them both ?
—Yes; I suppose I may say so as regards the Standing Order. Long before this question was
raised, I think I may say that I have always understood professionally that those devices existed
and operated to a great extent,particularly when they were put into operationthrough the medium
of contractors. But, in the case of the Facilities Act, payment of interest out of capital is
not necessarily an evasion : that Act leaves the matter open as to companies not incorporated
under it.

Mr. Eichaed Withers examined.
442. The Chairman.'] You are the chairman of the Liverpool Stock Exchange, are you not?—

Yes, I am.
443. You are aware of the question which has been referred to this Committee, with regard to

which very full and very fair evidence has been given on both sides: is there any statement which
you wish to make to the Committee with respect to any point "which has been omitted, or
with respect to your own opinion on the matter?—I should like to give my own opinion upon
the matter, based upon my experience of forty-six years in railway matters, and for a large
portion of that period as chairman of the Liverpool Stock Exchange, and for the whole of
that period in connection with railway business ; and particularly my recollection of the state of
things out of which this Standing Order which is sought now to be repealed by certain parties
was instituted. In 1845—a period of great excitementand speculation, particularly in the railway
world, followed by legislation in 1846 of a very wide and large character in re Eailway Bills—the
Committee of the Stock Exchange, foreseeing the commercial disadvantage that might arise by the
large commitments to which individuals were then binding themselves under application to Parlia-
ment, sent a deputation, of which I happened to be one at that period, to the then Chancellor of the
Exchequer, with a view to bring before him the various schemes before Parliament, which were far
too numerous in our opinion to be safely carried, and likely to very seriously influence the money-
market unfavourably when carried, and thereby to react upon the trade of the country. We went
to see Sir Charles Wood with that object; but he threw off all responsibility upon the matter
as Chancellor of the Exchequer, and he said people must take care of themselves, and he said that
we had better go and see the railway chairmen, Mr. Glynn, of the London and North-Western, Mr.
Hudson, of the various lines of which he was chairman, Mr. Denison, of the Great Northern,
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Mr. Ellis, of the Midland,&c. We did not succeed in our object, which was to improve legislation
generally in railway matters; for we foresaw as men of business, with our experience and knowledge
of the shareholdingportion of the public, that, if this thing was to go on to the extent that was
then contemplated, very serious commercial disaster might result. We went to the variousrailway
chairmen. I remember going to Mr. George Hudson on that occasion, and he pooh-poohed us, and
he said, "If you get Mr. Glynn, or Mr. Denison of the GreatNorthern, orMr. Ellis of theMidland, to
make certain arrangements, you may then come to me." By-the-by, he was connected with the
Midland too. Hereferred us to those chairmen, and we went to see some of them ; but we made
no impression. They said the thing must take its chance. They didnot withdraw theirBills unless
their opponents withdrewtheirs. There was a great dealof antagonism amongst railway people at
that time. What we saw would be likely to come to pass really did come to pass: Bills were
passed in the most wholesale manner in 1846 ; and I have no doubtjjthat the commitments of the
public inre those Bills was very largely contributory to the great commercial panic of 1847, in which
the Bank Act had to be suspended; and. during that year and in subsequent years the railway
property of this country was almost wrecked for a time, and great ruin was brought upon families
who had gone into those schemes without consideration of the number of calls that were likely to
be made upon them ; and theproperty, which is now to some extent a good one, and in many cases
a very good one, was absolutely, for a time, as I said, wrecked. For [instance, theLancashire and
Yorkshire stock, whichis nowat about 134 in the market, fell to £3110s. or £32 per £100paid-up shares
without any further liability; causing, as I said, ruin to families. The Midlandstock fell to about
the sameprice. I myself purchased Birmingham and Derby stocks, £100 paid up, at £15 a share.
I mention this to the Committee as an instance of the sad havoc which was causedby the indiscri-
minate legislation of thatperiod. Not only did that punish the unfortunate families of the people
who, in the country, had gone into these things upon thepromise of interest, &c, but it reacted upon
the money market.

444. Was the interest on those schemes paid?—Many of them paid 5 per cent, on thecalls; and
the consequence was that the estimates to get Bills were all very much under the actual cost of the
construction of the works of those companies, and it followed that when they came to pay interest
upon the money there was a collapse—allthecapital was gone, and they could not pay any interest.
And I know that in Scotland manycompanies were instituted to lendmoneyonrailway stock during
the course of construction, and they took as security shares, £20 paid up, say £50 shares, and
everycall that was made of £s—and5—and they were made almost every three months : the stock fell more
than the call, and thosecompanies who had lent money upon j the original shares of £20 paid up,
found themselves,in fact, insteadof gettinga security for the money,under aliability. In fact, there
was a complete upset of railway credit and commercial credit in consequence.

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

446. Do you believe that fthe comparative freedom from such wild undertakings has been
caused very much by the operation of this Standing Order ?—Very largely.

447. And you are strongly in favour of retaining it?—Yes, most strongly. I think that the
breakdown of the StandingOrder would produce a very serious state of things. You would have on
a considerable scale the same state of circumstances ; because the British public, as Carlyle said, is
composed of 34,000,000—chiefly fools. The promoters of those companies are a comparatively small
numberof people, and, I am afraid Imust say, some of them knaves ; and if you give them thepower
of promising people 5 per cent, interest for five years, they will not have the wit to see how it is
obtained,but they think it is allright when they think it is under an Act ofParliament, or under the
authority of Parliament; in fact, when they see the names of bond, fide directorspublished to the
public in prospectuses, hopeful people will goon taking shares, and Ihave no doubt that very wide-
spread ruin will be the consequence.

448. You admit that the present law had a salutary effect in putting an end to that state of
things ?—I do not think that theviolation of the Order has been to any very large extent. There
are about £700,000,000 of railway capital, which we may take has been raised by the public. This
is an average of about £14,000,000 a year, supposing it to have been obtained in the average way.
It is not quite that, but for the last twenty years the expenditure has been equal to £19,000,000 a
year.

449. Then that systematic violation of the Order to which the attention of the Committee has
been called you think is rather exaggerated?—I think it is very much exaggerated. I think that
what has taken place with regard to the Hull and Barnsley linewill verymuch tend to diminish any
further evasion, because of course it is notorious now that directors are in this position, as the
Master of the Eolls has laid it down, that they are committing an illegality in paying this interest;
and I take it that if that law remains unrepealedthe law must be good law as pronounced by the
Master of the Eolls ; and whatever his opinion of the Act itself may be, and his is no better opinion
than any other man upon thatpoint, but in laying down the rule he has laid it down strictly thatit
would be illegal. I think, myself, the very fact of that being so, if these gentlemen put themselves
into a false position, and perpetrate an illegal thing, they would probably be open to an action by the
shareholders when they find that it is an illegality.

450. Notwithstandingthat these violations have disappearedsince ?—lfyou takethe £700,000,000
of railway capital, you will find that the violations are to a very small extent indeed. But the
siispension of the Order would have this effect: People in the country who now can get a very
small rate of interest, or none at all, from a country bank upon their deposits, will be tempted, upon
the faith of an Act of Parliament, to withdraw their money upon notice, because they willbe offered
openly 5 per cent, interest for five years under the authority of an Act of Parliament.

451. Mr. Salt.] Would you kindly look at Questions 115, 116, and 117, in which an important
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witness states that many millions of capital have been raised in spite of the Standing Order; and I
want to know how far your opinion concurs, or does not concur, with what has been stated ?—This
witness does not give the amount: it is rather vague evidence, He was asked whether it would
amount to millions, and his answer was, "Yes, several figures before the million point." But,
taking the entire millions of railway construction as over£700,000,000, I do not think that the per-
centage of what has been done in this evasive manner would amount to a veryconsiderable matter ;
and I think that the example which was given was so fatal to the continuance of this kind ofevasion
that it is not likely to continue unless Parliament breaks down the Standing Order. Steps, no
doubt, have been taken, and any law thatyou pass upon any subject will be evaded ; but you would
not on that account abolish the law. Any steps taken to evade the Act of Parliament would be very
much curtailed and diminished by examples which were held up in two kinds of cases: one is the
want of success in the schemes themselves, which generally have been of a very inferior character,
and have not paid any dividend at all, and they form part of the £30,000,000 of railway ordinary
stock which pays no dividend; and the other is the danger to directors and promoters of evasions of
the Act of Parliament; and nowthat the Courts of law have pronounced it apositive evasion, those
gentlemen will not be found to take seats at boards, or even to promote companies, through the
evasion of an Act of Parliament which may bring down upon them very serious personal liabilities.

452. You think that, whether the Standing Order 167 has been evaded largely, or whether it
has not, still it has been of use so far that the case would have been infinitelyworse if that Stand-
ing Order had not existed?—Tenfold or twentyfold worse; because you would then tap the savings
of the whole country; whereas by the evasions that have taken place the tapping of the capital of
the country has been to a very trifling extent, because the great public are not misled by these sort
of evasions. They do not like them, but they would be misled by an Act of Parliament authorizing
this to be done. They would then say that it was under the authority of an Act of Parliament.
They would say, " Certain respectable names are the promoters of this scheme; they will pay a
certain 5 per cent, for five years : and we wall go into it."

453. Even if the Standing Order were altered, and very careful modification were introduced,
you still think that it would be better to remain as we are?—Decidedly. In fact, all the modifica-
tion of the Act of Parliament in connection with the Standing Order that I would suggest would
be this : that the deposit which now has to be paid of 5 per cent, should be a bondfide deposit,
and not a deposit borrowed from loan companies or from banks under these conditions : that if the
Bill is to be granted by Parliament the man who lends them the deposit has power over the Bill,
so that after Parliament has taken the trouble to investigate the merits, the Bill cannotbe.got
unless this man can be made safe afterwards by some financial arrangement. All that is an
evasion which I think ought to be stopped. There should be further protection to the public ; and
I think that the rule of Parliament is most seriously evaded, and that deposits are obtained and
borrowed under the conditions that the man who lends them the money is to have the command of
the Bill, and that the Boyal assent to the Bill is not to be given to it until he is satisfied.

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

455. The Chairman.] Is there any good reason why this Standing Order should be confined to
railway and tramway companies, and that it should not apply to all companies?—The reason, I
take it, why it is more particularly valuable for railway companies is this : that there is a longish
period between the institution of a company and the construction of the works. In most mercan-
tile companies they go into trade at once and launch into business, and they find out very soon
whether they are going to get a dividend or not, and therefore it is not sorequisite ; but I have such
a horror of those promoters gulling the public that I wouldimpose every restriction that I possibly
could, because I am certain that bondfide business will not be interfered with by those restrictions,
but that those restrictions will catch the people who ought not to be the promoters of companies at
all—who, in fact, do not contribute, themselves, to the funds of the company, but they get up a
company in order to get money themselves, and to pay themselves out of the subscriptions of the
shareholders for what they call their services.

appendices.

Appendix No. 1.
Letters, &c, put in by the Chairman as sent to him by the Chairman of Ways and Means*

No. I.—List of Bailway Bills, and Eokm of Clause to put aside Standing Order 167.
The company may from time to time, out of any money by this Act authorized to be raised, or out
of any otherfunds of the company, pay interest or dividend to any shareholder on the amount of
the calls made in respect of the shares heldby him.

(1.) Eegent's Canal, City, and Docks Eailway Bill. (2.) Hull, Barnsley, &c, Eailway (Exten-
sions) Bill. (3.) Hull, Barnsley, &c. (Interest), Bill. (4.) East and West Yorkshire Union Bail-
Ways Bill. (5.) Central Northumberland Bailway Bill. [Passed Committee.] (6.) Waterloo and
City Bailway Bill. [Withdrawn.] (7.) Metropolitan District Eailway Bill. (8.) Ascot, Windsor,
and Aldershot Junction Eailway Bill. [In this case the Committee decided that the " preamble
was not proved."] (9.) Banff, Buckie, and Elgin Coast (Great North of Scotland) Eailway Bill.
[Banff, Buckie, &c, Bill.—The title of this Bill has been changed to Great North of Scotland
(Buckie Extension), and the clause required by Standing Order 167 has been inserted.] (10.)
Poplar and Canning Town Eaihvay Bill. [This Bill was not proceeded with.]
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No. 2.—The Board 6f Trade to the Chairman of Ways and Means.
Board of Trade (EailwayDepartment), London, S.W.,

Sir,— 23rd February, 1882.
I am directed by the Board of Trade to refer to certain Eailway Bills of this session, in

which it is proposed to raise the ordinary share capital of the respective undertakings, amounting to
more than twenty millions, by paying interest upon calls out of capital.

The Bills in question are : (1) Begent's Canal, City, and Docks Eailway, 8,100,000 shares ;
(2) Hull, Barnsley, &c. (Extensions), 2,400,000 shares; (3) Hull, Barnsley, &c. (Interest), 3,000,000
shares; (4) East and West Yorkshire Union, 510,000 shares ; (5) CentralNorthumberland Eailway,
930,000 shares; (6) Ascot, Windsor, and Aldershot Junction, 330,000 shares; (7) Waterloo and
CityEailway, 2,700,000 shares ; and (8) Metropolitan District, 1,250,000shares,

As you are aware, for many years past a clause has been inserted in every Eailway Bill,
pursuant to a Standing Order of both Houses of Parliament, prohibiting the payment of interest
upon calls out of capital.

The Standing Order (167) of the House of Commons is as follows : "A clause shall be inserted
in every Eailway Bill prohibiting the payment of any interest or dividend to any shareholder on
the amount of the calls made in respect of the shares held by him, except such interest or money
advanced by any shareholder beyond the amount of the calls actually made, as is in conformity
with ' The Companies Clauses Consolidation Act, 1845,' or ' The Companies Clauses Consolida-
tion (Scotland) Act, 1845,' as the case may be."

The Standing Order (128) of the House of Lords is to the sameeffect, but more stringent.
The eight Bills abov6 mentioned not only omit such a clause as is required by the Standing

Orders, but, so far as the first seven are concerned, distinctly authorize the payment of interest
out of capital; while the Bill of the District Eailway Company authorizes such payment out of
capital or any surplus or reserve fund.

It is unnecessary to discuss the policy of the Standing Order above referred to. It was well
considered, and is supported by obvious reasons of expediency. Even if it were unsound, it should
be altered as a whole, and not exceptionally in the Bills of certain particular companies.

As at present advised, theBoard of Trade are disposed to think that thecompanies in question
should be called upon to amend theirBills in accordance with the usual practice ; and they will be
glad to learn what are your views on the question. I have, &c,

The Eight Hon. Lyon Playfair, M.P. Henry G. Calcraft.

No. 3.—The Chairman of Ways and Means to the Board of Trade.
Sir,— 24th February, 1882.

The subject of your letter regarding the Bills which claim powers to pay interest out of
capital, contrary to the provision in Standing Order 167, had already engaged myattention, and the
counsel to Mr. Speaker has had conferences with the counsel of the Chairman of the House of
Lords in relation to it. I propose arranging a conference with Lord Eedesdale in relation to these
Bills. I agree with you that thepowers sought cannot be allowed to be given by Acts unless the
Standing Orders be materially altered. Undoubtedly the spirit of this Standing Order is constantly
evaded in the practice of railway construction, and the arguments in favour of it do not seem to be
very strong. I enclose you a letter from Mr. Eees describing the inconveniences of the Standing
Orders. When you have read this letterkindly return it.

Of course I will takeno step in relation to changes in the Standing Orderswithout full consulta-
tion with your department. I would be glad, however, that you consider its operation, as it is not
good policy to preserve unchanged a Standing Order which seems now to be systematically violated
in practice. I have, &c,

Henry G. Calcraft, Esq. Lyon Playfaib.

No. 4.—Mr. Eees to Mr. Warner.
Sir,— 13, Great George Street, Westminster, 20th February, 1882.

In accordance with your desire, I beg to put in writing the views which I expressed to you
verbally a few days since upon the subject of the Standing Order which prohibits, in the case of
railways, the payment of interest on calls out of capital.

It strikes one at first sight as somewhat singular that such a restriction should have been
imposed in the case of railways alone. The evils, if any, which might arise from such an application
of capital would seem to be common to all undertakings for which money has to be raised by means
of shares. Idonot suppose that the Standing Order had its origin in any peculiar prejudice against
railways; it was probably due to thefact that the only security which Parliament thought it right,
in the first instance, to take for the completion of railways was that there should be a subscription
contract for a certain proportion of the share capital, and it may have been thought right that the
whole of the money so subscribed should be devoted exclusively to the execution of the authorized
works. If this was the cause of the passing of the Standing Order, one reason, at all events,for
still requiring its retention would disappear, since Parliament now requires that the money deposit
shall be impounded for securing the completion of the works, and forfeited in case of their notbeing
carried out.

There can be no doubt—and I believe that any amount of evidence could be procured in proof
of the fact—that the insertion of the clause required by the Standing Orders in Eailway Bills has
two effects—first, to prevent the promotion oi genuine schemes ; and, secondly, to prevent the
carrying-out of powers actually conceded, in many cases in which works highly beneficial to the
public would be otherwise executed.
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It may be said that it is the same thing whether a shareholder subscribes in the first instance,
say £100, and receives back £20 by way of interest during the construction of the works, or whether
he subscribes £80, and in his private accounts adds the loss of interest to his principal; but, in
practice, it is found that men will not argue in this way, or, at all events,will not act upon such an
argument, and that it is impossible to place in the money-market railway capital on its own merits,
and this because of the real or apparent loss of interest upon it for a term of years. It follows that
railway capital can, under ordinary circumstances, be issued only through the medium of a con-
tractor with means sufficient to enable him to carry out the works without money aid from the
public. The consequences which follow from this are serious, although perhaps not apparent at
first sight.

The contractor insists upon a rebate guarantee, or other agreement, with one of the larger
companies, which will insure such a dividend as will give the shares a par value in the money-
market, and enable him to raise money upon them. Thus the larger companies, whose general
interests are to discourage independent railway enterprise, acquire something like a veto upon the
construction of local lines. This is surely contrary to public policy. Or, secondly, the contractor
is strong enough to make the works unaided, and makes what is termed a " paper contract "—that
is to say, he undertakes to complete the works, taking the shares and bonds of the company in
payment.

The difference between apaper contract and a cash contract is, of course, enormously to in-
crease the price paid for the works, and thus the capital of the company is unduly inflated, to the
loss of the public, who have to find, in the shape of higher rates, the money necessary to pay the
large amount required for dividends.

Again, in a great many cases the contractor, in the hopes of obtaining part of the capital from
the public, undertakes to pay interest on the capital during the construction of the works; and, of
course, takes good care to add the amount, with a handsome bonus upon it, to his contract price.
This, no doubt, is illegal; but it is constantly done with impunity, and without question, and the
Standing Order clause is not only evaded, but evaded in the most objectionable waypossible.

I venture to think that the Standing Order can, at the present day, be justifiedonly on two
grounds—first, that the promise of immediate interest might be abait to inexperienced persons to
invest theirmoney in unsound enterprises; and, secondly, that, by means of the payment of interest,
a rotten concern may be kept on foot for years, the greater part of the capital lost for purposes of
construction, and eventually the scheme abandoned, landowners having in the meantimebeen kept
in a state of suspense, and prevented from dealing with their properties, whilst other and better
schemes may have been delayedby the prior occupation of the ground.

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

I would suggest that the payment of interest out of capital should be authorized, subject to the
following conditions: (1.) That it should be of moderate amount only—say, 4J or 5 per cent.
(2.) That its payment should be limited to such a period as, according to the circumstances of each
case, is reasonably necessary for the completion of the works if fair diligence is used. (3.) That
the capital be issued with full notice to all subscribers that interest is to be paid during construc-
tion, and of the conditions which are attached by Parliament to its payment. (4.) That before any
such interest is paid, a certificate (similar to that required before the exercise of borrowing powers)
should be obtainedfrom two Justices that three-fourths of the share capital has been issued, and is
bondfide held.

It seems to me thatif these conditions and restrictions are imposed, no possible mischief can
arise from allowing interest to be paid out of capital, whilst the practical impediment which the
present rule creates to theraising of money for bond fide enterprises would cease ; nor would- any
undue inflation of the capital of arailway companyresult, for the amount added to capital would
represent as truly a capital outlay as the interest lost (or paid if the money be borrowed) during
the construction of private works orbuildings.

It may, indeed, be said that Parliament requires a money payment by way of security in the
shape of apercentage on the estimate for the works, and that this estimate (which, in practice,
never includes interest during construction) would not truly represent the cost of the works if in-
terest were allowedto be paidas suggested. But there aremany other items which, although adding
to thecapital outlay, are, according to practice, equally omittedfrom parliamentary estimates—
e.g., the cost of management during the construction of the works, the engineer's commission,
the parliamentary costs, &c. If, however, any weight is fairly due to the objection, it would be
met at once by the requirement that when a Eailway Bill contains a power to pay interest out of
capital the amount so payable should be includedin the estimate.

I have, &c,
JosephH. Warner, Esq. John Charles Eees.

No. 5.—The Boakd of Trade to the Chairman of Ways and Means.
Sir,— Board of Trade (EailwayDepartment), London, S.W., 3rd March, 1882.

I am directedby the Board of Trade to acknowledge the receipt of your letterof the 24th
ultimo upon the subject of certain Eailway Bills of the present session whichprovide for the pay-
ment of interest out of capital, contrary to the provisions of the Standing Orders of Parliament.

In reply, I am to state that, in view of the habitual infringement of the Standing Orders in the
carrying-out of railway schemes, the Board of Trade are disposed to think that some alteration in

7—B. 12.
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the Orders is demanded, while the suggested conditions would appear prima facie to be reasonable,
and such as might probably be observed. I have, &c,

The Eight Hon. Dr. Lyon Playfair, M.P., &c, Heney G. Calceaft.
House of Commons.

No. 6.—Proposals for altering Standing Order 167, by the Chairman of Wats and Means.
Standing Order 56, line 2, after " second class" insert " including therein all payments intended to
be made to the shareholders as interest on calls made in respect of shares held by them."

Eepeal Standing Order 167.
New Standing Order to follow Standing Order 166:—A clause shall be inserted in every Bill authorizing the creation of share capital for railway

purposes, providing that no interest shall be paid to any shareholder on money paid by him upon
calls, except under the following conditions—viz. : (1.) That the rate of interest paid shall not
exceed 5 per cent. (2.) That such payment of interest shall not begin until at least two-thirds of
the share capital authorized by the Bill has been subscribed, and is bondfide held by the subscribers.
(3.) That such payment of interest shall not be continued after the completion and opening for
traffic of the railway to which the capital is directed to be applied, nor in any case for more than
five years after the passing of the Act. (4.) That notice of the intention of the promoters to pay
such interest be given, together with the notice of other particulars required by the Standing
Orders, by advertisement in the Gazette.

No. 7.—Lord Eedesdale's peoposed Alteeations of Standing Oedee 167.
In Standing Order No. 3, line 15, after "privileges," insert " or to empower a company to pay
interest or dividend out of capital."

In Standing OrderNo. 56, line 2, after "class," insert "including therein all payments, if
any, to be made to shareholders by way of interest or dividend out of capital."

In lieu of Standing Order No. 168 : A clause shall be inserted in every Eailway or Tramway
Bill by which the creation of share or loan capital is authorized, to provide that no interest or
dividend shall be paid out of such capital to any shareholder, on money paid by him uponcalls,
except upon the following conditions—viz. : (1.) That therate of interest or dividend shall not
exceed 4|- per cent, per annum. (2.) That such payment of interest or dividend shall not begin
until the company have proved to a Justice (Sheriff) that two-thirds of the share capital, if any,
has been bondfide issued and accepted, and is held by thepersons and corporations to whom the
same was issued, or their executors, administrators, successors, or assigns, and that such persons
or corporations, their executors, administrators, successors, or assigns, are legally liablefor the
same ; and upon production to such Justice (Sheriff) of the books of the company, and of such other
evidence as he shall think sufficient, he shall grant a certificate that the proof aforesaid has been
given, which certificate shall be sufficient evidence thereof. (3.) That such payment of interest or
dividend shall not be continued after the completion and opening for traffic of therailway or tram-
way, nor in any casefor more than five years from thepassing of the Act in the case of a Eailway
Bill, or three years in the case of a Tramway Bill.

New Order, 168a.—In the case of all Bills other than Eailway and Tramway Bills, by which
the creation of share or loan capital is authorized, and express provision is made that interest or
dividend may be paid out of such capital to shareholders upon money paid by them upon calls,
conditions similar to those set forth in thepreceding Order shall be inserted, with such alterations
as the circumstances of each case may, in the opinion of the Committee, require.

Appendix No. 2.
Paper handed in by Mr. Bees, 28th April, 1882.

Dieectoes named in Bills of the present Session by ■which it is proposed that Interest should
be paid out of Capital during Construction.

Central Northumberland Baihvay.—Sir Charles Edward Trevelyan, Sir John Swinburne, Ealph
Carr Ellison, Hon. Frederick William Lambton, John Eobinson, William Forster the younger,
Charles Macartney Swarbrick.

East and West Yorkshire Union Hallways.—Joseph Charlesworth, Henry Bentley, Humphrey
Brooke Firman, Edward Bower, Hon. Fitzroy Stewart.

Bhondda and Swansea BayBailway.—TheEight Hon. Victor Albert George Child Villiers Earl
of Jersey, Charles Bath, Thomas Cory, John Eichardson Francis, Thomas Joseph, Morgan Bransby
Williams, John Jones Jenkins, John Crow Eichardson, William Williams.

Begcnt's Canal, City, and Dock Bailway.—Sir George Henry Chambers, William Eushton
Adamson, James Brand, James Staats Forbes, Albert George Sandeman, Charles Gassiot, William
Hamilton Crake, Colonel Ben Hay Martindale, AlexanderLangElder, Henry WilliamCarter.

Hull, Barnslcy, and West Biding Junction Bailway and Dock Company.—Lieut.-Colonel Gerard
Smith (Chairman), John Fisher (Deputy Chairman), Henry Hodge, Esq., Henry Briggs, Esq., the
Eight Hon. Lord Beaumont, William Day, Esq., Edward Leetharn, Esq., Francis Eeckitt, Esq.,
William Hamilton Crake, Esq., James Stuart, Esq., Watson Arton Massey, Esq., Lawrence
Stephenson, Esq., John Leake, Esq., William Eayment, Esq.

Appendix No. 3.
Memorandum by Sir F. S. Eeilly, Q.C.

1. If Standing Order 167 did not exist, the practice would, I think, be to takeexpress power in
Eailway and other Bills, where the promoters desired to pay interest before earning profit. They
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would not, I think, venture to dispense with an affirmative clause. The clauses in different Bills
would vary in character ahd in form, according to the views of the respective promoters; Com-
mittees would arrive at different decisions; the uniformity, which is one of the objects of "The
Companies Clauses Consolidation Act, 1845 " (as expressed in the preamble), would be lost.

2. Therefore, if Standing Order 167 is not maintained,I think it should not be simply repealed,
but a substituted Standing Order should be passed, allowing (not requiring) the insertion of an
affirmative clause in Bills, and indicating the conditions to be imposed.

3. The present Standing Order restricts railway companies only; a new permissive Standing
Order might, I think, apply to all companies.

4. The limitation on the rate of interest might, I think, be left wholly or in part for the
Committee on the Bill, who might decide according to the nature of the undertaking, and other
circumstances.

5. The Standing Order then might be expressedsomewhat as follows : In any Bill authorizing
the creation of share capital, and incorporating " The Companies Clauses Consolidation Act, 1845,"
provision may be made to the effect that, notwithstanding anything in that Act (of 1845), the
company may pay interest to shareholders on sums called for and paid, on the following conditions,
but not otherwise—namely : (a.) That the rate of interest may be agreed on between any share-
holder and the company, but so as not to exceed the rate of [five] per cent, per annum, or such
lower rate, if any, as the Committee on the Bill think fit to prescribe in the Bill, (b.) That such
payment of interest shall not begin until [two-thirds] at least of the share capital authorizedby
the Bill has been in good faith issued and accepted, being held by persons legally liable for it (the
usual proof to be given). (c.) That such payment of interest shall not be continued after the
completion and opening for public traffic or other user of the railway or other worksauthorized
by the Bill, nor in any case for more than [five] years from the passing of the Bill, or such less
period as the Committeeon the Bill think fit to prescribe in the Bill.

6. Where a Bill contains such a clause, section 24 of the Act of 1845 should, I think, be
repealed by the Bill.

7. The terms of the Standing Order would have to be adapted to Scotland.
8. Other Standing Orders affected would be Nos. 3, 56, 57, 153.
9. Standing Order 3.—Notice of the intention of the promoters to seek power to pay interest

out of capital would have to be inserted in the Gazette noticefor the Bill.
10. Standing Order 56.—1n the estimate of the expense of the undertaking there should, I

think, be a separate item for the aggregateamount of such interest sought to be allowed.
11. Standing Order 57.—That amount should not, I think, be treated as comprised in the

estimate with reference to the deposit.
12. Standing Order 153.—N0r be treated as part of the capital of a railway company with

reference to the amount of loan capital.
13. I think that the Bill itself should also distinguish the share capital to be raised for interest,

and separate accounts thereof should bekept and be laid before meetings of the company.
14. Further questions would have to be considered with respect to—(1) Bills pending at the

time of the change in the Standing Order ; (2) Eailway Acts theretofore passed.
15. Those Acts couldnot be relaxed except by general Act of Parliament.
16. Havingregard to that consideration (among others), I think it may be doubted whether the

required substitute for Standing Order 167 would not be better provided by a Bill for amending the
Act of 1845 than by Standing Order.

sth May, 1882. Feancis S. Beilly.

Enclosure 4 in No. 3.
[Extract from the Times, 7th June, 1883.]

Debate in House of Commons, Wednesday, 6th June.—Standing Oedeb 167.
Sir A. Otway rose to move an amendment to Standing Order 167, which prohibits railway
companies from paying interest out of capital. The amendment was to the effect that a Committee
on a Eailway Bill should be allowed to empower the payment of interest out of capital, subject to
the following conditions : (1) That the interest do not exceed 4 per cent.; (2) that it be only
allowed until the railway be completed ; (3) that no such interest be alloweduntil the issue by the
Board of Trade of a certificate that two-thirds of the share capital has been issued and accepted;
(4) that no interest be allowed on calls in arrear; (5) that the interest so to be paid be stated in
the Bill, and be not deemed capital in their Standing Order 153 ; (6) that notice of power to pay
such interest be given in all prospectuses or advertisements of the company ; (7) that the half-
yearly accounts of the company show the amount so paid in interest; and, lastly, that penalties be
imposed for the unlawful payment of such interest, and that any contract for the payment of
prohibited interest be made void. The right honourable gentleman said it would be well to
consider the history of the Standing Order. Before the passing of " The Companies Clauses Act,
1845," the payment of interest out of capital was only allowed if there were provisions authorizing
it in the special Acts. In 1837 there were only three such Acts, in 1844 there were seven, in
1845 twenty-six, and in 1846 ninety-two. The Order was made in 1847. The Order was passed in
consequence of the railway mania, which caused great distress to many persons who had invested
their savings in railway speculations. Now that there was no such danger to be apprehended as
existed at that time, it was well to consider whether it was necessary to continue without modifica-
tion the prohibition contained in the Standing Older. A correspondence had passed in the early
part of the year between his predecessor and the President of the Board of Trade, in which it was
stated on both sides that some modification of the Standing Order was desirable. He was not
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disposed to question the soundness as a matter of principle of the prohibition of the payment
of interest out of capital; but it ought not to be forgotten that such payment had been
absolutely necessary in some cases. The Great Northern Eailway Company, for example, was
empowered during a term of sevenyears to pay 5 per cent, interest on capital, and but for that
permission that great and important line would probably have neverbeen constructed. The most
serious objection to his proposal was that bogus companies might abuse the power. But he
thought he had provided sufficient safeguards against that. His honourable friend the member for
the County of Durham (Sir A. Pease) had raised his voice on behalf of clergymen, widows, and
orphans who might be deluded into putting their scanty savings into unsound undertakings. But
he did not know that it was the duty of the House to protect such persons from their own
imprudence; and he had provided security against the abuse of the privilege. There were some
members in the House who appeared to think it their duty on all occasions to oppose railway
companies and railway directors as if they were malefactors. He had no sympathy with such
persons; but care had been taken to protect the interests of the public at large by the limitations
which he proposed to place on the power proposed to be conferred. The right honourable gentle-
man concluded by moving his amendment.

Sir J. Pease, in rising to move, as an amendment to the motion of the Chairman of Ways and
Means, that it was inexpedient to alter the Standing Order in the way proposed until both the Eng-
lish and Scotch Companies Clauses Consolidation Acts of 1845 had been amended, said that he did
not think that the proposed change in the Standing Order would operate in the interest of either the
railway companies or the community at large. If railway companies were to be allowed to pay
interest out of capital during the construction of their works, the same latitudewould have to be
allowedto limitedcompanies of all kinds. In the debate that had taken place on this subject in
1864 Mr. Beckett Denison, Mr. Bicardo, Mr. Hume, and Sir Charles Wood strongly objected to the
principle of the proposed change, on the ground that it would deceive the public as to the specula-
tive character of the undertakings, and would operate as a fraud upon the Legislature. The object
in view at that time was to guard as much as possible, not against legitimate enterprises, but
against bubble companies and rash speculations. His experience in regard to railways had been
considerable ; and the one with which he was most connected was made upon the most wholesome
of all principles—it was made principally by the men who required to use it, and a large proportion
of whom were on the board—and it had turned out to be a railway which paid remarkably well.
But ho must confess that there was a class of railways which did a great deal of damage to the
commercial interests of this country—those gotup by contractors and speculators, which came to
nothing, or came to grief, or were absorbedby the large railway companies to the detrimentof the
traffic-senders. They were told that, because some railway speculators had broken through their
rules, therefore the House should alter the Standing Orders ; but, in the last ten or twelve years,
this related to acomparatively small amount of the entire capital spent by the railway world. It
was altogether a bad doctrine to laydown, that, because the Standing Orders of the House had been
infringed by a few persons, therefore the House should modify them. As well might they say that,
because there were many pickpockets that were not caught and put into Newgate, therefore they
should give up the laws against them, and let those out that were in gaol. Was there equity in
their Standing Orders or not ? If there was, let them be upheld. A few figures would prove that
the effect of the existing Orders was not to stop enterprise. In 1847 the railway mileage in this
country was 5,640 miles; in 1882 it was 18,180 miles. In 1847 the capital in railways was
£196,000,000 ; and in 1882it was £750,000,000. Upwards of £200,000,000 hadbeen invested in spite
of this Standing Order in the railways of the United Kingdom. Three years ago persons brought up
this fallacy of paying interest out of capital, and subsequently, as a consequence, schemes involving
£4,000,000 were proposed; in 1882 ten schemes were brought out, involvingabout £29,000,000;
and in 1883, when his right honourable friend near him had taken up the question, forty-sixschemes
were brought before the House, involving seventy-eight millions of money; and he feared that, if
the course proposed was adopted, there would be a great danger of bringing back that reckless
expenditure which his right honourable friend would be the first to deprecate, and which the House
would do wrong to encourage. Tracing the action in this matter to the course that had been taken
by the Hull and Barnsley Company, he said that, if this company had made a mistake in issuing
their prospectus—as they had done—against the Standing Orders, they should have acknowledged
it to the House, and sought aremedy in a proper and reasonable manner. To that he should cer-
tainly have had no objection; but it was too much to ask the House to alter or modify its Standing
Orders in order to meet their difficulty. If the right honourable gentleman had proposed the repeal
of the Standing Ordsrs on free-trade principles he could have understood his position; there would
then have been the logical argument that all people should be left to take careof themselves. But,
as a matter of fact, that House did not allowpeople to do so : by many laws the House prevented
it, and took care of them as best they could. The honourablememberthen urged that the proposed
modificationof the Standing Orderwould give no additional safeguard to those interested, and on
that ground also he opposed the resolution. He begged to point out that they werebeginning again
with what had already fallen through—namely, subscription contracts. He had himself signed
many such contracts. But subscription contracts had proved so delusive that they had to be aban-
doned; and now theChairman of Ways and Means proposedthat theyshould goback to them again.
Surely the Committeesof that House had enough of responsibility upon their shoulders in passing
those Railway Bills without imposing on them the additional responsibility of saying how much
interest the railway companieswould be able Co pay. Again, he would ask, was it worth while, for
the sake of doing so little, to require so much from theBoard of Trade and the Committees of that
House'? Clergymen and smallshopkeepers were the people who took those shares, and among them
could not be found a single person who knew anything about the merits of the case. What he
wanted to show was that by doing what was now proposed they would draw in the very class of
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people who ought to be protected, if they wereto protect investors at all—the class which was least
able to protect themselves. In 1881, outof the whole amount of ordinary railway stock, £36,500,000
paid no dividend, £6,250,000 paid 1 per cent, and under, and £15,250,000 paid 2 per cent, or less.
In 1870-71 the averagedividendpaid by railway companieswas 4-4 per cent.; in 1880-81 it dropped
to 4-29 per cent. He would ask, then, had the time come when the House could with propriety
repeal a law and a Standing Order which had so long operated without detriment to railway enter-,
prise and for the protection of psople who ought to be protected? Ho objected to the encourage-
ment of these lines from the point of view of the mercantile community. His experience had been
that these small lines were thorns in the sides of the larger companies. He believed that an
alteration of the Standing Order in the manner proposedwould be detrimental to the commercial
interests of the country. There was no difficulty whatever in now raising any amount of capital
for legitimate railway enterprise, and there was, therefore, no necessity for the alteration. On the
other hand, it would not stop fraud ; for the man who was unable to raise capitalby the bondfide
merits of his undertaking would continue to attract investors by means of the Standing Orders.
On the whole, he thought that the alteration would do a great deal more harm than good. In
accordance with the opinion of the Speak3r, he should take the simple course of simply proposing
to negative the motion.

Mr. Geegoby doubted whether an alteration of the Standing Orders would affect the construction
of railways to any extent. That was, no doubt, the intention in 1845; but in 1848 some of the
heaviest railway contests took place. Nor did the subsequent Standing Order have any material
effect in checking speculation. What would check speculation to a considerable extent was a
better understanding between the great railway companies themselves that they would not promote
lines for the purpose of speculation or of attackingeach other's interests. That would be a greater
check than anything the House could do by Standing Orders. He thought, however, that the
motion of the Chairman would have a good effect in checking what were known as contractors'
lines. A contractor sometimes took shares in the proposed railway in part payment of his price,
and then he got off these shares as well as he could. The contractor ought only to be able to get
shares from shareholders in the ordinary way, and he should only be allowed a moderate rate of
intereston his outlay, instead of the company being driven to accept his own terms. At present
he received not only more than a moderaterate of interest, but also a very large premium on the
prices he charged and the capital he expended. What was contemplated by this Standing Order
was that a shareholder should receive a moderaterateof intereston any money he advanced beyond
the amount of his calls actually made ; so that if he liked to advance money in anticipation of calls
he was to receive interest at 4 per cent, per annum, subject to certain specified conditions. The
proposalwas, in effect, to allow of an ordinary mercantile transaction taking place, such as occurred
out-of-doors every day. It appeared to him to be, under the circumstances, a very fair and
moderate proposal, and he hoped it would be acceptedby the House.

Mr. Caebutt thought it would be most disastrous to the railway companies and the public in
general if the Standing Order were altered in the manner proposed. If the proposal were accepted
it would work best for the large capitalists and worst for the small holders. It was not for them
to encourage small investors to go into investmentswhich ought to remain in the hands of large
capitalists only. In the interest of the working-classes, he trusted that the House would hesitate
before it accepted the proposal then before it.

Mr. Salt said that the question was peculiarly difficult, as the arguments on both sides were
evenly balanced. The broad principle on which the House was invited to act might be invoked
with equal propriety on either side, some contending that capital should be left as free as
possible, and others that interest was of its very nature something to be earned, and should
not be paid without being earned. As for the alteration of the Order, it was impossible to
look at railway companies now as they were regarded in 1847, when I, the Order was passed,
and when the railway system of the country was in its infancy. Our system now was all
but complete, and it was doubtful how far it would be fair to existing companies to alter
the Order on which their concerns were expressly based. Whatever was done ought to be
done without much delay, as the promoters of many very great enterprises, representing many
millions of capital, were awaiting the decision of the House. His right honourable friend
the Chairman of the Committee of Ways and Means had adopted the views of the Committee of
last year—that as things were some change was expedient, and that, though it would be well if
the Standing Order could be generally adhered to, yet, in peculiar circumstances, somerelaxations
should be permitted. The Committeeof last year, partly in consequence of the memorandum of
Sir F. Eeilly, had recommended that the alterationshould be made, not by way of resolution, but
by means of a Bill; and the latter was certainly the preferable course. A resolution was a rather
summary method of procedure; but aBill, being sure to meet with opposition, would give every
member and every interest an opportunity of being heard.

Colonel Smith remarked that, as the Act of 1845 was in existence, there was no particular
necessity for the Standing Order, which was naturally and inevitably evaded. There could be no
doubt that the Standing Order had been frequently evaded, and he hoped the House would carefully
consider what had been the effect of perpetuating the old system. One result was to cripple
legitimate enterprise, and to drive the companies into the hands of contractors. The principle of
the proposed change in the Standing Order had been approved by Sir G. Jessel, the late Master
of the Eolls, and if carried out it would merely have the same effect as if a railway company were
to issue their stock at a discount. He thought that the rule of caveat emptor should apply to the
case of shareholders of railway stock as much as to the purchasers of other property. The effect
of the alteration would be to return to the oldpermissive system. The Standing Order referred to
had not worked well; it had been evaded; and It would not work well in the future if retained.
He believed the Chairman of Ways and Means had hit the happy medium with regard to the rate
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of interest, and he hoped the House would adopt the motion, because it would be an aid towards
the carrying-out of important works- which had been sanctioned, and it would give an impetus, not
to bogus or merely speculative works or companies, but to trade generally in those directions where
it was needed.

Mr. C. Lewis said that so far the discussion had been almost entirely confined to gentlemen
who were particularly interested in railway enterprise; but the general public had a right to be
considered in the matter. Having observed that opposition to the motion came chiefly from the
representatives of three great railway companies—the London and North-Western, the Midland,
and the Great Western—and that their object was to prevent the smaller companies getting the
independent advantages which the proposed alteration would give them, he contended that it was
not for the public good, in relation to the great question of the extension of railway accommodation,
to keep any longer the restriction it was proposed to remove. He should have thought that the
opinion of the Chairman of Ways and Means on such apoint as this would have gone a long way
with honourable members; but it appeared to him that many of the objections that had arisen, and
many of the difficulties that had been started, were removed by the careful and protective way in
which the provision in question was to be carried out, for it was rather on the side of strictness
than of laxity.

Sir L. Playfaik said that this proposed alteration came under his notice while occupying the
office of Chairman of Ways and Means. It involved no question of principle, and was solely a
matter of policy and expediency, which the House could determinefor itself. The present Standing
Order was adopted in 1847 ; but in the previous year nearly one hundredBills, involving a capital
of forty millions, were passed through the House. But in 1847 the House, seeing the great railway
mania that existed, thought it necessary to put a stop to it, and a very efficient Standing Order for
repressing the growth of railways was passed. It was not then treated as a question of principle,
and the Master of the Eolls in his judgment put it in this way : If a house were built by a man,
and £1,000 had to be paid for it, he would draw that amountout of his investments; but while that
house was building he must add to the cost of the house the interest on the capital, as well as the
capital itself. It was the same with respect to railways—whether paid by the individual or by
the undertaking, the cost of the undertaking was the capital plus the interest on it before it became
reproductive. The question that came before him as Chairman of Ways and Means was as to
whether the time had not come for relaxing thisrepression of enterprise. He found that there was
a great net of railways, constructed by great capitalists, covering the country; but there was still a
demandby localitiesfor branch railways, such localitiesnot considering that they had the encourage-
ment from the large companies that they ought to have. They then came for power to construct
those railways, and they did so by evading the Standing Order in almost all cases. The railway
was constructed, and interest was paid to the small capitalist during construction, and the Standing
Order was treated as if it had not existed. The very fact of the small holdings in undertakings
such as the Hull and Barnsley Eailway, averaging only £250, against an average holding of £1,700
in the larger companies, was a strong argument in favour of the proposed alteration. It showed
that the public were interested in the undertakings, and were willing to offer small sums for the
construction of railways in their localities. This Standing Order as proposed would offer far more
efficient protection to the unwary investor by the securities placed upon it than by the continuance
of the present system. But it was on the ground of the dignity of the House chiefly that he was
desirous of seeing the Standing Order changed. It was not right that a Standing Order should
continue in existence which could be evaded by any person who chose.

Mr. Eaikes cordially agreed with the observations of theright honourable member for Edin-
burgh University. The alteration of the Standing Order had been opposed on the ground that it
would afford facilities to impose upon the unwary investor. The present operation of the Standing
Order was that the only investment denied to the small capitalist was the small English railway.
All kinds of foreign undertakings guaranteedinterest, and there was no question that an immense
amount of English capital ready for investment was drivenabroad through the restrictions now im-
posed on small English undertakings. He agreed with the honourable member for Stafford and
others that a matter of this sort should be dealt with by Billrather than by an alteration of the
Standing Orders. His honourable friend's proposal would, in his opinion, carry into effect the
dictum of the late Master of the Eolls that had been referred to. He would call attention to the
fact that in the largest undertaking now before Parliament—that of the Manchester Ship Canal—it
was proposed by the Bill to charge a sum of money, being part of the total capital, with interest,
during the construction of the undertaking; and unless the promoters were enabled to give effect to
that proposal, he understood the scheme would bo dropped. He hoped that, having regard to the
fact that the proposal now before the House was that of the Chairman of Ways and Means, who
had devoted special attention to it since he had been in office, and that it gave effect to the recom-
mendations of the Committeeof last year, and that it had, moreover, received the support of every
memberwho had spoken except the representatives of the great railway companies, the House would
pay attention to what had been shown to be the interests of the public, rather than listen to the de-
mands of powerful corporations.

Mr. Chambeklain said he desired to make a few observations, and in doing so must be under-
stood as speaking, not on behalf of the Government as such, but only as expressing his own strong
opinion, though he believedit was the opinion of most of his colleagues, and particularly of his right
honourable friend the Prime Minister,who, it would be admitted, was not an unimportant authority
on State finance. He thought the House had to thank, and to thank warmly, his right honourable
friend the Chairman of Committees for having brought this matter before them. It was a difficulty
which had grownin the timeof his predecessors, and it was only in performance of his official duty
that he had called the attention of the House to the subject, and had proposed a method of getting
overthe difficultywhich had arisen. Upon the merits, he thought there were two questions to be
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decided, the first question being one between the proprietors of the great existing lines and the pro-
moters of new lines. It was not in the interest of the great lines to promote or encourage competi-'
tion. The great lines had obtained the greater part of their capital by the evasion of this Standing
Order; and, having broken down that bridge, they were desirous of preventing any one else from
passing over. But their interest was not the interest of the public. They asserted that theirdesire
was not to discourage railway enterprise, but to put a stop to bogus companies. But the effect of
this Standing Order was to discourage enterprise. What was the meaning of the term " bogus
enterprise," as applied to railway undertakings? If it meant an enterprise that did not give good
returns, then the London, Chatham, and Dover, the Metropolitan, and the Great Eastern Eailway
Companies were bogus enterprises, for up to the present moment they had not paid more than 1 per
cent, on their capital. But their undertakings had been of very great advantage to the country;
and he felt bound to say that he was less inclined to protect those investors whose losses were 'of
the greatestpossible benefit to the country. According to the supporters of the great companies,
enterprise was not to be encouragedunless it paid 4 per cent. There could be no absolute law
against speculation ; but he believed that the moderate proposals of the Chairman would prove
beneficial, whereas proposals of a more stringent character would prove useless. These proposals
having received the support of three Chairmen of Committees, and also having given effect to the
recommendations of a Select Committee, he hoped the House would give them its support.

Mr. Hubbaed said it appeared to him that the main reason for abrogating the Order now in
force was because it had been in existence for so long a time. He failed to see the force of that
argument. He thought the honourable member for Durham had done good service in bringing the
matter before the House. It was most essential that the House should not sanction a false
principle.

Mr. Muntz said he had heard the strangest proposition to-day—-namely, that because a rule
was evaded it ought to be abrogated. The real question before the House was, was the House pre-
pared to sanction the payment of interest out of principal ? To pass a resolution sanctioning 4-per-
cent, payments was quite unprecedented, and he trusted the House would not agree to the pro-
posal.

Mr. Molloy thought' it was unfair to occupy the time of the House on this matter, to the
exclusion of an important Irish measure, which stood first on the Paper. As a protest against this
misuse of the time of the House, he begged to move the adjournment of the debate.

Mr. O'C. Powee said that, as thediscussion had been introduced by the Chairman of Ways and
Means, the Government could not be exonerated from blame in this matter. He should support the
motion for adjournment.

Sir W. Haecouetsaid that the Government hadreally nothing to do with the orderof business
on Wednesdays. He appealed to the honourable member to withdraw his motion.

Colonel Makins supported the motionfor adjournment, on the ground that the question was too
important to be dealt with by way of resolution.

Sir A. Otway was sorry that it had been necessary to postpone an important Bill; but the
question he had raised was also important, and had been several times postponed. A decision one
way or the other was absolutely necessary ; and the only result of an adjournment of the debate
wouldbe that it would have to be resumed on another Wednesday.

After a fewwordsfrom Mr. Shaw, the motion for the adjournment of the debatewas withdrawn,
and the House divided on Sir A. Otway'sresolution.

The numbers were—For the resolution, 131; against, 123 : majority, 8

Enclosure 5 in No. 3.
[Extract from the Times, Thursday, 7th June, 1883.1

Payment op Inteeest out op Capital.

The maindiscussion, however, arose upon a motion by Sir Arthur Otway to amend the Standing
Order which forbids railway companies to pay interest out of capital. He proposed that a Com-
mittee on a Eailway Bill should be empowered to authorize payment of interest out of capital upon
the following conditions: That the rate of interest shall not exceed 4 per cent.; that it shall be
payable only during the construction of the line; that it shall not be payable until the Board of
Trade has certified that two-thirds of the share capital has been allotted; that it shall not be
payable upon calls in arrear; that it shall be stated in the Bill, and that notice of power to pay it
be given in all advertisements and prospectuses of the company; that the half-yearly accounts
shall show the sums paid as interest; and, finally, that penalties shall be imposed for infringement
of these conditions. The Standing Order which the House of Commons has thus modified was
made in 1847, with the view of checking the excessive speculation in railways which at that time
was doing much mischief and causing widespread distress. Circumstances have greatly changed
since that date. Nearly eight hundred millions have now been invested in railways, and our
system is so far complete that no recurrence of the mania for railway construction need be appre-
hended. All that we have to do is to keep pace with the growth and displacement of population,
and no field remains for the numerous and gigantic enterprises of forty years ago. On the
contrary, the limited and local character of the lines now to be constructed operates to discourage
investors, and the Standing Order originally framed to check excessive speculation has become a
serious obstacle to legitimate enterprise. As always happens in such cases, meanshave been found
to evade it, and the House of Commons is really compelled to consider whether it will recognize
the alterations brought about by time and circumstances, or whether it will adhere to its old rule,
and devise newand more stringent methods of making it operative. Sir J. Pease argued that we
may as well abolish the laws against theft because some thieves go at large, as modify the Standing
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Orders because they have been infringed. The analogy, however, is incomplete. In one case we
are dealing with a matter of principle ; in the other one of mere policy and convenience. The law,
moreover, is not openly evaded without fear of punishment; while the Standing Order is. The
pickpocket is notpunished only because his offence cannot be brought home to him; the Standing
Order is evaded by men who are in evidence, but whom the House of Commons cannot punish. A
rule which can be set aside in this fashion requires modification in one wayor another, and none of
those who yesterday opposed Sir Arthur Otway's motion suggested any means of rendering the
Standing Order effective for the ends they desire to attain.

It will be cheerfully concededby every one that, according to common-senseand sound business
principles, profits ought to be earned before they are divided. Indeed, we may go further, and say
that nothing but the general approbationaccorded to thevenerable but illogical aphorism concerning
the'counting of chickens before they are hatched could justifyus in even contemplating the possi-
bility of dividing what is as yet non-existent. If it could be shown that there are persons weak
enough to suppose that a railway not yet constructed is earning profits it might become a question
whether the Education Department should not insist upon maintaining the prohibition against
payment of interest out of capital. But, as a matter of fact, the most credulous investor is aware
that the interest he receives while the line is in process of construction cannotbe profit. If he ever
thinks at all he must be quite aware that he is really receiving back aportion of his own capital, and
that what remains in the form of shares is by exactly so much less valuable. Yetexperience shows
that thisprocess of payingout of onepocket andreceivinginto theotherexercises so magical a charm
overthe investing mind that a railway which promises to pay interest during constructionwill obtain
money, while one which does not will fail. On promise of 4 per cent, for his money a man will
invest £100,knowing that at the end of a couple of years he will have onlyninety-twopounds' worth
of labour and material for it; while without any interest he will not invest,although ne knows that
in two years he will have the worth of the whole £100 in property. The interest-loving investor is
in the position of a dogwho dines off a joint of his own tail—if, indeed, he escapes the yet worsefate
of the animal whose astute master is said to have dined off the tail and given only thebone to its
owner. But then the whole transaction is so open and aboveboard that there is nothing to be
said. If people prefer to build their railways in that fashion, there is no reason why the Legislature
should step in to hinder them. Interest upon the money used in constructing a railway is an item
of cost as unavoidable as the wages of the navvies or the fees of the engineer. The shareholder has
to pay it somehow, and it would be positively cruel to interfere with a process so ingenious and
delightful that it actually makes him feel as if the interest were profit. At first sight it looks as if
the interest paid to shareholders were an actual addition to the cost of the concern. But it would
in any case have to be paid to somebody. Suppose that the shareholders did not step in until the
line was finished, and that the contractor had borrowedfive millionsfrom his banker to carryon the
works. They would have to pay the interest on that money in the purchase price. But if they
find the money to start with, theyreceive the interest instead of the banker, and are charged with
it exactly as if it had been paid to the banker instead of to themselves. Sir J. Pease and others are
much concerned for the small investor, the little shopkeeper, or country clergyman, who may be
tempted by the promise of interest to go into undertakings of an unsound kind. But no legislation
can help peoplewho can be tempted to invest capital on the promise of 4 per cent,for a year or two,
without knowing anything of the prospects of the line whenfinished. The mere payment of interest
during construction does not make the enterprise one iota better or worse; and if, notwithstanding
the ample warning secured to them by Sir A. Otway's amendment, people mistake the nature of
the advantages offered them, they must be far beyond the reach of legislative assistance. It may,
indeed, be laid down as a sound generalprinciple that small investors have no business to speculate
in newlines. They can know7nothing about their prospects, they can hope for no share in their
management; and if they take shares at all they are gambling justas truly as if theybacked a horse
for the Derby. It is all very well for men who have moneyto play with, or who can go into the
thing on a big scale; but the small investor should stick to certainties. He may rely upon it that, if
a new line is judgedby those who know to be a very good thing, nobody will ask him for apenny.
So long as people are simple enough to think that a number of financiers lay their heads together
only to put good investments intheir way, so long, wefear, will there beunfortunate small investors,
no matter what may be the Standing Orders of the House of Commons.

Enclosure 6 in No. 3.
[Extract from the Times, Wednesday, 27th June, 1883.]

Debate in House of Lords, Tuesday, 26th June.—Eailway Bills : Payment op Inteeest
out of Capital.

The Earl of Bedesdale said he wished to ask the careful attention of their Lordships to the
subject of altering the Standing Order relating to thepayment of interestout of capital. He wished
most distinctly that theirLordships should determine the matter according to theirown judgment,
and let him know what their opinion was. He would not have brought the question before their
Lordships at that period of the session were it not for the Order that hadbeen adoptedby the House
of Commons. The subject was fully debated in the House of Commons; and, on a division, the
proposed alterationof the Order was carried by 131 to 123. The division was, therefore, a narrow
one; but then the whole question was raised, and the matter was of great importance. Some slight
alterations had been made in the Order as it came from the House of Commons. As their Lord-
ships were aware, there was a Standing Order against the payment of interest or dividend out of
capital. That Order, as it stood at present, was~ made in 1848, and had since practically governed
the action of that House with regard to Eailway Bills. At the same time, in one or two instances,
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payment of interest out of capital had been allowed. There was no doubt that at the present
moment there were a number of railway companies which desired to have that power; and those
engaged in the management of the business of the House of Commons reported in favour of the
change. Certain conditions and restrictions, however, were proposed. In the first place, the
interest to be allowed was not to be more than 4 per cent. There were several instances in which
interest had, properly or improperly, been paid at a higher rate than was allowed by this Order.
The next portion of the Order was that interest be not allowed to begin until the railway company
had obtained a certificate of theBoard of Trade to the effect that two-thirds at least of the share
capital authorizedby theBill, in respect whereof interest might bo paid, had been actually issued
and accepted. Another regulation was that interest be allowed to bo paid only until the expiration
of the time allowed by the Bill for the completion of the railway, or until the half-yearly dividend
day next after the opening of therailway for public traffic, whichever should first happen, or for
such less period as the Committeethought fit. That was also a very important condition, intended
to secure that the scheme was bond fide. It was also provided that interest should not accrue in
favour of any shareholder for any time during which his calls were in arrear. That was also a very
proper arrangement. The next regulation was that the aggregateamount to be so paid for interest.be estimated and stated in the Bill, and that a specific amount of the capital be appropriated by the
Bill for that purpose, and that no capital in excess of that amountbe so applied, and that such
appropriatedcapital be not deemedcapital within Standing Order 112. It was also provided that
if any part of thecapital specificallyappropriated for thepayment of interest should not be required
and applied for that purpose, the same might be applied for the generalpurposes of the company;
that notice of the company having power so to pay interest be given in every prospectus, advertise-
ment, or other document of the company, and of any promoter, director, or agent of the company,
inviting subscriptions for shares, and in every certificate of shares ; and that every such prospectus,
advertisement, or other document should distinguish and state in clear terms the amount of capital
specifically appropriated for thepayment of interest; that the half-yearlyaccounts of the company
should show the amount on which, and the rate at which, interest had been paid ; and the company
be authorized by the Bill to pay interest accordingly, but not further or otherwise. He was
extremely anxious that theirLordships should give a fair and impartial consideration to these pro-
posals, and either assent to them or reject them. It was the decision of the House of Commons
which induced him to bring the matter forward; and, as he had already stated, if it had not been
so decided by the House of Commons, he would not have troubled theirLordships with the subject
at that period of the session. It was a grave question for the consideration of their Lordships'
House whether they adopted the proposals or not. He hoped noble Lords wouldconsiderwhat was
urged on both sides, and would decide according to what they thought just and best. The amend-
ment of his noble friend (Lord Auckland) was to the effect that it was not desirable to alter Standing
Order 128, or to substitute for it a new StandingOrder, until a Bill had been passed to amend "The
Companies Clauses Consolidation Act, 1845," and " The Companies Clauses Consolidation (Scotland)
Act, 1845," so far as theseActs related to the payment of interest out of capital by railway or other
companies. It was altogether a matter for their Lordships to consider; and what he desired was
to have their Lordships' opinion upon this Order, which had passed the Houseof Commons in a very
well-attended House.

Lord Auckland observed that the Standing Order had been in existencefor the last thirty years,
and had worked well in checking the reckless railwayspeculation which had formerly done so much
harm. He held that a sweeping changelike that which was now proposed ought not to be made by
a mere resolution; and he therefore moved, as an amendment, That it is not desirable to alter
Standing Order 128, or to substitute for Standing Order 128 a new Standing Order, until a Bill has
been passed to amend "The Companies Clauses Consolidation Act, 1845," and "The Companies
Clauses Consolidation (Scotland) Act, 1845," so far as these Acts relate to the payment of interest
out of capital by railway or other companies.

Earl Caibns said that the question was of the utmost importance to all who were concerned in
railway enterprise, and he regretted that it had come before the notice of the House in its present
form. It wasfelt last year that this Standing Order would have to be reconsidered, and in March,
fifteen months ago, a Select Committee of the other House was appointed to take evidence on the
subject. That Committeereported in favour of the general principle on which Parliament had
hitherto acted, but held that exceptions might very well be made in particular cases, and that the
alteration, if made at all, should be made by an Act of Parliament, and not by a new Standing
Order. As far as the other House was concerned, there appeared to be a disposition to alter the
law, and several new undertakings were launched during the recess on the faith of the proposed
alteration. This year the judgmentof both Houses ought to have been taken as soon as possible,
and a good way of doing that wouldhave been to appoint a Joint Committee; but nothing whatever
was done till the other day, when this important question was disposed of as private business at a
Wednesday sitting. It was much to beregretted that the subject had now to be considered at a
comparatively late period of the session. With regard to the main question, he might observe that
there was much to be said on both sides. The practice of allowing interest to be paid out of
capital during construction was, no doubt,very apt to mislead theunwary, whobought shares without
looking much below the surface of theinvestment; but, on the other hand, the position of all the
great railway companies had to bo taken into account. They had the power of issuing capital at a
discount ; and if £100 stock wereissued, say, at £80, it was much the same thing as issuing the
stock at par on the understanding that interest should be paid out of capital for five years at 4 per
cent., seeing that in either case the proprietor would have paid no more than £80. If new com-
panies could neither issue shares at a discount nor pay interest out of capital, they could not be
placed on the samefooting as the old companies: It had sometimes been said that if railway com-
panies were allowed to pay interest out of capital the same permission must be extended to other

B—B. 12.
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companies also. It seemed to him, however, that there was no very complete analogy between
trading companies and companies formed for the purpose of constructing works. In the former
case, the law simply ordered the companies not to diminishtheircapitalby the payment of interest;
but in the latter case this principle did not apply in the slightest degree, for Parliament could
ascertain the amount wanted for a given undertaking, and could specify the sum, if any, to be
allowed for the payment of interest during construction. He mentioned these considerations to
show thatthe question was not as simple as it had sometimesbeen assumed to be. He hoped that
the House would not at the present moment do anything which might finally determine the
question. It should be dealt with deliberately at the beginning of the session, either by a Joint
Committee, as he had suggested, or by the introduction of a Bill. The course taken by the other
House, however, if their Lordships simply refused to assent to it, would greatly tend to injure
undertakings launched in view of the alterationof the Order; and he should accordingly suggest
that with regard to the Bills of the present session the alteration might be made on clear proof that
the proposed lines weredesirable, and could not otherwise be constructed. If the House took that
view of the matter he would propose to insert into the resolution words to that effect; and by this
means all injustice would be avoided. He might mention one other point. Of late years several
Acts had been passed authorizing trust funds to be invested in railway stock, and such provisions
werevery common in trust deeds and wills, but with the qualification that the investment should
be in the debenture stock of companies which had paid a dividend on their ordinary stock for a
certain number of years. If the change were made that qualification would not hold good any
longer.

Lord Houghton, whowas indistinctly heard, was understood to support the proposal, but to
recommend that the House should proceed by way of a Bill next session.

The Loed Chancellob hoped that the House would deal with theproposal according to its own
deliberate opinion, and not attach too much importance to a resolution passed elsewhere by a not
considerable majority. It seemed to him that the reason givenby his noble friend for the opinion—
in which he thoroughly concurred—that the time had not yet arrived for apermanent change of the
Standing Order, went further than his noble friend had suggested. If the House did not now
come to a decision it ought to leave the question unprejudiced ; and that would hardly be doneby his
noble friend's proposal. His noble friend had not given any positive opinion on the subject, though
he had said more in favour of the change than for the retentionof the existing rule. It was a very
serious thing to change without ample deliberationa rule founded on the sound principle of letting
it be understood that, when Parliament sanctioned a certain amount of capital, it meant what it
said and not something else. If a deduction in the way of interest were permitted from £100
nominal capital the operation would be equivalent to a simple return of part of the moneyinvested.
His noble friend had stated that the same thing might be accomplished by the issue of shares at a
discount, power to do which was often granted. But the distinctionwas this: that the issue ofshares
at a discountwas after, and notbefore, the executionof the work for which the company was formed;
whereas his noble friend suggested that a similar course should bo taken at the very beginning of
the undertaking, and when shares were being floated in the market by persons who intended to have
no permanent connection with the company. It was better to call that which was discount by that
name, and not by the name of interest. Nobody would be deceived in the one case; but, in the
other case, inconsiderate persons might imagine that they were putting money into a secure invest-
ment from which they wouldget a return in the shape of interest. His noble and learned friend
had argued one side of the case rather than the other; and he had so far followed the example as
to put the arguments on the other side. If this were a matter that ought not to be determined
without inquiry by a Joint Committee of both Houses, then it ought to be remitted to such Com-
mittee without the prejudice which must necessarily arise if in the meantime theirLordships were
to say that a newprinciple was to be adopted ad interim in the case of Bills which had passed the
other House this session. On what ground could it be said that any principle of good faith
required anything of the kind ? Those who had introduced the Bills were perfectly well acquainted
with the Standing Orders of both Houses, and they had no reason to apprehend any change in
either because a Committee had recommended that the subject should be considered. He could
not help thinking, therefore, that that consideration must be dismissed. There was great force in
the view that it was not desirable to alter the Standing Orders until a Bill had been passed to
amend the Companies Acts as to the payment of interest out of capital, as they embodied the view
of Parliament in 1845. It was in the power of Parliament in any particular Act to determine that
the existing provision should not apply ; but, on the other hand, the generalrule was that the law
as laid down by the Act should be applied, and the suspension of the Standing Order was necessary
to enable a deviation to take place. If the general rule were not right the Act of 1845 ought to be
amended. He was not prepared to lay down the contrary rule, as they would do by adopting this
resolution; and he did not think any sufficient reason had been given why it should be done in
favour of any Bills now before Parliament.

The Marquis of Salisbury said that the noble and learned Lord beside him had thought that
he would follow the advice and promote the wishes of the Government. This change, he believed,
had been proposed by the President of the Board of Trade in the other House. His noble and
learned friend no doubt imagined that, in providing a middle term by which, without entirely
differing from the President of the Board of Trade, we could protect the principles of existing
legislation, he should bo complying with the wishes and following in the path prescribed by the
Government; but his noble friend omitted sufficiently to reflect on the remarkable phenomenon of
modern politics—the dual personality of Mr. Chamberlain. He did not suppose the Government
was divided—such a thing never occurred; but Mr. Chamberlain was two personalities :he was
not the same man in Birmingham that he was in"Downing Street; nor was he the same man on a
Tuesday evening that he was on a Wednesday morning. He had a double personality of time and
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of place. It was through overlooking this remarkable peculiarity in Mr. Chamberlain that his
noble and learned friend found himself in his presentposition. At the same time, the arguments of
the noble and learnedLord on the woolsack appeared to be convincing, and he thought they had
better leave the matter unprejudiced, as there seemed to be no anxiety on the other side of the
House to spare Mr. Chamberlain's feelings. Considering the enormous amountof propertyaffected,
this was one of the gravest resolutions the House could pass. It was a proposal to enable a certain
number of investors to practise upon themselves a wholly innocent self-deceit, and to take, in the
form of interest, what was really a little of their own capital returned to them. He was far from
saying theremight not be reasons of public policy in favour of the change ; but the reasons of public
policy were of two kinds, and pointed in two different directions. This was entirely a question
whether the railway which its friends called a contractor's railway, and its enemies called abogus
railway, was a kind of railway which it was desirable to multiply. There was a scarcity of invest-
ments at present, and money would be speedily found to make these railways. They might be
wanted by districts, orby persons in districts, and yet they might not pay their working expenses.
The passing of the proposed Standing Order would facilitate the making of these railways. They
would benefit the district or some of its inhabitants; but it was only fair to remember that con-
siderable injury might be inflicted upon the main railway to which the district belonged, and ablow
of that kind might result in injury to thepublic. One of these contractors'railways, which didnot
pay its expenses, must in the long run be bought up by the mainrailway of the district. This was
really like presenting the father of a family, already overburdened with spendthrift sons, with a
prodigal son for whose existence he was not responsible. It might be necessary to do it, but it
ought not to be done hastily or with a light heart. To inflict heavy burdens on main lines in this
way would probably result in increased fares and diminishedaccommodation. He was anxiousnot
to prejudice the consideration of a subject upon which sufficient argument had not been heard; and
it was not the duty of Parliament permanently to take the course proposed without giving so grave
a matter the utmost consideration in its power.

Earl Geanville said it was not quite accurate to state that this change was proposed or
supported by the Government. The proposition was made by the Chairman of Committeesin the
other House, and was supported by Mr. Chamberlain, whoexpressly stated that he did not speak
for the Government on the matter, although he quoted a great authority in favour of the change.
When the noble Marquis criticised apparent differences of opinion it must be remembered that this
was not the first time this session that such difference had been exhibited by the speeches of the
noble Marquis and those of the noble and learned Lord by his side. They had nothing to do with
any question as between old and new railways. A good many years ago, Parliament came to the
conclusion that it was unsound in principle to sanction a nominal payment of interest which was
only areturn of a portion of the capital. The matter certainly ought to be carefully considered;
and he could not see why the necessaryconsideration should not be obtained by the simple adoption
of the amendment of the noble Lord behind him. He could not conceive any question which could
possibly bear less of a party character than this, and individually he should vote for the noble
Lord's amendment.

Earl Caiens was under the impression that this was a proposal which was supported by the
Government, and that the Government came there in order to maintain, as they had maintained in
the other House, the alterationof the Standing Order.

Earl Geanville said he did not state that it was not supported by the Government as a
Government.

Earl Caiens remarked that Mr. Chamberlain was President of the Board of Trade, and in that
capacity he was at the head of the Eailway Department in this country. Did the noble Earl mean
to say that it was competent for the President of the Eailway Department to support a proposition
in the House of Commons, and that he did not commit his colleagues by doing so? He was
entitledto view this as a proposition of the Government, and he had ventured to suggest an amend-
ment which would remove some of the objections to the proposal.

The Earl of Kimbeeley said this was not aproposition of the Government. It had neverbeen
the custom of the Government, as a Government, to take up questions relating to the Standing
Orders. Such questions were left to the discretion of each House of Parliament.

The Earl of Eedesdale's motion was then negatived.
The Marquis of Salisbuey suggested that, as the noble Lord had now attained his mainobject,

it would be expedient for him to withdraw his amendment.
After some conversation, Lord Auckland's amendmentwas withdrawn.

Enclosure 7 in No. 3.
[Extract from the Times, 2nd May, 1885.]

Debate in House op Commons.—Eegent's Canal Bill.
Me. Dodds moved the secondreading of the Eegent's Canal, City, and Docks Eailway Bill.

Sir J. Pease moved, That it is not expedient to pass any Eailway Bill which involves the
payment of interest out of capital during the construction of works pending the introduction of a
public measure on this subject, as recommended by a Committee of this House in 1882, especially
where such aBill practically makes the alteration of the Standing Orders of this House retrospec-
tive in their action. He said -he had taken up this question entirely as a matter of public duty.
He was in no way influenced by what might be the opinion of the railway associations in the
matter, nor had he anything to do with the shareholders. The position he took up was simply one
of principle, and had nothing whatever to do with the railway contentions of the district. Ho ap-
pealed to the House simply on theprinciple that it was wrong to pay interest out of capital during
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the construction of the works. This line was about eighteen and ahalf miles long, and he understood
that the share capital to be raised was £6,600,000. The Bill provided for the raising of an addi-
tional sum with the consent of Parliament—£66o,ooo—which is to pay interest out of capital during
the construction of the works. The total amount of capital involved which would be handed over
to the care of thedirectors would be about £11,150,000. Immediately to the north of the proposed
line was the North London Eailway. Over this line theNorth-Western Company exercisedrunning-
powers. At the south-western end of the line was the Metropolitan main line, overwhich the
Great Western line ran, and which was parallel with the Eegent's Canal line. The new railway
would have to compete for traffic with those lines, and, after entering into competition with them,
did the House think it likely, looking at past experience and at the large outlay upon the metro-
politan railways, that the proposed railway would be able to pay 4 per cent, on the shares? The
sole object of the Billwas to create £660,000, to be drawn from the shareholders subscribing the
money, and then it was to be returned to them during the time the works were in progress ; and
this was called interest on capital. He could not conceive any advantage whatever accruing to any
class of shareholders from such aprocess. There might be some advantageto the directors; but, as
far as he could see, it was absolutely without any advantage to the most deluded innocent who
imagined he was going to get his money back out of capital. There seemed to be but very few
shareholders in connection with this undertaking, and it seemed to him that the real object of
bringing the Billbefore the House was in order to obtain shareholders. In 1883the Housedeclined
to pass aBill brought in on behalf of the Hull and Barnsley Eailway. There werespecial reasons
for passing this Bill, but the House declined to pass it, because it thought that the principle was a
bad one ; and he was of opinion that the circumstances of that railway had justified the decision
which the House came to at the time. Looking at this question as one of principle, he found that
all our great financiers had objected to the principle of paying interest out of capital. Hume,
Eicardo, Sir Charles Wood, Sir James Graham, and Sir Eobert Peel were all against theprinciple.
The Marquis of Salisbury, a man of a singularly astute mind, and well acquainted with railway
matters, had described it as a "proposal for enabling a number of innocent investors to practise
upon themselves a not wholly innocent deceit." Lord Granville and Lord Kimberley were also of
opinion that thepayment of interest out of capital was an unsound principle. The laws dealing
with this matter ought to be maintained as they were, and to repeal them, unless in very special
circumstances, was to give countenance to a plan dangerous for the credit of the commercial com-
munity. Whenever this plan was resorted to, the House might be certain of two things—the rich
and the knowing investor did not take tip those securities, while the poor and the ignorant did
take them up. He maintained that this Bill was not in accordance with the Standing Orders at
present existing before the House, and he hoped the House would affirm, as in 1883, that this prin-
ciple was commercially unsound.

Sir G. Goldney said he could not support the proposition of the honourable member. He
considered it to bo a monstrous thing that people should not be allowed to take care of their own
money, and should not be allowed to invest it in those concerns which they thought desirable.
That line, he understood, was designedfor the purpose of facilitatingthe conveyance of the working-
classes who w.ere employed in the metropolis to and from their homes at a cheap rate—an object of
great importance in connectionwith the problem of how to house the labouringpopulation properly ;
and the only argument against the line was that there were certain otherrailways with which it
would run in competition. He trusted that Parliament would not consent to stifle a Bill which he
held ought to be inquired into through the ordinary tribunal established by the House.

Colonel Smith urged that theBill should be allowed to go before a Select Committee, instead
of being disposed of on the second reading.

Sir J. Ellis opposed the motion of the honourable member for South Durham, contending
that most undertakings in this country paid interest during the execution of their works. If the
Board of Works, in making a new street, were not to pay interest until the new street was open,
they would have either to pay a higher interest on their bonds or to issue their bonds at a much
lower rate. * Moreover, with the provisions that were contained in the amended Standing Order
No. 167, there was no reason whatever why that or any other railway should not be allowed to
pay a reasonable rate of interest while it was being constructed; and it would be a great injustice
if the line were notpermitted to be made.

Mr. Chambeblain rather regretted that his honourable friend had thought it necessary to
move that amendment. The course proposed by his honourable friend was inconvenient, and
would be attended with considerable disadvantage. They were not now dealing with one of those
bogus companies about which his honourable friend was so anxious. That was a very large and
important concern, involving a capital of something like £10,000,000, and it was intended to
connect the whole of the docks at the east end of London with the Great Northern, the Midland,
and the North-Western Eailway; and therefore that was an enterprise of first-rate importance in
regard to the convenience of trade. If, moreover, that capital was raised, a very large amount of
employment would be given to the working-classes of London ; and justnow, when there existed a
depression of trade, it would be a serious thing to throw any obstacle in the way of such employ-
ment being afforded. Why did his honourable friend propose to take the unusual course of refusing
to allow a Select Committee to consider theprovisions of thatBill ? It was, as he said, because
the company proposed to pay interest on capital. The honourable member, then, was proposing
by a side-wind to reverse the solemn decision of the House; because the whole question of whether
such companies should be allowed to pay interest out of capital was decided in June, 1883, by the
House, when it passed the amended Standing Order permitting that practice. It was true that
about a fortnight later the Hull and Barnsley EailwayBill was thrown out on the second reading;
but thatwas because it proposed a larger rate of interest than was sanctioned, and did not conform
to the Standing Orders. But that did notprevent the construction of the Hull and Barnsley Bail-
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way, because the company obtained powers in the subsequent year that enabled it to evade the
decision of the House by raising debenture and mortgage stock to attain practically the same result
as paying interest out of capital. Why, as a matter of principle, should that privilege be denied
to railway companies ? It was not denied to numerous other undertakings. It obtained in other
countries. The Indianrailway companieshad a guaranteefrom the Government for the payment
of interest during construction. His honourable friend, speaking as one who represented the
great established lines, was very hard on the new undertakings, which required aprovision of that
kind to induce theirstock to be taken up. In some way or other a manwho had not got a large sum
of money at his bankers upon interest, but had to be enabled to live, rrrast provide something like
an annual income ; and by an investment of that sort it was very convenient for him that payment
of interest should go on during the construction of the line. His honourable friend said he was
not now acting in the interest of the widows and orphans, but in that of high financial morality.
But there was another explanation of the opposition offered by some of the other opponents of the
Bill. Now, he himself happened to be a shareholder of the South-Eastern Eailway Company;
and in his capacity as a shareholder he had received one circular signed by the secretary of the
South-Eastern Company, and in his capacity as a member of Parliament he had received another
circular, both of those documents containing statements to the effect that, if the precedent set by
this Bill were followed by others of a similar character, the result would be loss andruin to a vast
number of shareholders, without any compensating advantages to travellers or traders,' and that
therefore he would materially help the directors of the South-Eastern Eailway Company, who were
assisting to oppose that Bill, if he wouldkindly write at once to his representatives in Parliament
requesting them to oppose theBill on the second reading. He thought that circular threw a great
light upon this opposition. The interest of these great lines was opposed to competition. Were
the interests of the country opposed to competition ? There had been a great agitation lately in
favour of a reduction of railway fares ; and the only chance of obtaining that reduction was in the
existence of competition, actual orpotential. Everything, therefore, that tended to check compe-
tition helped the companies in resisting any attempt on the part of thepublic to gain a reduction.
He was more anxious to protect thepublic than thefoolish investor ; and he thought that the House
would do wisely in passing aBill of thiskind, the proposal of which was a bond fide one, and one
which involved a large addition to our means of communication.

Sir E. Ckoss said that the strong arri unanimous representation of the Joint Committee of the
Lords and Commons ought to have been followed in this case. That Committee, of which he had
had the honour to be a member, had recommended that canals should notbe allowedto fall into the
hands of railway companies. That recommendation, ho was sorry to say, had very seldom been
acted upon when private Bills had come before the House. This clause having, reference to
payment of interest out of capital had been in the originalBill, and had been thrown out before the
House of Commons. The railway company had tried to get the benefit of the clause, and the
House had not allowed them. When asked upon this question before the House of Lords, the
Chairman had said that he had no fear about being able to raise money, whether the Standing
Order was binding or not. What had been the result? The company had been unable for
the last three years to persuade people that this was a good undertaking, and now they wished to
be allowed to pay interest out of capital during construction in order to attract investors. He had
been glad to hear the honourable baronet take such strong grounds. If they held out inducements
to people that they would got 4 per cent., there was a large number of people who didnot under-
stand the matter and were misled by the prospectus sent to them. He had been trustee for a great
number of poor ladies,and hereceived many prospectuses of thiskind, promisingpayment at the rate
of 4or 5 per cent, out of capitalduring construction. Those who wore induced to invest in these
undertakings, when they expected their incomes to be increased, found they were suddenly
diminished, and thatwhat they hadreceived in one pocket had been taken out of another. As a
matter of honesty they were bound to protect this class of people, who were so easily induced to
invest their money in these undertakings.

Mr. Eitchie thought that the question whether railway companies should or should not be
allowed to take over canals was not the question now before them. He thought that the right
honourable gentlemanwho had just spoken must have a poor idea of investors who wereinducedby
the promise of 4 per cent, during construction to consideran investment a good one which they had
previously thought bad. This was aBill in which great interest was felt in the east end of London—
upon two grounds. In the first place, it would connect the docks of theEast-end with the great
railways, and so prove beneficial to the interestsof the east end of London. The secondquestion was
one of even greater importance. It had been pointedout to deputations of unemployed during the
present distress that the Government could take no steps themselves to give work, but that there
wereschemes which, if carried out, would lead to work. Here was an undertaking which the
House of Commons had declared to be sound, and it was now opposed because it was proposed to
pay a small percentage during construction. That had nothing to do with the question whether an
undertaking was good or bad—it simply meant that many could not afford to subscribe to an under-
taking unless they received some interest in themeantime before the scheme was in operation. This
Bill would give legitimate employment to large numbers of the working-classes, and he hoped that
the House would pass it.

Sir A. Otway said that he did not propose to enter into the merits of the Bill, or to discuss the
question of the financial morality of paying interest out of capital during construction. This
question wasinvestigated by a Committee, and, after deliberation, the existing Standing Orders were
sanctioned. The honourable member for South Durham forgot the protection afforded to thepublic
by those Standing Orders. The Select Committee before whom this Billwould come could refuse
its sanction if it thought fit to the payment of interest out of capital. Moreover, a report of the
Board of Trade on the case was required, and it was almost impossible for any deception to be
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practised. As these Standing Orders have been sanctioned by the House after deliberation and
inquiry by a Committee, he thought the House would act unwisely if it were now to reverse its
previous decision, and prevent effect being given to the Standing Orders.

Mr. Hicks commentedupon the antecedents of the Regent's Canal, City, and Docks Railway
Company, and remarked that in 1882 a Select Committee refused to sanction the payment by it of
interest out of capital. The company had since come in another guise, and, being still unable to
raise the necessary capital, sought again the exceptionalprivilege of paying interest out of capital.
Referring to the remark of the honourable memberfor the Tower Hamlets that the railway would
give work in the east end of London, the honourable member affirmed thata tax on foreign sugar
would be of more benefit to the Bast end, by enabling our sugar industries to compete with the
bounty-supported foreign manufacturers.

Mr. Giles supported the Bill, and observed that if the motion were carried it would be
a serious blow to the progressof all public companies.

The House divided, when there were—For the second reading, 187 ; against, 117 : majority, 70.

Enclosure 8 in No. 3.
[Extract from tho Times, Wednesday, Bth July, 1885.]

Debate in the House of Loeds, Tuesday, 7th July.—Eegent's Canal, City, and Docks
Eailway Bill.

On the order for the secondreading of this Bill,
The Earl of Bavenswokth rose to move that in respect of this Bill the Standing Order No.

128 be suspended. At the outset he desired to state clearly that he did not intend to call in ques-
tion the value of that Standing Order. He believed, indeed, that it contained a most salutary
principle, and that it was a considerable check on reckless railway speculation. He wished, how-
ever, in passing to observe that.it was not quite equal in its operation as between the old companies
and the new companies that desired to raise funds. He urged that the present scheme was an
exceptional one, on account of the vast interests, national, commercial, social, and financial, which
it involved. The total sharecapital under thoborrowing powers was, in round numbers, £10,500,000.
As a great national and commercial undertaking the railway would be of vast importance ; and it
was also a very large scheme of metropolitan improvement. On these two grounds ho thought it
was justifiable to ask their Lordships to take an exceptional view in regard to the Standing Order
No. 128. This Bill was introduced in the House of Commons, andon the sth of May, in spite of a
strenuous opposition, the secondreading was carried by 187 votes against 117. It then received a
searching investigation at the hands of a Select Committee, which reported unanimously in favour
of it. He now wished to describe the unsatisfactory position arising from a discrepancy in the pro-
cedure of the two Houses in the matter of the prohibition of thepayment of interest out of capital.
At the instance of tho Chairman of Committees, the other House amended its Standing Order
relating to this question by adding these words : " And except such interest, if any, as the Commit-
tee on the Billmay, accordingto the circumstances of the case, think fit to allow." So important
was this alteration that the noble Lord at the tablefelt it his duty to call the attention of that
House to it. A debate ensued, and the noble Earl ended by moving to alter the Standing Order of
theirLordships' House. That motion was negatived; and an amendment moved by a noble Lord
opposite, to the effect thatit was inexpedient to modify the Standing Order, was withdrawn. The
result was that the question remained in statu quo, and he thought that was rather an inconvenient
position for so important a question to remain in. He would now state why he thought this great
national scheme was entitled to be dealtwith exceptionally. The proposed line would follow almost
exactly the present course of the Eegent's Canal, with one or two divergencies at this end, near
London. It would be, in fact, a continuation of the Great Western Eailway as far as the Victoria
and Albert Docks, and the Midland, the Great Northern, and the London and North-Western Bail-
ways would also obtain direct access to those docks. Those docks contained an area of 192 acres,
ami had forty miles of railway-siding and tramway-lines, while they afforded accommodation in
1881 for 6,367 ships, having a total tonnage of 2,569,000 tons. This accommodation was increasing
and improving every day. One very important advantage that wouldresult from this schemewould
be that the Welsh smokeless steam coalwould be brought to the steamers without transhipment,
whereby great loss would be prevented, and theefficiency of the Eoyal Navy would be largely in-
creased. The scheme would also involve a cheaprailway servicefor the working-men, who would
be conveyed at the rate of one farthing per mile to and from the north of London, where there were
many admirable sites for the erection of workmen's dwellings. The line, in consequence of its
proximity to the canal, could be constructed at a cheap rate, and it would interfere in a very slight
degree with house property, streets, or roadways, or with the mysterious underground system of
gas-mains, sewers, and water-pipes. The strongest argument in favour of theBill was that there
was practically no opposition to it, petitions having been signed in its favour by representatives of a
population of 1,092,148. He had taken up this as a national question ; and he appealed to their
Lordships not to allow artificial barriers to stand in the way of carrying on such a scheme as this.
It might be asked, why could not the promoters find the money? The answer simply was, because
they couldnot. He had no hesitation in asking the House to assent to his motion.

Lord Beaboubne said what their Lordships wore asked to do was to depart from a Standing
Order framed long since and supported by a large number of Parliamentary authorities, and which
had for its object that commercialenterprises of thiskind should be conducted on sound financial
principles. He held that tho proper course was that the House should be asked to assent to only
what was wanted ; but they were invited to make an exception. Ho entirely objected, and hoped
that no temptation would be held out to investors. He was not going to say a word against the,
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importance of the undertaking—what he suggested was that the House should not alter a Standing
Order simply to meet an exceptional case of this kind.

The Earl of Selboene thought that the Standing Order was based on a sound principle, and
should not be departed from. The noble Earl had rested his case upon some special and peculiar
difficulties which had arisen in this undertaking, and upon somepublic advantage which was to be
gained by relieving it from those difficulties. The argument was that this was an undertaking of
national importance, and had only to be considered for people to see how valuable it was, and that
at the present timepeople didnot like to lock up their capital for four or five years without receiving
interest for it. But those werereasons for the universal abrogation of the Standing Order, and not
merely in this particular case. It might be inconvenient that there should be one rule in that
House and another in the other House of Parliament; but what was now proposed was not the
way to remedy the matter. Let one House alter its rules; or, by a conference between the Houses
or by general legislation, some approach might be made towards that uniformity of procedure which
might be wished for. He objected to the present proposal as a mere delusion.

The Duke of Eiohmond and Goedon observed that in the other House of Parliament the Bill
had been brought in with a provision that interest should be paid out of capital; and after some
discussion the question had been referred to a Select Committee. That Committee hadreported
that the provision which existed was financially sound in principle, and acted as a protection to the
public, but that there were special cases in which payment out of interest ought to be allowed.
They accordingly recommended that, subject to certain limits of time and rate of interest, the Bill
should be passed to carry out their recommendations. This, however, had not commended itself to
the Government or the other House of Parliament, and the matter remained subject to the Standing
Order. On the second reading of the Bill in the other House the then President of the Board of
Trade had supported the Bill, and its second reading had been carried by a majority of 187 to 117.
One of the special objects contemplated by those who had supported this Bill was that in the pre-
sent condition of the poorer classes of the metropolis it would find employment for a considerable
time for a great portion of those who were now in a very depressed condition from want of labour.
He had looked into all the matters relating to this proposal of the noble Earl, and had come to the
conclusion that the views taken by his predecessor on the subject were correct, and that theirLord-
ships ought to give this measure a secondreading.

Lord Balfoub of Bueleigh thought that no special circumstances had been shown in this case
which justified the suspension of this salutary Standing Order. A large amount of extraneous
matter had been introduced into the discussion, but nothing had been said in connection with this
Bill which ought to lead their Lordships to suspend the Standing Order. During the three years
since this Bill had been passed no attempt had been made to raise the capital in the ordinary way,
and he thought that it was an extraordinary thing that they should be asked to give the promoters
of this undertaking such unusual assistance as was now suggested. Ho had no wish that their
Standing Orders should be quoted throughout the country as interfering with the possibility of
relieving distress, but he could see no cause that had as yet been shown strong enough to justifythe
suspension of the Standing Order, and he would feel bound to vote against the proposal.

The Marquis of Salisbury said that this was no party question, but it was one upon which he
was unable to take the same view as the noble and learnedLord opposite. Ho confessed that he
viewed with some alarm the tendency to make their Standing Orders laws of the Medes and Per-
sians, which never must be touched, no matter how much industry might be arrested or how much
misery might bo caused. This matter had been carefully consideredin the other House of Parlia-
ment, and, although he was not disposed to exalt the authority of the other House above that of
theirLordships' House, he thought that no one would deny that it was in that House that they
wouldfind menwho were most conversant with trade, commerce, and financial matters; andif they,
after a considerable controversy upon the matter, had, by a large majority, come to the conclusion
that that system should no longer be allowed to stand in the way of the industry of this country,
were theynot in their Lordships' House taking a rather largeresponsibility upon themselves in say-
ing from their own knowledge that this particular rule was an absolute necessity in order to protect
legitimate industry ? There was no doubt that this rule discouraged the employment of capital, and
that but for its existence work would go on which it now stopped. The Standing Ordermust justify
itself. It was supposed to protect foolish investors, and to prevent persons from investing in any
enterprise which would not yield them a good interest on their money. If he were asked which of
two things he would choose—whether he would protect investors from the result of their own in-
caution, and set up an obstacle to the expenditure of capital, in order that men might be able to
invest their money without inquiring into the real character of the enterprise in which they placed
it, or whether, on the other hand, he would incur the inconvenienceof stopping the expenditure of
money in support of labour at a time of extreme and almost unprecedented calamity and distress—■he confessed that he would feel that the consciousness that he was sustaining a Standing Order of
their Lordships' House would be no satisfaction to him when he reflected that by doing so he was
preventing many an honest man from getting his living. He would go a step further. He did not
believe in the system of protecting thefoolish investor at all. In his opinion, all of their Standing-
Order legislation erred grievously in that direction. It was the business of investors to protect
themselves, and to examine for themselves the soundness of the enterprises in which they em-
barked. If they failed to do so they were generally in a condition of life in which they might fairly
be expected to take the consequences. It was wholly unreasonable to provide securities for
investors at the cost of stopping the flow of that capital by which alone the life and prosperity of
industry could be maintained. It was a general error in the Standing Orders of both Houses of
Parliament, that they had bound industry up to£> tight in order that improvident and careless
investors shouldbe protected. It might be said that, whatever the generalrule might be, it ought
not to be relaxed in any case when the rule itself had not yet been taken up for the purpose of
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alteration. Ho believed that the generalrule ought to be altered, but why should they wait until
the formality and technicality of alteration were observed? A groat obstacle was opposed by the
rule to the action of enterprise and industry, and he believed they would do wisely in dispensing
with it unless they thought it should be maintained, and that it ought to be maintained against the
decision of the House of Commons, in which all the special knowledge on this subject existed.
Unless their Lordships were of opinion that the rule should bo permanently upheld, ho thought
they would do wisely by dispensing with a mere technicality for the purpose of benefiting industry
and relieving the depression which existed in a particular place. Tho rule was not only bad in
itself, but it dealt very hardly with this particular case. For two or three years past ho had been
informed that thecapital for this enterprise could not bo raised on any other terms. It seemed
ridiculous that people would not subscribe except on tho terms of a certain amount of their capital
being givenback to thorn in the nameof interest in tho first two or three years of tho enterprise,
during which nothing could be earned ; but, as amatter of fact, in times of depression, when capital
was not superabundant, they could not raise money for any great and perfectly sound enterprise
exceptby giving this inducement to investors. No one who was conversant with business in the
City of London would deny that at the present time the fact was as he had stated, and he thought
their Lordships would be inflicting great harm upon a number of innocent people if they refused
this motion.

The Earl of Wemyss observed that he had every desire to forward the interests of working-
people in accordance with tho principles of sound commerce, and in a sound and healthy way.
Certain rules had been laid downby the House to prevent bogus companies springing intoexistence,
and the noble Lord who had brought forward this motion had admitted that they worked in a
salutary manner in acting as a check uponreckless speculation. The noble Marquis who had just
spoken disapproved the rule; but if it were wrong the rule should be suspended completely and as a
whole. But he saw no reason why the rule should be suspended in one case only, for thepurpose,
as it was said, of meeting temporary distress.

After a few words from Lord Aeundell of Waedoub,
Lord Beamwell said he wished to explain why he was going tovote against this motion. The

noble Earl who made the motion was in favour of tho Standing Order, while the noble Marquis
opposed it altogether. There was a good deal to be said in favour of tho Standing Order. One of
its objects, he took it, was to prevent the statement of what was not in reality the actual fact.
When people applied for an Act of Parliament, and issued a prospectus declaring that they would
pay interest at 5 per cent., it was doubtless very attractive, and induced thepublic to think that the
investment was a good one.

The Earl of Bavenswokth pointed out that the rate of interest in that case was confined to 4
per cent.

Lord Beamwell said that certainly 4 per cent, was not so tempting as 5 per cent., but he
thought that if tho actual truth were told to the shareholders in the prospectus—that they were to
be paid interest out of their own capital—theywould not be attracted in the same way. The Stand-
ing Order, he believed, tended to prevent the passing of Eailway Acts which were notreally wanted,
but which were only contractors' Acts. Ho thought it was a good thing that it should have that
operation, because, when a needless railway was made, so much of the national weath was wasted.
If they put two railways side by side, and the two carried no more than ono of them did before, the
money spent on the secondrailway might almost as well havebeen thrown into the sea. It might
be said that that was not a matter for the nation, but that it only concerned the shareholders. But
surely the wealth of tho community was made up of the wealth of individuals. He did not believe
that the Standing Order had everprevented a line from being constructed that was really wanted.
It was alleged thatmoney could not be got for those enterprises, and it was suggested that there
was a lack of capital. That must be a mistake, because he read in the newspapers that bills were
discounted at J to -J- per cent., and the bank rate of interest was about 2 per cent, per annum.
Capital wasreally seeking employment in every way; and why should it not bo invested in that
company, unless it was that the capitalists felt there was no probability of its being a paying con-
cern ? It was said that at present there was a great want of employment among the working-
classes. He was afraid that that was so; but let them see what the argument came to. If the
Standing Order was abad one, let them get rid of it. If it was a good one, he trusted that their
Lordships would adhere to it.

The Earl of Eedesdalepointed out that the vote which their Lordships were now called upon
to give was not one on the secondreading of theBill, but whether they would maintain the Stand-
ing Order or not.

The Earl of Kimbeeley observed that in the year 1883 the noble Marquis did not take the
same view of that matter as he had done that evening. In 1883 aproposal was made to the House
that they should adopt the samecourse as had been adopted in the other House; and then the noble
Marquis did not show so much respect to the authority of the late President of theBoard of Trade,
but spoke rather hardly of his views. He said that the matterrequired the gravest consideration,
and he thought it was not desirable to alter the Standing Order.

The Marquis of Salisbuey explained.
The Earl of Kimbeeley.—Nobody would have supposed, then, that the noble Marquis regarded

the getting-rid of that prohibition as one of high policy; and the noble Marquis then spoke of
" bogus " railways, and of the injury to the main lines by bringing into existence contractors' lines,
which would not otherwise be made ; and he brought forward many arguments in favour of the
Standing Order. That was not a question of the ordinary general law, but of granting special
privileges to companies to take land for enterprises of thatkind; and Parliament was not precluded
from looking into the question whether lines were promoted by real investorsor wereonly " bogus "
lines. The question now before their Lordships was, whether they were to put aside the Standing
Order in that particular case. The arguments of the noble Marquis were no doubt worthy of con-
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sideration; but nothing could be worse than for their Lordships' House to have a Standing Order
which was supposed to be for the protection of the public generally, and then, because a little
popularity might be obtained thereby, to set it aside in particular cases.

The Earl of Milltown remarked that the Committee to which the Bill would be sent would
investigate the question whether the scheme was a sound one or a "bogus" one. If they should
be satisfied that it was a good scheme, and their Lordships should then pass it, he believed that an
immense benefit would be conferred on the toiling masses who wereseeking employment.

The Lokd Chancellor then put the question, and declared that the " Not-contents" had it.
The Earl of Bavenswoeth didnot audibly challenge this ruling at the moment, but wished to

do so afterwards, and, Lord Beabouene being understood to demurto this,
The Earl of Selboene said that, although the words challenging the noble and learnedLord's

ruling were not spoken at the proper time by the noble Earl opposite, yet he had never found the
House disposed to exercise too much strictness in such circumstances, and he thought the question
might be again put.

The Loed Chancellob then put the question accordingly, and his decision that the " Not-
contents " had it was duly challenged.

The House divided, and the numbers were—For the motion, 46 ; against, 37 : majority, 9.

Enclosure 9 in No. 3.
Payment of Inteeest out of Capital.

Copy of Clause 12 of " The Regent's Canal, City, and Docks Railway Act, 1885."
12. Notwithstanding anything contained in "The Companies Clauses Consolidation Act; 1845,'
the company may, out of the moneys by this Act authorized to be raised as part of the capital of
any separate undertaking of the company, pay interest, at such rate, not exceeding four pounds per
centum per annum, as the directors may determine, to the shareholders in such separate under-
taking on the amount from time to time paid up on the shares allotted to or held by them
respectively, from the respective times of such payments until theexpiration of the time by the Act
of 1882 limited for the completion of the works by that Act authorized and constituting such
separate undertaking, or such less period as the directors may determine, subject to the following
conditions (that is to say): (a.) The aggregateamount to be so paid in interest shall not exceed, as
regards the City lines undertaking, two hundred and fifty thousand pounds, and, as regards the
remainder of their undertaking (except the canal undertaking), four hundred and ten thousand
pounds ; and the last-mentioned sum shall be apportioned by the directors amongst the separate
undertakings (if any) of the company, other than the City lines undertaking and the canal under-
taking, in such proportions as shall be fair and equitable, having regard to the respective amounts
of the separate capitals of such undertakings, and the timerequired for the completion of the works
constituting each such separate undertaking, (b.) Any such interest due to any shareholder shall not
be payable until the company have obtained a certificate of the Board of Trade to the effect that
two-thirds of the share capital of the separate undertaking in respect of which such interest is to be
paid have been issued and accepted and are heldby the shareholders who, or whose executors, ad-
ministrators, successors, or assigns, are legally liable for the same, (c.) No such interest shall
accrue in favour of any shareholder for any time during which any call on any of his shares is in
arrear. (d.) Every prospectus, advertisement, or other document of the company inviting sub-
scriptions for shares in the separate undertaking in respect of which such interest is to be paid,
and everycertificateof shares in such separate undertaking, shall contain a notice that thecompany
has power so to pay interest or dividend, (c.) The half-yearlyaccounts of the company shall show
the amount of each separate capital on which, and the rate at which, such interest or dividend has
been paid; and the company shall not, except as aforesaid, out of any moneyby this Act authorized
to be raised, pay interest or dividend to anyshareholder on the amount of the calls made in respect
of the shares held by him. But nothing in this Act shall prevent the company from paying to any
shareholder such interest on moneyadvanced by him beyond the amount of the calls actually made
as is in conformity with "The Companies Clauses Consolidation Act, 1845."

Enclosure 10 in No. 3.
Peoposed Amendment op Standing Oedee Peohibiting the Payment of Inteeest out of

Capital in the Case op Eailway Companies.
Copies of Letters to the Board of Trade Department.

Sir,- - 147, Leadenhall Street, London, E.C., 20th February, 1882.
I venture respectfully to call your attention to the fact that there are nine Eailway Bills

introduced into Parliament this session, whereby, in addition to the usual borrowing powers,
exceeding six millions sterling, it is proposed to raise the ordinary share capital of those under-
takings, amounting to more than twenty millions of money, by paying interest upon calls out
of capital.

The Bills to which I allude are : (1.) Eegent's Canal, City, and Docks Eailway, 8,100,000
shares; loan, £2,390,000; length, 18-46 miles. (2.) Hull, Barnsley, &c. (extensions), 2,400,000
shares ; loan, £800,000 ; length, 31-12 miles. (3.) Hull, Barnsley, &c. (interest),3,000,000 shares ;
loan, £1,000,000. (4.) Bast and West Yorkshire Union, 510,000 shares; loan, £170,000; length, 24-44
miles. (5.) Central Northumberland Eailway, 930,000 shares; loan, £310,000; length, 54-37 miles.
(6.) Ascot, Windsor, and Aldershot Junction, 330^000 shares ; loan, £110,000 ; length, 1058 miles.
(?.) Waterloo and City Eailway, 2,700,000 shares; loan, £900,000 ; length, 2-79 miles. (8.) Mid-
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Metropolitan Eailway, 3,000,000 shares; loan, £1,000,000; length, 10-36 miles. (9.) Metropolitan
District, 1,250,000 shares.

For many years past a clause has been inserted in every Eailway Bill, pursuant to a Standing
Order of each House, prohibiting the payment of interest upon calls out of capital.

The Standing Order (167) of the House of Commons is as follows : " A clause shall be inserted
in every Eailway Bill prohibiting the payment of any interest or dividend to any shareholder on
the amount of the calls made in respect of the shares held by him, except such interest or money
advanced by any shareholder,beyond the amount of the calls actually made, as is in conformity
with ' The Companies Clauses Consolidation Act, 1845,' or ' The Companies Clauses Consolidation
(Scotland) Act, 1845,' as the case may be." The Standing Order (128) of the House of Lords is
still more explicit and stringent.

The nine Bills above mentioned not only omit such clause required by Standing Orders, but, so
far as the first eight are concerned, distinctly authorize thepayment of interest out of capital, while
the Bill of the District Eailway Company authorizes such payment out of capital or any surplus or
reserve fund.

ShouldParliament sanctionthis attempt to override a Standing Order andto repeal awell-known
clause, the immediateeffectwill be to encouragerash and improvident railway speculative enterprises,
and will occasion serious loss to small shareholders, who will be attracted by the immediate pay-
ment of a large rate of interest charged to capital, and will not understand that, by a carefully-con-
cealed arrangementwith contractors, or by means of inflated schedules of prices, they arereceiving
their dividends out of their own capital, which thus becomes depreciated.

The repeal of the legislation of past years in the case of the above-named companies, all of
which are new enterprises excepting that of the District Company, will give to new and speculative
companies an unfair advantage overestablished railway companies, who are prevented from paying
interest upon their incomplete and unproductive extensions and branches out of capital, but are
required and do charge such interest to revenue.

If the law whichrequires railway companies to pay their interest, if at all, out of revenue, and
prohibits their charging it to capital, is unsound, and needs reconsideration, it should be recon-
sidered in the interest of all companies alike, and exceptional advantages should not be granted to
individual undertakings which were not enjoyed, and are not enjoyed, by the companies with whom
such new enterprises seek to compete. But I wouldsubmit that the lawin questionis a sound one,
and needs no repeal,and that the repeal of the clause in questionwould be disastrousto the holders
of railway property.

You are doubtless aware that the prohibition, hitherto applicable, as above stated, in the case
of railway companies, is, by " The Companies Act, 1862," applied to all joint-stockcompanies.

Art. 73, Table A, of the Act of 1862 is as follows: "No dividend shall be payable except out
of the profits arising from the business of the company." This principle has been frequently main-
tainedby the Courts of law in cases where Table A was not adopted.

For thesereasons I venture to hope—and I make this application on behalf of several large
holders of railway stock—that before sanctioning so radical a change in railway legislation the Pre-
sident of the Board of Trade may see his way to call the attention of the House of Commons to the
subject. I have, &c,

Eobebt William Peeks.
Henry G. Calcraft, Esq., Assistant Secretary, Board of Trade.

Sic,— 147, Leadenhall Street, London, E.C., 23rd March, 1882.
I gather from the answer given by the President of the Board of Trade on the 20thinstant

to a deputation of the Eailway Association that a proposal is now being favourably considered by
your department to amend the Standing Order which has hitherto required the insertion in every
Eailway Bill of a clause prohibiting the payment of interest upon calls out of capital, and to
authorize the payment of such interest, at a rate not exceeding 4f per cent., for a limited term of
four or five years, in cases where two-thirds of the capital has been bondfide subscribed.

I perceive that the reasons alleged by the President of the Board of Trade for this radical
change in railway financial legislationare that the existing railway interestsareregarded in the light
of a monopoly; and that, while it is to be deplored that investors should be induced to subscribe to
undertakings upon a promise of receiving a high rate of interest paid out of their own capital, and
that they thus suffer considerable loss, yet the advantages supposed to be derived by the public by
the construction of competing lines of railway are said to outweigh such considerations. It is also
alleged that, because thepayment of interestout of capital by means of arrangements with contrac-
tors, or inflated schedules of prices, is difficult of detection,and has in some cases not been chal-'.
lenged, that therefore the Standing Order which prohibits such payment—an Order which was
adopted by Parliament, upon the advice of the Eailway Commission, to stop the evils arising out of
the railway mania of 1845—should be repealed. It is not pretended that this serious change in the
law is demandedby the public. It is made chiefly, if not solely, by professional railway promoters.

May Ipoint out, in the first place, that there is no legitimate necessity for such a change.
Eailway companies whose credit is not good enough to issue their capital at par may already issue
new stock, although they cannot make a first issue at a discount; and Iwould submit that it is a
more honest course to issue stock at a discount, say at £80, without interest for four years, during
construction, rather than issue such stock at £100 and return to theshareholders 5 per cent, interest
per annum for four years out of their own capital. In the formercase shareholders can see clearly
what they are doing, and in the latter it has been proved in scores of cases that they do not. It is
impossible to read the list of Bills set out in my letter of the 20th February without seeing the
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class of projects with which the country will next year probably be flooded should the Standing
Order be repealed. One of these Bills has already been withdrawn, a second has failed to pass
Committee, and in the case of a third the deposit was not found. It will probably be found that
in the case of most of these projects the deposit has been borrowed.

I venture, however, respectfully to suggest that, if facilitiesare thus to be granted for the pro-
motion of speculative railway enterprises, it is more than ever necessary that steps should be taken
to prevent the present abuse of the Standing Order whichregulates the parliamentary deposit. One
of the chief objects of such deposit is to afford Parliament some guaranteethat the promoters are
persons of sufficient financial means to exercise the powers which Parliament may grant. In a
well-known case in which Parliament granted powers a few years ago to a company with a capital
of several millions sterling, and in which the fact of the parliamentary deposit having been made
was urged to the Committee as a proof of the financial meansof the company, it was subsequently
found, when the project proved abortive, that the deposit had been borrowed, that even the com-
mission upon such deposit had also been borrowed, that there were no shareholders in the com-
pany, and no capital, and that the professional men engaged had signed undertakings not to hold
the promoters responsible for any of their charges, but to look to the capital for their remuneration
if it could be raised. The custom nowin the case of speculative railway companies is either for a
contractor to advance the amount of the deposit upon an arrangementbeing made with him that if
the scheme is authorized by Parliament he shall have the contract, or the deposit is borrowed from
a bank or financial house. In each case it is customaryfor the promoters to enter into an agree-
ment with the persons who lend the deposit not to take the Eoyal assent to their Bill, should it
pass Committee, without the consent of the lenders. In this way one of the chief objects of the
Standing Order is constantly defeated. This evil might, I would submit, be at once obviated—
(a) by a requirement that persons promoting a railway company should be required to show that
they are responsible for and are personally providing the parliamentary deposit, and are share-
holders in the proposed undertaking to at least that extent; and (b) by providing that the deposit
shall becomeimpounded at an earlier stage of the parliamentary proceedings—say, when the Bill
is approved by Committee of both Houses.

There is one other point to which I would call the attention of your department. The present
Government has recently affirmed the principle, which has frequently been upheld by former
Governments, not to grant State aid by public taxation to railways and other public works, but to
leave such undertakings to private enterprise. In the year 1880, the Hull, Barnsley, &c. Bailway
obtained power from the Corporation of Hull to invest £100,000 in their railway, and to raise the
money by local taxation. The £100,000 in question was subscribed. The loss sustained on this
transaction is shown by the fact that £100of Hull and Barnsley share capital will nowrealize about
£33. The same company is applying for powerin its Bill of this session to authorize the Corpora-
tions of Halifax and Huddersfield to subscribe to their proposed extensions. The fact of the Cor-
poration of Hull having subscribed to the Hull andBarnsley Eailway and appointed two directors
on the Board was made a prominent feature in the prospectus of the company; and that fact,
together with the promised payment of 5 per cent, during construction, and 8J per cent, afterwards,
doubtless induced manyof the shareholders to subscribe to that undertaking. The promoters of
the Eegent's Canal, City, and Docks Eailway propose to authorize the parish vestries, local boards,
as well as other public authorities, to raise money and invest it in their undertaking; so that it
would appear that the railway companies with whom the Eegent's Canal scheme directly competes,
and who are large ratepayers, arepositively to be taxedin order to provide capital for their com-
petitors. The promoters of this scheme also propose to empower the Metropolitan Board of Works
to construct and manage portions of the railway. I must apologize for thus trespassing upon your
time. The interests Irepresent arevery large. The dangerto which they are exposedis very great.
I would brieflysubmit that the payment of interest out of capital is opposed to all principles of
sound finance, is at variance with the whole course of railway legislation, is distinctly prohibited
by joint-stock legislation and judicialdecisions, is not demanded by the public, and cannot fail again
to produce the financial disorder and reckless speculation which the adoption of the present Stand-
ing Orderwas intended to and did prevent. I have, &c,

Eobert William Peeks.
H. G. Calcraft, Esq.; Assistant Secretary, Board of Trade.

No. 4.
The Colonial Teeasueer to the Agent-Genebal.

Agent-General, London. Waiwera, 21st January, 1886.
Your letter twentieth Novemberreceived. Hope you will refer copy my letter September twenty-
sixth to Gladstone, Iddesleigh; theywill reply readily. Debates re companies not quite applicable,
principle somewhat different.

No. 5.
The Agent Geneeal to the Colonial Tkeasuker.

Treasurer, New Zealand. (Eeceived, 23rd January.)
Yours to-day. Shall address Gladstone, Iddesleigh immediately. Sent you fuller letter
December thirty. London, 22nd.
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The Agent-Geneeal to the Colonial Teeasueee.
Sic,— 7, Westminster Chambers, London, S.W., 27th January, 1886.

I received in due course your telegram of the 22nd instant, stating that my letter of the
20th November had reached you, and instructing me to send a copy of your letter of the 26th
September to Mr. Gladstone andLord Iddesleigh; and I telegraphedto you, in reply, that I should
address those statesmen immediately. The defeat of the Ministry last night will now, however,
make me postpone doing so for a little while. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Copies of Telegrams referred to in No. G.
The Colonial Tbeasueee to the Agent-Geneeal.

Agent-General, London. (Received, 22nd January, 1886.)
Your letter twentieth November received. Hope you will refer copy myletter September twenty-sixth to Gladstone,
Iddesleigh ; they will reply readily. Debates re companies not quite applicable,principle somewhat different.

Waiwera, 22nd.

The Agent-Geneiial to the Colonial Teeasueer.
Treasurer, New Zealand. London, 22nd January.

Yours to-day. Shall address Gladstone, Iddesleigh immediately. Sent you fuller letter December thirty.

No. 7.
The Colonial Teeasueee to the Agent-Geneeal.

Sik,— The Treasury, "Wellington, 10th March, 1886.
Your letter No. 1,606, dated the 30th December last, going at length into the subject

of charging interest to capital account during construction of works reached me in due course, and
I have read it and its enclosures with much interest.

I thank you very heartily for the able and comprehensive manner in which you narrate the
action of the Imperial Parliament in dealing with the question in the case of railway and canal
companies, and for the interesting selection of papers and pamphlets relating to the subject which
accompanied your letter. I await with interest the further communications you have kindly
promised. I have, &c,

The Agent-General for New Zealand, London. Julius Vogel.

No. 8.
The Agent-General to the Colonial Tbeasueee.

Sic,— 7, Westminster Chambers, London, S.W., 18th February, 1886.
In my letter of the 30th December last, No. 1,606, on the subject of charging interest to

capital during the construction of public works, Ibrieflyreferred to what had been done in the case
of the Indianrailways. I now beg to send you the following further particulars :—

In the debates to which I referred in that letter, the question did not arise whethertheprinciple
of charging interest to capital during construction could be as legitimately applied in the case of
Government railways as in the case of lines constructed by the private enterprise of companies;
and, although the debates brought out clearly enough the arguments on both sides so far as the
principle affected shareholders in such companies, the safeguards insisted upon by the House of
Commons in Standing Order 167 werereally devised for the protection of the shareholders only.
But the principle itself had long been sanctioned in the case of the Indian Slate railways; and in a
new and elaboratescheme proposed by the Government of India in 1883, for a large extension of
therailway system in that country, afurther application of theprinciple to taxpayers was expressly
involved,for the interest allowed to be paid during construction was a charge on the public revenues
of India.

In the session of 1878-79 a Select Committeeof the House of Commons had inquired into the
expediency of constructing public works in India by money raised on loan, with especial reference
to the probable financial results, as well as to the larger political question of preventing the re-
currence of famines. That Committee had recommended that the construction of new workswith
borrowed money should be limited to schemes which, upon theresponsibility of the Indian Govern-
ment, were capable of yielding an annual income equal to the interest on the capital expended,
including in such capital the payment of interestduring construction ; and the Committee had pro-
posed that an outlay of £2,500,000 a year should be made, in addition to the then existing liabilities
connected with the guaranteed railway companies.

In 1881 the Secretary of State, in communicating to the Government of Indiahis general con-
currencewith the Select Committee of 1878-79, had laid down therule that no railway should be
considered to be a "productive" work—that is to say, one for which it was legitimate to borrow
money, unless it could fairlybe estimated that in five years from the line being opened for traffic it
would pay 4 per cent, pn the capital invested, including all arrears of simple interest incurred up to
that time.

In the session of 1884 a Select Committee of the House of Commons was appointed to inquire
into the general question of extending the railway system in India. The Committee took a mass of
evidence, and made an elaborate report in July of that year. I will now mention some of the
points in the report affecting the matter of charging interest to capital.
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The question of a large extension of the railway system of India had been brought into special

prominence, as a means of preventing the recurrence of the periodical famines which had so often
desolated the country. The Government of India had established an annual Famine Insurance
Fund of a million and a half, this sum being based upon the calculation that famine relief would
cost in every ten years fifteen millions sterling; and the new taxation required to provide the fund
had been sanctioned on condition of its being applied to the construction of works likely to avert
famines. It had been more than onceproposed to devote a portion of this fund to the payment of
interest on money borrowedfor the construction of railways, but the Secretary of State hadrefused
his consent. It had been shown in 1880 that for the million square miles thatwere in question
twenty thousand miles of railway were needed, of which about half, or ten thousand miles,
had been either completed or put under construction. Taking the cost at £6,000 a mile,
the remaining ten thousand miles were estimated to cost £60,000,000; but for various reasons it
was believed that about five thousand miles ought to remove future danger of destructive famines.
At the beginning of 1884 there were about eleven thousand miles open, and more than three
thousand under construction, making a total of nearly fifteen thousand miles; and the Viceroy in
Council proposed a scheme for a large extension of the railway system, of which the following is
a summary:—

The policy of the Indian Government was to leave to private enterprise lines which were com-
mercially most attractive, and to construct, either directly by the State or indirectly through the
agency of companies, only lines which, although they might be called unproductive, were
indispensable for protection against famine. With this object, a programme was sketched of
the railways with which India must sooner or later be supplied. They were divided into two
classes. The first class comprised thirty-four lines, with a total of about three thousand four
hundred miles, which were estimated to cost a little over £24,000,000; these lines were all thought
likely to be remunerative, and were to be left for private companies, without any aid from the
Government except the grant of land free of cost. Tho other class comprised thirty lines, many of
which were already being built, and their cost was estimated at about £28,000,000 ; of which it was
proposed that about £13,000,000 should be borrowed by the Government, £2,000,000 by the
constructing companies receiving a permanent guaranteeof interest, and the balance by companies
working on their own account with a guarantee of advances of interest for a limited term of years.
In order to provide for the means of defraying tho charge for interest on the capital to be raised for
the construction of lines belonging to the second of these classes, the Indian Government proposed
to appropriate about £200,000 a year out of the Famine Fund; and the outlay for the new lines of
this class was all to be made in about six years.

The Select Committee, however, pointed out that this scheme implied a complete reversal of
the rules up to that time in force ; for the money was admittedly to be applied to unproductive
works, and the Famine Fund was to be partly used for interest charged to capital. Strong argu-
ments in favour of the scheme were advanced before the Committee by official witnesses specially
sent from India ; and, in addition to the official evidence, the Committee examined representatives
of various Chambers of Commerce, and other people specially acquainted with the Indian trade.
The Committee explained clearly in their report the groundson which a more rapid constructionof
railways had been pressed on the onehand, and caution in tho incurring of great expenditure urged
on the other. They themselves thought the evidence in favour of arapid extension of the railway
system was conclusive ; and, in considering the means by which this might be accomplished, they
compared the State operations with those of the companies, and were of opinion that it was
desirable to employ both agencies.

The following are tho terms on which companies had undertakenrailways in India, receiving
in all cases the land free ofcost:—■

(1.) "Bengal and North-Western" terms: The company made the line on its own
responsibility, receiving the whole profits of the undertaking ; but the line reverted to
the State in ninety-nine years, with a right of purchase by the Government after
thirty or fifty years, at twenty-five years' purchase of the annual net earnings for the
previous five years.

(2.) "Bengal Central" terms: The company received a guarantee of 4 per cent, on its
paid-up capital during construction, which advance was to be repaid with simple
interestby a contribution of half its net earnings above 5 per cent., the Government
having theright of purchase after thirty or fifty years at £125 for every £100 of stock.

(3.) " Southern Mahratta " terms : The company was practically the agent of the Go-
vernment, receiving a guarantee of 3-J- per cent., plus one-fourth of the netreceipts
during its agency; and this agency was terminable in twenty-five years, or at sub-
sequent intervals of ten years, at the option of the Government, the company having
the right to demand the return of its capital by giving a year's notice.

In the case of lines expected to give a considerable immediatereturn, the Bengaland North-
Western terms were held to be reasonable. Where the prospect was not so well assured, the
Bengal Central terms offered a greater inducement to the investor by the guaranteeof interest on
capital during construction. And the Southern Mahratta terms offered a permanent security to
investors, equal to the security of tho Government of India, with the addition of a quarter of the
netreceipts of the line.

A technical distinction hadbeen made up to that timebetween what were called "productive "
and "protective" lines; but the Committee were of opinion that the distinction could no longer
be maintained. Theyrecommended, therefore, that railways really required, whetherfor protection
from famine or for the developmentof the country, should be made as wanted, to whichever class
they were technically considered to belong. Above all, they called attention to the mischief
occasioned by constant fluctuations of policy in the construction of railways, and urged that, a
careful forecast having been first made of all future requirements for public works, such a scale of



8.—12 70

expenditure on railways should be adopted as could be steadily maintained. Lastly, they
emphatically indorsed the declaration of the Government of India, that the proposed extension of
therailway system must not involve additional taxation.

It would not be possible for me, within the limits of a letter, to describe in any detail tho
mass of evidence and official papers bearing on the question of charging interestto capital during
construction. I may, however, refer to a few points. The Indian Government laid before the
Committee a large number of statements illustrating the reasons for thepolicy they proposed. It
was a question whether the net charge to the Indian taxpayer on account of maintenance and
working of the existing public works was increasing or decreasing, and how much interestwas
being paid upon public works which were not then open. The evidence showed that the charge
to the taxpayer was not being really increased. The total ordinary receipts of revenue, for
instance, in 1882-83, were £70,125,231, and the total expenditure out of current taxation was
£69,403,384, leaving a surplus of about £721,847 ; but in addition to the ordinary expenditure,
£4,P65,000 had been expended on productive public works for the general improvement of the
country. There was, as a general rule, a surplus from the current taxation,but this surplus was
not sufficient to cover the further expenditure required for works for tho development of the
country, and the balance had to be made up by borrowing. If the Government had stopped laying
out any further money in developing India, and had ceased to make any further new roads or
railways, confining themselves to carrying on the ordinary business of governing, and to working
and maintaining the existing public works, there would have been a surplus of nearly five millions;
but the expenditureof nearly four millions on works supposed not to be productive, besides nearly
five millions more upon works estimated to earn more than 4 per cent., had caused a large deficit.
Outside of the Government expenditure there was the capital invested by companies in the
guaranteed lines, the subsidized lines, and the limited guarantee lines ; but as the Government
did not provide the capital expended by these companies, the expenditure made through their
agency only affectedIndia to the extent of the interest which the Government had to pay on that
capital. The point really at issue was, that as the existing orders of the Secretary of State,
prohibiting the expenditure of borrowed money on lines which could not be estimated to yield 4
per cent, in five years, made it impossible for the Government of India to invest borrowed money
on " protective " lines, they now considered it necessary that the prohibition should be relaxed.
It was not denied that the prohibition was the outcome of a policy intended to arrest further
expenditureon public works; and the Government of India now said that if they were to carry
on apublic works policy at all, therestrictions must to some extentbe removed. It was a question
whether, under the new system of accounting proposed, the payment of interest during
construction would be charged expressly to capital account; but it was represented that in cases
where railways were constructed directly by the State, charging interest to capital would practically
make no difference whatever in the total amount that would have to be paid. Charging interest
to capital, in the case of a guaranteed railway, was, in fact, claimed as an advantage to the
Government, because more money was got in that way out of the guaranteed company; but as
regarded the Government themselves and their own State railways, it was contended that there
was no real difference whatever. The interest actually paid instead of being carried, as it was
under the existing system, to revenue account, would be carried to capital account, but there
would be no differencewhatever as regarded the total expenditure of the Government.

The principle of charging interest to capital during construction has therefore been expressly
recognized by Her Majesty's Government, the Imperial Parliament, and tho Government of India,
alike in the case of shareholders in companies, and in that of the Indian taxpayers.

I am now in communication with the India Office for the purpose of obtaining exact
particulars of the extent to which the principle has been actually applied, and is intended to be
applied in future. When lam in possession of these details I will address you again.

I have, &c,
The Hon. the Colonial Treasurer, Wellington. F. D, Bell,

No. 9.
The Agent-Genekal to the Colonial Teeasueee.

Sic,— 7, Westminster Chambers, London, S.W., 24th February, 1886.
The lettersI have written to you on the subject of charging interest to capital during

construction of public works, have described what has been done in this country and in India. I
nowbeg permission to add some particulars of what has taken place in Canada.

Under the Consolidated Eailways Act of Canada, passed in 1879,railway companies may pay
interest during construction at the rate of 6 per cent. The following is an extract from the Act
(section 21, subsection 4): " The directors may, in their discretion, until the railway is completed
and opened to thepublic, pay interest at any rate not exceeding six dollarsper one hundred dollars
per annum, on all sums called up in respect of the shares, from the respective days on which the
same have been paid ; such interest to accrue and be paid at such times and places as the directors
may appoint for thatpurpose."

The Canadian Pacific Eailway Company, which has just constructed the line across the
continent through the Dominion territory, took advantage of this provision. The company was
incorporated in February, 1881. The Dominion Government gave the company (1) a subsidy of
$25,000,000 in cash; (2) 25,000,000 acres of land; (3) sections of the railway, some already made
and others to be built, to the extent of 710 miles.; and (4) a loan of $30,000,000at 4 per cent. The
share capital of the company was originally $100,000,000, but only $65,000,000 have been issued,
exclusive of the company's bonded debt of $15,000,000. The stock was issued between 1881 and
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1883. In February, 1883, a contract was executed between the Dominion Government, the
company, and the Bank of Montreal, whereby the Government, in consideration of securities and
cash deposited with them, bound themselves- to pay into the bank every half year, until 1893, as
trustees for the company's shareholders, a sum of money sufficient to pay a half-yearlydividend of
If per cent, on the entire capital stock of the company, and the bank covenanted with the company
to pay the dividend to the shareholders. This arrangement was confirmed by an Act of the
Dominion Parliament in 1884. During the construction of the railway the company arranged to
make up the guaranteed dividend to 5 per cent. The construction of the line was finished in 1885,
and any dividends now declaredwill be in addition to the guaranteed dividend of 3 per cent. The
authorized bonded debt of the company is $35,000,000; but of this sum only $15,000,000 have
been issued. The railway is now said to be earning enough to pay its fixed charges, and the
company's bonds are quoted at 104. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

No. 10.
The Agent-Genebal to the Colonial Teeasueee.

Sic,— 7, Westminster Chambers, London, S.W., 11th March, 1886.
I transmit herewith copy of a letter I have received from Mr. Gladstone on the subject of

charging interest to capital. I have also had a note from Lord Iddesleigh, promising to send me
his opinion in a few days.

I telegraphed Mr. Gladstone's opinion to you on the 4th instant, and a copy of the message is
annexed. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Copy of Telegram referred to in No. 10.
The Aqbnt-Genekal to the Colonial Tbeasueee.

To Treasurer, New Zealand. London, 4th March, 1886.
Interest capital. Gladstone opinion necessarypractice vigilantly watched and limited, but cannot be condemned in
principle.

Enclosure in No. 10.
Mr. J. M. Carmichael to Sir F. D. Bell.

Dear Sir,— 10, Downing Street, Whitehall, 4th March, 1886.
I am desired by Mr. Gladstone to acknowledge the receipt of the letter you have been good enough toaddress

to him, by desire of Sir Julius Vogel, on the question whether, in the case of great productive works, the interest on
their cost during construction may be added to tho capital charge.

Inreply I have to say that this is after all a matter of personal opinion; Mr. Gladstone's opinion being that the
practice of charging interest to capital in the way suggested is one which should be vigilantly watched and limited,
but that it is a practice which cannot be condemned in principle. Iremain, &c,

Sir Francis D. Bell. K.C.M.G. J. M. Caemichaed.

No. 11.
The Agent-Genebal to the Colonial Teeasueer.

Sic,— 7, Westminster Chambers, London, S.W., 12th March, 1886.
Adverting to the question of charging interest to capital, I transmit to you herewith a copy

of the Manchester Ship Canal Bill, and of the report on the Bill made by the Board of Trade,
together with a Times' report of the debate in the House of Commons on the second reading, which
passed without a division. A motion to refer the Bill to a Special Committee was defeatedby 375
to 61. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Enclosures in No. 11.
[Extract from the Times, Tuesday, 9th March, 1886.]

Manchester Ship Canal Bill.
The following report on the Manchester Ship Canal Bill has been made by the Board of Trade : " It is proposed by
the Manchester Ship Canal Bill to amend ' The Manchester Ship Canal Act, 1885,' by authorizing the Manchester
Ship Canal Company to pay interest during the period of seven years allowed by their Act of 1885 to the shareholders
of the company on the amount from time to time paid up on the shares allotted to or held by them respectively from
the respective times of such payments. The application was first made to Parliament for the construction of this
canal in session 1883, andsubsequently in modified forms in sessions 1884 and 1885. The promoters inserted in each
of their Bills a clause enabling them to pay interest during construction. In tho first Bill, which began in the
House of Commons, the clause was passed, but the preamble of the Bill was lost in the House of Lords. In the subse-
quent Bills, both of which commenced in the House of Lords, the Chairman of the Committees of that House struck
out the clause as objectionable in principle, and substituted the clause (section 214) which it is now sought to repeal.
Itmaybe stated that in tho session of 1882 a Select Committee of the House of Commons were appointed to consider
and report whether Standing Order 167, prohibiting the payment of interest or dividend on calls during the con-
struction of a railway, should be maintained or modified; and the Committee reported their opinion that in special
cases they recommended that companies should be permitted to pay interest upon capital during the construction of
railways or tramways, subject to certain conditions which were, after debate in tho House of Commons, inserted in
Standing Order 167 at the end of session 1883. These conditions are still in force in the House of Commons,but have
not yet been inserted in the Standing Order of the House of Lords. Tho conditions contained in clause 3of the
present Bill are in accordance with Standing Order 167, and similar to those contained in the Eegent's Canal and
City and Docks Railway Act, sanctioned by Parliament in the session of 1885. The provision proposed to be made
by this clause with regard to the mode of raising the capital for the construction of this canal appears to the Board
of Trade to be deserving of the favourableconsideration of Parliament.—T. H. Fabbeb.—Board of Trade, 6thMarch."



£.—l2 72
[Extract from the Times, Wednesday, 10th March, 1886.]

Manchester Ship Canal Bill.
Sir C. Fobsteb moved the second reading of this Bill.

Mr. Houldswokth, in rising to support the motion, said the object of the Bill was to give effect to the Actpassed
last session for the construction of a ship canal hetween Manchester and the sea. It was felt by the promoters that
the powers asked for were necessary in order to. carryout the construction of the work, which was sanctioned by Par-
liament last year. The Bill providedfor the payment of interest during construction at the rate of 4 per cent, per
annum. Itprovided that such interest shall only bo paid in respect of the timo authorized by tho Act of 1885 for the
completionof the works therein authorized, or such less time as the directors may determine. It provided that the
interest due to any shareholder shall not be payable until the company shall have obtained a certificate from the
Board of Trade to the effect that two-thirds of the share capital authorized by the Act in respect of such interest has
been received and accepted. The various provisions of the Bill were all in accordance with the Standing Orders of
the House. Itmight very properly bo asked why the powers in questionwerenot asked for in tho Bill of last session ;
but his answer was that such powers had always been asked for. The intention of the promoters last year was, upon
the consideration of the report, to propose the insertion of thosevery powers ; but, as the Bill only came down to the
House on the 20th of July, to have pressedfor them at that lato period of the session would have been fatal to the
Bill. The assertion had been made that they had failed in raising the necessary capital; but that was not tho ease,
because it was never supposed that they would be able to raise the necessary capital, from tho disability under which
theynow laboured. Tho fact was that there wasno large undertaking which did not, in some way or other, pay in-
terest during the period of construction; and in proof of that statementhe pointed to the pase of the Great Western
Railway in connection with the Severn Tunnel, to the example of tho limited liability companies, to the various
Indianrailways, and to what ho believed was tho almost universal practice abroad. Under these circumstances the
House would not expect that the capitalists of Manchester would come forward and offer their capital to this great
undertaking, seeing that there was a large amount to be raised, that seven years were taken by the promoters for the
construction of the canal, and that there was a firm belief that the powers now asked for would ultimately bo given
byParliament, and thatinterest during construction would bepaid. He denied thatthocondition in tho Actoflast year—
thatsevenmill ions ofmoney should boraised before the work wasbegun—was imposed by the Committeeas asubstantial
test of the financial merits of tho scheme. That condition was originally offered by tho promoters. Tho real reason
why that condition was offeredand accepted was a verynatural and proper one : itwas to protect those great interests
which maintained that they were going to be interferedwithby the actionofthe promoters—toprotect them until there
was a fair prospect of the capital being subscribed and the undertaking fairly carried out. He did not believe that
prohibition of paying interest during construction had ever been laid down explicitly by Parliament. The Act of
1885—which was passed at an enormous expense after a three years' struggle—would, he believed, be inoperative if
this Bill did notreceive the sanction of Parliament. This enterprisewas not promoted by a bogus company ;it was a
determined effort on the part of a great community to relieve themselves from a difficulty in regard to transit and the
cost of transit which they felt to be veryoppressiveto thewhole trade of tho district. At tho present time, if there
wasone subject exciting the minds of commercial men more than another it was the great' loss that the country had
sustained in allowing the waterways to be taken upand monopolizedby other transit companies. In this case they
were not only doing all they could to open up a new waterway, but they were endeavouring to utilize and to extend
tho advantages of a natural waterway now existing between Manchester and the sea. Ho was in a position to say
that, if this Bill were passed, the capitalists not only of Lancashire and Yorkshire, but also of many other parts of
tho country, would come forward and find the capital for this undertaking. He knew gentlemenand bodies in Man-
chester who were prepared to subscribe £20,000, £30,000, and £50,000towards the undertaking if this Bill were passed.
The Salford Corporation had a Bill to enable them to take shares in it to the amount of £250,000. They had just
organized a poll of the ratepayersof Salford ; and tho result was that, of over 19,000 who recorded their votes, there
were 10,653 for the Bill and only 2,440 against it. This was not a question affecting Lancashire and Yorkshire only,
but the enterprisewould bo of advantage to the whole country, and not least to Ireland, which would be able to bring
its perishableproducts to thegreatconsuming-classes in Manchester. Ho had only one word more to say, and that
was that they did not resist the proposal that the Bill should go to a Select Committee because they were afraid of
their opponents, or because they did not wish them to have fair play. They thought their opponents had fair play.
This Bill did not refer to any burning question, and it would be a scandal if, after all the money thathad been spent,
the opponentsof the Bill should prevent the commencement of this greatwork. No less than a quarterof a million
had been spent in supporting the Bill in the last three years. He trusted the House would not sanction the opposi-
tion to this Bill.

Lord C. Hamilton rose to move tho rejection of the Bill. The people of Liverpool opposed this Bill, not because
they were afraid of the canal interfering with their trade, but they did oppose it because it might interfere with the
estuary of the Mersey. He was not going into the engineering evidence, and he should content himself with pointing
out that the proposal to pay interest out of capital had been struck out of tho Bill by the Lords. It then came down
to the Commons and was passed by the Commons, and throughout thewhole discussion tho questionof the payment
of interest out of capital was not once raised. On the contrary, tho counsel for tho Bill dismissed the suggestion
"with scorn that the money required would not be raised in Lancashire and Yorkshire, and not one word was said as
to paying tho dividends out of capital. There was a great deal of excitement in Manchester. Champagne was flowing,
and there was much tall talk ; but what was the response ? Out of £8,000,000, £750,000 had been subscribed. What
was the cause of this ? Was it that Manchester was impoverished? Ho could assure Manchester of the deep
sympathy ofLiverpool in its impoverished condition. The reason was given by a Manchester artisan, who said that
"he should shout for the canal, but it should havenone of his brass." The peopleof Manchester were a long-headed
and astute people, and, knowing that this undertaking was commercially unsound, they would not invest their capital
in it. Bearing in mind, however, the well-known saying that " some people havo money and no brains, others have
brains and no money," and that the ono class was made for the other,and being unable to raise money from their own
astute population, the promoters of the undertaking came to Parliament to get power to pay interest out of capital,
and under this speciouspromise they were going to get people to invest their money in tho undertaking. The prin-
ciple of paying interest out of capital was unsound in itself; but what he now wished to point out to the House was,
that this was a breach of a solemn agreement come to between the promoters and a Committee of the House of
Commons. The present Bill proposed to pay interest out of the existing £8,000,000. That would amountto £752,000;
and, in addition, it was proposed to reduce their borrowing power by £188,000—on the whole representing nearly
£1,000,000taken out of the capital, whereas last year the promoters had said that the £8,000,000 was absolutely
essential to the due construction of tho necessary works. He hoped that the House would reject the Bill; but, if it
thought fit to pass it, then he thought that those whom he represented should havo a locus standi before the Select
Committee of that House. They had alreadyseen a report on the subject with regard to the general principles of the
Bill from the Board of Trade. The right honourable gentleman the President of the Board of Trade had a few days
ago received a deputation of the promoters, to which he had veryproperly replied that he would give no opinion on
the Bill; he had subsequentlyreceived a deputation from the petitioners, to whom ho had given a similar answer;
but, before the right honourable gentleman could have heard tho deputations, that Bismarck of Whitehall, Sir Thomas
Farrer, had sent to the Press a Board of Trade paper recommending tho Bill. He hoped that, if the House did not
reject the Bill, theywould insist on its appearingbefore a Select Committee,and that the various petitioners against
the Bill should have a locus standi.

Sir H. Meysey-Thompson, in seconding the motion for the rejection of the Bill, wished to say that he had no
hostility whatever to the Manchester Ship Canal as an undertaking—his opposition was confined to the principle of
paying interest out of capital; and ho would impartiallyoppose any Bill which sanctioned such a course, which simply
amounted to returning to investors a portion of their capital. Unable to get the money they wanted, the promoters
now wished to offer new baits to the public. It was said that investors could not stand out of their money for so
long ;but the money which they received back by way of interest was their own money, and they were only receiving
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with one hand what they gave with the other. The fact was, that this repayment was whollymisunderstood by many
persons who put their savings into these undertakings. He took a great interest in this matter, because, when a
member of this House in 1880, he sat on the Committee that inquired into the Hull and Barnsley Railway Bill, and,
from the evidence then given, it appearedthat the cost of the line would bo so great that the chance of its ever pay-
ing any dividend was exceedingly slight. Yet all the capital was rapidly subscribed, and many of his friends who
were regarded as shrewd people put their money into the undertaking and lost it. Ho subsequently discovered that
the inducement which had led them to do so was the5 per cent, promised. This was to be paid out of capital; but
the investors had no idea that they would be merely getting back some of their own money. There was some notion
that it was being paid by the contractor. No doubt they could all regard with equanimity the investor in the abstract
losing his money ;but when they knew that industrious men with small savings wero induced by this payment of
interest out of capital to invest their money in worthless undertakings, it was a very differentmatter.

Mr. Mundella said the noble Lord the member for Liverpool had referred to the report sent to the papers for
publication by Sir Thomas Parrer, whom ho styled the " Bismarck of Whitehall." It was not, however, usual in the
House of Commons to lay blame on permanent officials, and he, as President of the Board of Trade, took all the
responsibility in connexion with that report on himself. On Tuesday the noble Lord asked him to receive a deputa-
tion of a few members of that House on the subject of the Manchester Ship Canal, and onWednesday he telegraphed
to the noble Lord fixing Friday. It was not until ho had received the deputation that the report was considered by
himself and the officialsof the department, and it was placed in the hands of the Clerk at the table at the very
latestmoment.

Lord C. Hamilton said he withdrew what ho had said on this point.
Mr. Muxdella said he was glad to hear that. This Bill was first brought before Parliament in 1883,and itpassed

the House of Commons' Committee with this clause in it, but was rejected by the Committee of the House of Lords.
Since that time a Standing Order had been passed to the effect that a clause should be inserted in everyRailway Bill
forbidding the payment of interest out of capital. But this was not a Railway Bill, but a Canal Bill, and therefore the
Standing Order did not apply. The promoters of the Bill had inserted a clause taking power to pay interest out of
capital. Why should they not be allowed to do so ? The noble Lord had referred to the engineering difficulties and
to the navigability of the Mersey ; but the House had nothing to do with thoso questions. They hadbeensettledonce
for all already. The noble Lord suggested that the Bill should be referred to a Select Committee, before which the
London and North-Western Railway Company might have a locus standi and be represented by counsel. But this
subject was one between the promoters of the Bill and the House of Commons, with which the London and North-
Western Railway had nothing to do. The Standing Order had been a great restriction upon enterprise,and had done
much to aid monopolists. Why should the House dealhardly with this company? It was not like a railway com-
pany,which could make its lines in sections. The whole work undertaken by this company must be completed before
it could be remunerative. These were not times when men were prepared to lockup capital for seven years. In his
opinion the utility of the Standing Order was doubtful, and no such rule existed in any other country. InPrance, in
like circumstances, companiespaid 4 per cent., and added that interest to the cost oftheundertaking. Since thefirst
introduction of the Bill the railway rates for the conveyance of traffic in Manchester and Liverpool and adjoining
districts had been reduced 25 per cent., and he thought that the broaching of the present scheme greatly aided the
Liverpool Chamber of Commerce in their efforts to secure the reduction. There were severalprecedentsfor the course
which he hoped the House would take. Only the other day the noble Marquis the head of the late Government told
a deputation that one of the obstacles to the developmentof individual enterprisewas to be found in the fact that the
Standing Orders of the Houses of Parliament favoured the capitalists ; and he added that whenever an attemptwas
made to obtain a relaxation of those Standing Orders a stiff battle had to bo fought with vested interests. With
reference to the suggestion that the Bill should be referred to a Select Committee,he would ask the House whether
enoughmoney had not been wasted already. Was it fair to a company that was striving to succeed in an enterprise
of great utility to pit it against rich railway companies which thought nothing of giving five hundred guineas for the
services of one gentleman of the long robe ? In conclusion he would remind the Houso that when the Bill was re-
jectedin a former session thenoble Lord themember for Paddington went to Manchester, and declared that there
was no greaterproof of theincompetence of the House of Commons than that it had rejected the Manchester Ship
Canal Bill.

Sir R. Peel hoped that everyone in Manchester would feel grateful to the right honourable gentleman for the
manner in which he had placed the subject before the House. He agreed that it had been submitted to too many
Committeesalready. The Houso hadnot that afternoon had the advantage of hearing the honourable members who
served on the Committee of last session, because the Chairman, Mr. W. E. Forster, half killed by his labours on the
Committee, was absent from the House through illness, and because the three other members of the Committee had
not been re-elected to Parliament. He denied that itwould be a new thing to pay interest out of capital during the
progress of works. During the continuance of the Mersey Docks and Harbour works interest was paid in that man-
ner, and the same practice was followed in thecase of all works executed by the MetropolitanBoard.

Mr. Bkand, who was received with cries of " Divide," said that ho was a member of the Committee to which the
questionof the applicationof Standing Order IG7 was referred in 1882. At that time the Board of Trade were of
opinionthat interest might be paid out of capital during the construction of the works ; but to the Committee the
questionwasnot so clear, and they considered that there were a great many points to be urged on both sides. There
wore two contentions in this matter: one was that it was necessarythat Parliament shouldprotect peoplewho desired
to make investments from the consequences of their own folly ; on the other hand itwas contended that the public
wore well able to take care of themselves, that investors should dependon their own judgment, and that speculation
should be allowed to find its own level. The Committee came to a compromise between those two contentions, and
decided that each case in which it was sought to pay interest out of capital should be decided by Parliament on its
own merits. The Manchester Ship Canal was a large undertaking, and consequently every individual who was likely
to invest money in it must have had ample opportunity of acquiring information as to the probable success of the
undertaking. Therefore it could not be said that the public required protection in this case. He thought, however,
that if the Bill was read a second time it should bo referred to a Select Committee ;for if the House gavethecompany
a right which the Private Bill Committee did not give it, it would affect the amount of the capital of the company,
and the questionmight arise whether, the company having got leave to pay interest out of capital, the capital ought
not to be increased.

Mr. Gibson, who was also greetedwith signsof impatience, said thatthematterbefore t'.ie House appearedto him to
bo of a simple character, and one upon which they might easily arrive at a conclusion. He wished simply to submit
to the House theproposition that where a Select Committee,after very careful consideration, and after hearing wit-
nesses and counsel, had given a Bill to its promoters upon certain terms, the House ought not to take upon itself the
serious responsibility of saying that those terms should be varied, and that £1,000,000 of the capital which thatSelect
Committee thought essential to the enterpriseshould be taken away for the payment of interest. In the Bill which
came before the Committee it was proposed to provide for the payment of interest in a totally different way to that
proposedby this Bill. In the Bill of 1885 it was proposed to meet thepayment of interest by adding £2 to each £10
share. By that means a fund of £1,G00,000was provided for the payment of interest in addition to the £8,000,000of
share capital and £2,000,000of loan capital. But by the Bill before the House it was proposedto take from the exist-
ing share capital for the purpose of paying interest during construction, the result of which would be to reduce the
capital of the concern by the sum of £940,000.He wished to submit to thebettor judgment of the House that, where
a Bill hadbeen remitted to the proper tribunal—a Select Committee—and had been discussed with counsel and wit-
nesses before that Committee, it would be a very inconvenient thing for the Houso, without hearingcounsel and wit-
nesses, to vary theterms at which that Select Committee had deliberately arrived.

Mr. Courtneysaid that, having no particular interest -in Manchester or Liverpool, he wished to help the House
in coming to a decision. Ho was one ofthose who were in favour of the policy of freedom for investors, and therefore
he would go further, if called upon to do so, than the Standing Order. But he wished to call attention to the fact
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that the Standing Order was very guarded, and much more restrictive than gentlemenseemed to suppose. It referred
to railways, and not to canals, and provided that interest should not bepaid outof capital except in such cases as the
Committee on the Bill might think fit to allow. Therefore, to allow the payment of interest out of capital was,
according to the Standing Order, a question to be decided by the Committee. The scheme for constructing the canal
on a certain financial basis was agreed upon by the House last year, and passed through Committee. That financial
basis was going to be materially altered, and the question was whether the House should commit the Bill to an ordi-
nary Committee, but restricting their attention to this particular questionof the financial basis. If the noble Lord's
proposal for rejecting the motion for second reading was defeated or withdrawn, then he would move that the Bill be
referred to a Committee,to be nominated by the Committee of Selection,and that all petitioners have leave to be
heard before the Committee against so much of the preamble and clauses as related to thepayment of interest out of
capital.

Sir J. Mowbeay said that the Chairman of Ways and Means had suggested that everyone who presented a peti-
tion against theBill should be allowed to be heard before the Committee.—(Mr. Courtney : Merely on the financial
question.)—He did not understand how a person presenting a petition could be prevented from entering upon other
questions. His right honourable friend had not at all exaggeratedwhen he said that the illness of Mr. Forster was
due to the overpowering laboursof the Committee on the canal last session. Let them not have another similar Com-
mittee. It was well known that no better work was done than in the case of unopposed Bills by the Chairman of
Ways and Means, assisted by some experiencedpersons. If that honourable gentleman invited two experienced
persons to assist him in considering the financial question,an interminable inquiry might be got rid of.

Mr. L. Cohen (who rose amid cries of "Divide ") said that all the House wanted to inquire into was the narrow
point whether interest should or should not be paid out of capital. That was a question which the House was per-
fectly competent to decide for itself. They did not require a Special Committee for the purpose.

Lord C. Hamilton said that if the Committee was allowed, as suggested by the Chairman of Ways and Means,he
would agree, on behalf of the petitioners against the Bill, to exclude both the engineering and commercial questions,
and to limit the inquiry to the questionof finance. He would also undertake that the opposition of the Corporation
ofLiverpool, and that of the Dock Board, should be merged into one.

Sir W. Harcoubt pointed out that it was impossible to "remit" the question to the Committee, because the
Committee was extinct, and, for aught he know, many of its members also. Of course theymight constitute a new
Committee ; but why should they constitute a Committee to decide the simple point of finance whether interest was
to be allowed on capital ? That was a question of general principle on which the House could verywell form its own
opinion ; and he hoped the House would take that course, and not send the Bill to a Committee.

Mr. Sclateb-Booth submitted that the Bill must go to a Committee according to the Standing Orders ; and the
only questionwas what sort of a Committee it should be. They had no security that a matter of great public policy
would be fairly fought out unless the Bill went before a Committee, by which all the parties interested could be heard
on that question.

Mr. Fobwood, as bearing on the question whether this Bill technically came within the Standing Order, which
applied directly to railways, quoted the following words of the right hon. gentleman the senior member for Bradford
(whose absence and its cause they all deplored), uttered when the matter was under discussion before the
Committee : " I tbink we all of us feel that, whatever were the grounds upon which Parliament has made this
concession for railways, certainly if they had foreseen such a canal as this they would have made the same
restrictions for that canal. It is clear it must be viewed according to its merits as a questionpari passu with
a railway." If the House did not grant the opponents the modicum of fair play they asked it would be placing
a premium upon promoters coming to the House one year with clauses drawn in a certain way, and returning to get
some of those clauses cancelled next year, when the opponents could not be heard in reply.

Mr. Sextonsaid he held in his hand a list of fifteen members of the House, one of whom was a director of the
Lancashire and Yorkshire Railway ; six^were directors of the London and North-Western Railway ; four were directors
of the Manchester, Sheffield,and Lincolnshire Railway ; and four were directors of the Midland Railway. He asked
the Speaker, considering the nature of the Standing Orders as to pecuniary interest, and also bearing in mind the
fact that the proposal was one to facilitate the construction of a canal which would compete with all those lines of
railway and affect their receipts and dividends, if any of those fifteen members were entitled to vote.

The Speakeb.—That is entirely a matter for the individual judgment of members concerned, always bearing in
mind the fact thatit is a question ofrailway directors and their interest in the concern. The House will be a judge of
the directness of that interest.

Mr. Sexton gave notice that if he saw any of those fifteen gentlemen coming back after a division he would call
attention to the subject.

On the questionbeing put, the amendment was negatived without a division, and the Bill was read a second
time.

Lord C. Hamilton thenmoved,That the Manchester Ship Canal Bill be referred to a Committee to be nominated
by the Committee of Selection ; that all petitions against the said Bill already presented, or which may be presented
not later than three clear days before the sitting of the Committee,bereferred tothe Committee,and that such of the
petitioners as pray to be heard by themselves, their counsel, agents, and witnesses be hoard upon their petitions if
they think fit, and counsel heard in favour of theBill against such petitions.

Mr. Fobwood seconded the motion.
Sir J. Ferguson hoped the House would not agree to the proposalsof his noble friend. He submitted that the

order of reference ought to be closely narrowed, so as to exclude the engineering and other questions that were
debated at such length before the Committee of last session.

The Speaker pointed outto thehonourable baronet that his amendment would come on after the amendment of
the noble Lord.

Sir J. Mowbray said the Committee of Selection did not wish to shrink from any duty which might come before
it, but he thought it would be inadvisable to pass any resolution of this kind. He wished to point out that any
person having a right to present a petition would present it, and then, if it was found that there was a locus standi,
the Bill would become an opposedBill, and would be referred to a Select Committee. If it was found to be an
unopposed Bill, then it would come before the Chairman of Committees,who would be perfectly able to deal with it.

Mr. Hibbert said the suggestion made was to smother the Bill altogether, and he hoped therefore the Bill would
not be referred to a Select Committee.

The House then divided, and there voted—For the motion, 61; against, 375 : majority against, 314.
Mr. Sexton moved that the votes of Mr. Plunket and Mr. Tipping be disallowed,on the ground that they were

directors of the London and North-Western Railway Company.
Lord C. Hamilton called attentionto the fact that Mr. Houldsworth, a director of the ship canal, had been a

teller in the division. /
Mr. Plunket, while submitting himself humbly to the decision of the House, did not wish to argue the question

out. This precise point had been raised against him thiee years ago, and a division taken, with the result of
a majority in his favour of 256 to 36.

Mr. Tipping observed that under similar circumstances he would go into the lobby again. The action of the
honourable member for Sligo was simply a form of boycotting.

Sir W. Haecourt said it might be well if he laid before the House the course that had been takenfor many years
on occasions of this kind. In the book to which they always referred as the authority on these questions it was
stated that on the 16th June, 1846, objection was taken to thevote of a member who had voted against the Dumfries
and CarlisleRailway Bill on the ground that he was a director of the Caledonian Railway, and had a pecuniary
interest in protecting the latter railway from the competition of the proposed newline ; yet the votewas allowed. On
the 15th May, 1845, objection was taken to the vote of one of the tellers in a divisionagainst the Bristol and Gloucester
Bill on the ground that he had a pecuniary interest in voting against the Bill since it would injare his property ; yetthe motion jot disallowing the vote was withdrawn. Similar cases occurred in 1872 with regard to the Birmingham
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SewerageBill, and in 1883, when objection was taken to Mr. Plunket's vote on similar grounds to those brought
forward to-night; but in every instance the vote was allowed. The House, ho thought, would not now consider that
this was such a pecuniary interest as the Standing Order had in view. Of course if votes were to be disallowedon one
side they would have to bo disallowed on the other, and the House would probably be of opinion that the best course
was to have a truce.

The House divided, and the numbers were—Ayes, 81; noes, 291 : majority, 210. The votewas therefore allowed.

[Extract from the Times, Wednesday, 10th March, 1886.]
The Manchester Ship Canal Bill rouses the perennial rivalry between the metropolis of the cotton industry and
the great seaport on the Mersey, and, both sides being equippedwith the energy and shrewdness of Lancashire men, a
stubborn war is waged, no inch of ground being surrendered without a fight. The main questionwas decided last year,
when Parliament came to the conclusion that Manchester was entitled to construct the ship canal, with duo regard
for the interests and thepropertyofotherpeople, if she could find the money. But this is the point at which a difficulty
has arisen. Only a comparatively small fraction of the capital required for the undertaking as sanctioned by Parlia-
ment last year has been subscribed ; and the promoters of the enterprise yesterday sought permission from the House
of Commons to pay interest out of capital, contending that investors had been deterred from coming forward by the
certainty that under the generalrule prohibiting such payments theywould receive for manyyearsnoreturn upontheir
money. It was argued with much force that the ship canal, unlike a railway, which may bo completed in sections,
and may begin to pay something as each section is opened,cannot be utilized at all until it is ready for the admission
of ship traffic, and that the suspensionof dividends for a period which cannot be less than seven years is, in fact, pro-
hibitory. Mr. Houldsworth, one of the Conservative members for Manchester, stated the company's case, and the
opposition was led by Lord Claud Hamilton, Mr. Gibson,and other representativesof Liverpool andthe neighbour-
hood. The Government supported the claim for the relaxation of the rule, but Mr. Mundolla's pleading did not win
the support of the Chairman of Committees. It was pointed out by Mr. Courtney that Parliament, after the usual
inquiry, had last year given its sanction to the scheme on a specific financial basis, in which it was now proposed to
make a most material alteration;and he suggested that this alteration should bo submitted to another Committee.
The Chancellor of the Exchequer, however, maintained that the questionwas one not for a Committee, but for the
House ; and the House, being in an indulgent mood, set aside the principle which has been so often laid down solemnly
in the abstract and so often assailed with success in the concrete, rejecting Lord C. Hamilton's amendment by a ma-
jority of375 to 61. A ridiculous attempt made by Mr. Sexton to obtain the rejection of the votes of Mr. Plunket and
another gentleman on the ground that they are directors of the London and North-Western Railway — a proposal
rendered the more absurd by the fact that one of the ship canal directors was actually a teller in favour of the Bill—
was defeated by a great majority, consistently with the uniform practice of the House, as stated by Sir William
Harcourt.

[Extract from the Times, Friday, 12th March, 188C]
The Manchester Ship Canal.

In answer to Mr. Baden-Powell,
Mr. Mundella said he was aware that the report of the Board of Trade stated, and with perfect accuracy, that

the conditions contained in clause 3 of the Manchester Ship Canal Bill were in accordance with those contained in
Standing Order 167. He had no intention of proposing to extend the Standing Order to other Bills.

Inreply to a further questionfrom Mr. Baden-Powell,
Mr. Mundella said he had already stated that he did not proposo to extend Standing Order 167 to other

Bills. Standing Order 156 would still hold good, inasmuch as it did not appear to him to have any bearing upon the
question. He had no intention of amending the Joint-stock Companies Act so as to abrogate the rule that no divi-
dends should be payable exceptout of the profits arising from the bvisiness of the company.

No. 12.
The Agent-Genebal to the Colonial Teeasueee.

Sib,— 7, Westminster Chambers, London, S.W., 23rd March, 1886.
I transmit to you herewith copy of the correspondence which has passed between the

Bank of England and myself on the subject of charging interest to capital during the construction
of public works. You will perceive that the opinion of the Governor and Deputy-Governor is
adverse to the adoption of the principle by the Government, and I telegraphed this to you on the
18th instant.

I have not yet heard from Lord Iddesleigh. I have, &c,
The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Copies of Telegrams referred to in No. 12.
Agent-General, London. (Received sth March, 1886.)

Have youreplies Iddesleigh Gladstone ? and their nature ? Wellington, sth.

Treasurer, Now Zealand. London, 18th March, 1886.. . . . Interest capital: Bank of England's opinion adverse

Enclosures in No. 12.
The Agent-Generalto the Bank of England.

Sib,— 7, Westminster Chambers,S.W., 23rd February, 1886.
Adverting to the conversation I recently had with you respecting the principle of allowing interest to be

charged to capital during the construction of large public works, I now beg permission to enclose a copy of a despatch
I received from my Government some time ago, in which I was instructed to make inquiries as to the view likely
to be taken in England by the Bank, and by financiers of high authority, in regard to the applicationof that principla
to railways in the colonies.

You arc familiar, as I am well aware, with the fact that the principle has received the sanction ofParliament in
the case of several private companies here, as well as in the case of the Government railway system in India. It
therefore appears to have been officially recognized that the payment of interest during construction may be aa
legitimate in the case of public works constructed with public money, and where the taxpayers are therefore
concerned,as it is in the case of lines constructed entirely by private enterprise,and where private shareholders only
are affected.

The question, however, is, how far the applicationof the principle to Government railways in Now Zealandwould
be looked at in the City; and I need not say that my Government would attach the highest value to the view that
theBank might take upon the matter. I venture, therefore,to hope that I may be favoured with the opinion of
yourself and the Deputy-Governor, for the information and assistance of my Government.

I have, &c,
The Governor of the Bank of England. F. D. Bell,
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The Bank of England to the Agent-Geneeal.

Sin,— Bank of England, E.C., 16thMarch, 188(3.
Your letter of the 23rd February arrived when the Governor was absent on account of illness ; hence the

reason of the delay in our replying to it.
Wo have read the copies of despatches you sent in reply to the letter of the Colonial Treasurer of New Zealand,

dated the 2Gth September, 1885, and they seem to us to exhaust the subject of the principle of allowing interest to bo
charged to capital during the construction of large public works, so far as custom is concerned ; but the cases cited by
you refer to private companies, and cannot, wo think,be made a precedent for a large and responsible Government to
follow.

We submit that it would be very inexpedient that the Government of Now Zealand, or any Colonial Government,
should alter tho basis on which their loans have hithertobeen offered in this country. The credit of everycolonymust
depend upon the judicious and careful administration of its finances, and tho faith in the minds of the investors that
the Government will not increase the indebtedness of the colony beyond the amount absolutely necessary for tho
developmentofits resources, and that theworks forwhich the loans are made do not outrun the capacity of the colony
to make them reproductive.

The indebtedness per head of the population of Now Zealandis larger than that of any other colony. This fact is
frequently brought into prominent notice ; and we think it is important to avoid any change of system which, though
it may resolve itself into merely a book entry, might, to an investor's mind, throw a doubt upon the credit of a colony
which at present stands high in the estimation of the public.

Under these circumstances we are of opinion that it would not bo expedientto charge interest on the capital cost
of public works of New Zealand during construction, instead of defraying it, as hitherto, out of the consolidated
revenue. We are, &c,

James P. Cureie, Governor.
Sir Francis Dillon Bell, K.C.M.G.,7, Westminster Chambers,S.W. M. W. Collet, Deputy-Governor.

The Agent-Geneeal to the Bank of England.

Gentlemen,— 7, Westminster Chambers, S.W., 17thMarch, 1886.
I have the honour to acknowledge your letter of yesterday, convoying your opinion on the subject of charging

ofinterest to capital during construction of public works, and Ibeg leave to return you my thanks for this communica-
tion, which I shall at once transmit to my Government. I have, &c,

The Governor and Deputy-Governorof the Bank of England. F. D. Bell.

No. 13.
The Agent-Genekal to the Colonial Tbeasueee.

Sib,— 7, Westminster Chambers, London, S.W., 25th March, 1886.
In my letter of the 18th February, No. 221, I informed you that I was in communication

with the India Office to ascertain how far the principle of charging interest to capital had been
appliedin the Indian railway system. I now beg permission to enclose copy of the correspondence
which has taken place.

You will perceive from the India Office letter that the railway system of India, as at present
in operation, is under the three heads of "State," "guaranteed," and "assisted" lines. In the
case of the State lines, the required capital is found by the Government of India, who debit the
undertaking with i per cent, interest on the sums expended until its earnings are sufficient to
provide for the charge. In the case of the guaranteed and assisted lines, the contracts with the
companies provide for the payment of interest during construction out of the revenues of India.

In the Financial Statement of Sir Auckland Calvin,published yesterday at Calcutta, it is stated
that, while the Famine Insurance Fund for 1885-86 had amounted to the normal amount of
£1,500,000, theestimate for 1886-87 is only to be for £1,361,000, the balance being assigned to
the payment of interest during construction to the Indian MidlandCompany, whose railway forms
part of the network of lines to the prosecution of which the fund is partly devoted. The objection,
therefore, to which I referred in my letter of 18th February, No. 221, as having so long existed
against applying any part of the fund to the payment of interest during construction has now
been waived.

By next mail I shall send you, from the contracts between the Secretary of State for India
and some of therailway companies, the precise terms in which the power to pay interest out of
capital has been conferred. I have, &c,

The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Enclosures in No. 13.
The Agent-Genebal to the Undee-Secbetaey of State for the Colonies.

Sib,— 7, Westminster Chambers, S.W.,18th February, 188G.
Ibeg permission, on behalf of the New Zealand Government, to lay before Earl Granville a request that ho

maybe pleased to move the Secretaryof State for India to favourme with information on the following subject.
In the session of 1884a Committee of the House of Commons presented a report to the House on the subject of

Indianrailways, reviewing tho proposalsmade up to that time by the Government of India for extending the railway
system in that country. Those proposals involved an extended applicationof the principle, which had already been
sanctioned in many cases, of allowing interest to be paid out of capital during construction; and I gather from the
report, and the evidence given before the Committee on the part of the Indian Government, that the principle itself
was entirely accepted for future railways.

A similar question isnow under the consideration of my Government—as to how far tho application of the same
principle would be legitimate in the case of State railways constructed by a Colonial Government out of public funds ;and the chief points to be determined appear to be, to some extent, analogous to those which have been so fully con-
sidered by thoImperial and Indian'Govornments in theease of the Indian lines. Itwould be of the highest value to
New Zealand if the Secretary of State for India would be pleased co communicate to mo, for tho information of my
Government, such particulars as his Lordship may think right to give as to the extent to which the principle has been
actually applied in India, and will bo recognized in future extensions of tho Indian railway system.

I have, &c,
The Under-Secretary of State for tho Colonies. P. D. Bell.
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Mr. Beamston, Colonial Office, to the Agent-General.

Sib,— ■ Downing Street, 23rd March, 1886.
Inreply to your letterof the 18th ultimo, requesting information respecting the payment of interest out of

the Capital Account during construction, as applied to the Indian railway system, I am directed by Earl Granville to
transmit to you a copy of a letter from the India Office, with its enclosures, on the subject.

I am, &c,
The Agent-General for New Zealand. John Bramston.

The India Office to the Colonial Office.
Sir,— India Office,S.W.,4th March, 1886.

I am directed, in reply to your letter dated the 25th ultimo, to furnish Earl Granville with the following
information for communication to the Agent-General for New Zealand.

The railway system of India, as at present in operation, falls under three heads—viz., " State," "guaranteed,"
and " assisted " lines. In the ease of the first, the required capital is found by the Government of India, who debit
the undertaking with 4 per cent, interest on the sums expended on it until the earnings are sufficient to providefor
this charge ; and the interest charges so standing against the receipts of a railway are always shown in the accounts
until the earnings finally wipe them out. With regard to guaranteed and assisted lines, the contracts made with the
companies employed in constructing them provide for the payment of interest out of the revenues of India, both
during construction and for longer periods. Copies of contracts are herewith forwarded for the information of the
Agent-General for New Zealand, in clause 1G of which will be found a descriptionof the course which is followed. In
the case of the Bengal and North-Western Railway Company, which has undertaken operations without any help
from the Government of India beyond free grants of land, the payment of interest out of capital during construction,
at the rate of 4 per cent, on the capital subscribed, has been recognized by the Secretary of State for India inCouncil,
by clause 43 of the contract,copy of which is enclosed. 1 have, &c.,

The XJnder-Secretary of State,Colonial Office. J. A. Godley.

Extbact from the Contbact with the Bengal and North-Western Railway Company.

Section 43. In the Capital Account shall be entered all such of the expenditureand receipts by or on behalf of the
company in respect to its general undertaking contemplated by this contract as are properly attributable to capital :
Provided that the company may, during the original construction of the railway and works specified in the 3rd
section of this contract, but for no period subsequent to the 31st December, 1887, if authorized so to do by its con-
stitution, pay out of capital any sums by way of interest on the amounts from time to time bondfide paid up on the
issued share-capitalof thecompany, not amounting, with the net interim earnings of the company, to more than 4
per cent, per annum on the sums in respect of which the interest is paid ; and may in like manner also pay out of
capital any sums by way of interest on the capital for the time being borrowed by the company under the provisions
of section 41 of this contract. The moneys paid out of capital under this section may be charged to Capital Account
aspart of the original cost of construction.

No. 14.
The Colonial Teeasueee to the Agent-Geneeal.

Sib,— Treasury, New Zealand, Wellington, 21st May, 1886.
I have the honour to acknowledge the receipt of your further letters, Nos. 302, 309, 355,

and 362, of the 11th, 12th, 23rds and 25th March respectively, containing additional information
regarding the practice of charging interest to capital account duringconstruction of works, and the
opinions of eminent authorities on the subject.

I beg to thank you very heartily for your ready response to myrequest to youto make inquiries,
and the evident pains you have taken, not only in collecting information, but also in selecting and
compiling it so as to enable it to be readily seen to what extent the practice is in vogue, and how it
is viewedby those persons most competent to judge of its merits and utility. lam having the
papers printed, and purpose laying them before Parliament.

I have, &c,
The Agent-General for New Zealand, London. Julius Vogel.

No. 15.
The Agent-General to the Colonial Tbeasueee.

Sib,— 7, Westminster Chambers, London, S.W., 19th April, 1886.
In contination of the letters I have written to you on the subject of charging interest to

capital during construction, I now enclose copy of a memorandum lately written by the Earl of
Eedesdale upon Standing Order No. 128 of the House of Lords. I regret to say that pressure of
work of various kinds prevents me from referring to the subject further by this mail.

I have &c,
The Hon. the Colonial Treasurer, Wellington. F. D. Bell.

Enclosure in No 15.
Pbivate Bills.—Memorandum respecting Standing Order No. 128. (No Interest out of Capital to be paid on

Calls.)—Laid on the Table by the Chairman of Committees.
Considerable misapprehensionexists as to the effect of the clause which, in compliance with the Standing Orders,
is inserted in railway and other Bills to prohibit the payment of interest out of capital. Persons whose interest it is
to induce the public to subscribe to new parliamentary undertakings have attacked the Standing Order as imposing
an artificialrestriction onraising capital, and somewhat similar language has been used in both Houses of Parlia-
ment. As a matter of fact, the clause only declares the general law. Payment of interest out of capital is contrary
to the generalprinciples of law applicable to all trading companies.

One of the greatest of living lawyers, Lord Justice Lindley, says, in his book on Partnership (4th cd. p. 793),
" With respect to companies, there are reasons why capital and money borrowed should not be applied in making
payments to shareholders, even though theymay all consent. In the first place, such an applicationof the money is
calculated to deceive thepublic, and can hardly be used for any honest purpose ; and, in the next place, capital raised
or money borrowed, in order to carry on the business of the company, cannot be properly appliedfor such a wholly
differentpurpose as thatof paying dividends tothe shareholders." Strong examplesof the applicationof this principle
of law will be found in jRe National Funds Assurance Company, 10 CD. 118; and Plitcroft's case, 21 CD. 520.
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The same principle has been recognized and adoptedby the Legislature, as toparliamentary companies, in "The

Companies Clauses Consolidation Act, 1845," section 121, and, as to limited companies, in " The Companies Act,
1862," Schedule Table A., Art. 73.

It is quite clear that the omission of the Standing Order clause from the special Acts of a Parliamentary
company would not enable the company legally to pay dividends out of capital. If this is to be done, Parliament
must go further and expressly legalise such payment; that is, Parliament must enact that a particular company
may do that which is by the general law of the land illegal. Is there adequate reason for such a change, either
generally or in particular cases ? i

The only instance since the Standing Order has been in force, about thirty-eight years, in which payment of
interest out of capital has been authorized, is "The Regent's Canal, City, and Docks Railway Bill, 1885." In
the session of 1883 the House of Commons, by a majority of 131 to 123, altered their Standing Order,and allowed the
Committee on the Bill to authorize payment of interest out of capital if they thought fit on certain conditions. As
uniformity in the Standing Orders of the two Houses is verydesirable, the Chairman of Committees, though not
himself in favourof the change, considered it his duty to propose a similar alteration, m order to take the opinion of
the House on the question,and the House, after debate, and without dividing, maintained their Order. Towards the
end of the session of 1885 thecase of the Regent's Canal Bill came up for discussion, and the importance of providing
work for the unemployed of London was stronglyurged. The House, by a majority of 46 to 37, suspended the Stand-
ing Order, as itwas said, " on eleemosynary grounds," " to avoid the inconvenience of stopping the expenditure of
money in support of labour at a time ofextreme and almost unprecedented calamity," and allowed the insertion of a
clause to authorize the payment of interest out of capital. In spite of this,but little capital has been subscribed np to
the present time, and no work of anykind has been begun.

The general arguments in favour of a change are : (1.) That investors will not take shares in new undertakings
unless some return in the nature of interest is secured to them during the unremunerative period required for
construction. It is admitted that to put £100 into a new undertaking and receive back £20 of it by way of interest
at 4 per cent, for five years is much the same thing as to put £80 into the undertaking and keep the remaining £20 at
a banker's, and draw out £4 a year for five years. But it is urged that in practice men will not trust themselves to
spread the enjoyment of the £20 over the five years, and, therefore, will not subscribe to new parliamentary under-
takings unless Parliament providesprotection for them against themselves. Besides this, the capital of a parlia-
mentary undertaking is not called up at once. Calls are made as money is wanted for the purchase of land and
construction of works, and if a shareholder is to receive interest on the call he has paid, that verycall must be made
larger than it would otherwise have been in order to provide the interest. Thus, if payment of interest out of capital
were sanctioned, the shareholders would, in the actual working of the system, simply give with one hand in order to
receive with the other. Itwill be noticed that a shareholder is entitled,under " The Companies Clauses Consolidation
Act, 1845," section 24, and the Standing Order,to interest on money advanced by him beyond the amount of calls
actually made.

(2.) Another argument is that under the existing system a guarantee by tho contractor of interest during
construction is, in fact, frequently resorted to as the readiest and, perhaps, only means of getting the capital
subscribed, and that this guarantee is taken into account in the tenders for tho contract; from which it follows that,
though the whole capital is ostensibly employed in construction, a certain part of it is really applied in paying
interest.

In reply to this it will probably be conceded that tho principle of the Standing Order is not bad simply because it
may be in some eases illegally evaded; and evasion is, nodoubt, less easy and more dangerous nowthan it wasformerly.

Itmaybe fairly surmised that the real though not the ostensible reason for the change is that the promise of the
payment of interest during construction offersa tempting bait to small capitalists. If Parliament expresslysanctions
such payment this can be represented as a strong proof of confidence in the success of the undertaking. The
prospectus, of course, would speak of interest only; it would not tell the intending investor that he will simply
receive back part of tho capital which he has subscribed. To him the great fact would be that if he subscribed £100
for £100 capital in the company, his investment would bear fruit at once ; he would receive interest at a given rate for
a given period, and at the end of theperiod would be just as well off as before ; he would still have his £100 capital in
the concern, and the interest he had received would be so much pure gain.

Itwould be waste of time to point out the reasons which should preventParliament giving a deliberate sanction
to a system capable of being worked as a means of deception. The system stands condemned in the words ofLord
Justice Lindley, already quoted,as one which "can hardly be used for any honest purpose." But it is material to
add that the parliamentarysanction of the payment by companies ofinterest out of capital is almost equivalentto an
admission of the claims ofinvestors to somereturn by way of interest on their investments until the concernbecomes
remunerative. This will give rise to many difficulties. If the payment of interest out of capital is limited by the Act
of incorporation of the company to five years, and the time forcompletion, asveryoften happens, has afterwards tobe
extended, must not the payment of interest be extended also ? Difficulty also may arise if the companyneeds
additional capital. It is often hard enough, under the present system, to place additional capital, except at a
discount: itwill be still harder if a man is asked to pay £100 for that amount of additional capital, while anoriginal
subscriber holds the sameamount of capital, but has had perhaps £20 out ofhis £100returned into his pocket under
thename of interest.

If the promoters ofthe change are right in tho only serious argumentwhich theyadvance—namely, that investors
will not take shares in new undertakings unless some return is secured to them during the unremunerative period
required for construction, this difficulty can bo partially met, as the law now stands, by thedirectors inviting
such shareholders as wish to do so to pay up their shares in full on allotment, and thus entitle them-
selves to interest on their payments in advance of calls. If this is considered inadequate, the Committee on the
Bill might be empowered either (A) to insert a clause requiring the company to receive from any shareholder who
makes the tender a sum of money on deposit, to be returned to him by equal instalments during a given period,
such deposit to be in addition to and independent of the shares, and not to pass by a transferof the shares unless
expressly assigned, or (B) to authorize the company, in addition to the permanent capital, to issue a proportionate
amount of temporarycapital, to be returned to the shareholders by instalments during a given period, such temporary
capital to be employed only for the purpose for which it is subscribed, and not to be entitled to dividend. There is no
serious difficulty in working out either of these methods in such a way that the real nature of the transaction cannot
be mistaken, and that no principle of law or parliamentary practice is infringed. A clause to the effect of (B) was
at one time actually inserted in the Manchester Ship Canal Bill of last session. But will the public be tempted by
the promise of interest during construction if they clearly understand that it is simply so much of their own. capital
returned to them 1

Suggested Forms of Standing Order.

(A.)
No interest out ofjcapital to be paid on calls under Railway Bills.

128. A clause shall be inserted in everyRailway Bill prohibiting the payment of any interest or dividend out of
any capital which the company have been ormay be authorized to raise, either by means of calls, or of any power of
borrowing, to any shareholder on the amount of the calls made in respect of the shares held by him, except such
interest on money advanced by any shareholder beyond the amount of the calls actually made as is in conformity
with " The Companies Clauses Consolidation Act, 1845," or " The Companies Clauses Consolidation (Scotland) Act,
1845," as the case may be ; provided that the Committee on'the Bill may, if they think fit, insert a clause requiring
the company to receive on deposit from any shareholder who makes the tender a sum of money not exceeding an
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amount to bo prescribed, and to repay such deposit-money to the depositor, his executors, administrators, or assigns,
by equal half-yearly instalments. Such deposit-money to be in addition to and independent of the shares in the
company, and not to pass by a transferof the shares unless expressly assigned.

(B.)
No interest out of capital to be paid on calls under EailwayBills except under certain conditions.

128. A clause shall be inserted in everyEailway Bill prohibiting the company from paying any interest or divi-
dend out of any capital which they have been or may be authorized to raise, either by means of calls or of any power
of borrowing, to any shareholder on the amount of the calls made in respect of the shares held by him, except such
interest on money advanced by any shareholder beyond the amount of the calls actuallymade as is in conformity with
" The Companies Glauses Consolidation Act, 1845," or " The Companies Clauses Consolidation (Scotland) Act, 1845,"
as the case may be, and except such interest (if any) as theCommittee on the Bill may, according tothe circumstances,
think fit to allow, subject always to the following conditions, which shall be inserted in the Bill by proper clauses, as
the case may require :—(1.) The Committee shall ascertain what amount of share-capital, together with tho corresponding amount of

loan-capital, is required for the purposes of tho undertaking to which capital is properlyapplicable. Such
capital shall be appliedexclusively to those purposes, and shall be the onlypermanent capital authorized
by the Bill.

(2.) In order to provide for payment of interest on the amount from time to time paid up in respect of shares at
such rate, not exceeding 4 per cent., and during such period, not extending beyond the time allowed for
completion, as tho Committee may prescribe, the Committee may make a temporary addition to tho Com-
pany's capital by increasing rateably the nominal value of the shares. The amount so added to each
Bhare (in this Order referred to as " the added part ") shall be the sole security for the payment of such
interest, and shall be applied by the directors exclusively to tho payment of such interest in accordance
with the provisions of the Bill, and shall not bo entitled to any dividend declared out of profits, and shall
not be deemed to bo capital within the meaning of Standing Order 112.

(3.) Tho sum required from time to time for payment of interest shall be included in the calls made on the
shares. Kvery resolution authorizing a call shall distinguish the amount to be called up on each share for
the purpose of paying interest, and that amount, when paid, shall be deemed to bo paid up in respect of
the added part of the share.

(4.) No person paying a call shall be bound to see to the application of the money paid, and no person shall be
liable beyond the amount unpaid on the added part of his shares for any default which may be made by
the Company in payment of interest.

(5.) The company shall have a lien on all interest due or to become duo to any shareholderin respect of his
shares to the extent of all calls duo thereon.

(6.) At the expiration of tho periodprescribed for payment of interest, the permanent capital shall become and
shall thenceforthbe tho only share-capitalof the company, and the nominal amount of everyshare in the
company's capital shall be reduced to its nominal amount in the permanent capital. At the same time
all liabilityfor future calls in respect of so much of the added part of the shares as has not been called up
shall be extinguished, except so far as any interest may remain unpaid.

(7.) In any case in which the Committee on tho Bill think fit to allow interest in respect of additional capital,
the foregoing rules shall mutatis mutandis apply, and provisions shall bo mado for distinguishing such
additional capital until the expiration of the time prescribed for payment of interest.

(8.) Trust funds in which two or more persons are or may be successively interested shall not, without express
authority in the instrument creating thetrust, bo invested in any share capital in respect of which interest
is payable.

Payment of interest on calls shall not be deemed for any purpose payment of dividend on ordinary
capital.

(9.) Notice of the effect of the foregoing provisions, so far as applicable, shall be indorsed on the certificatesof all
shares in respect of which interest is payable.

(10.) Notice of the company having power to pay interest shall be given in everyprospectus, advertisement,or
other document of the company, and of any promoter, director, or agent of tho company, inviting subscrip-
tions for shares, and every suchprospectus, advertisement, or other document shall distinguish the amount
of capital applicable to the payment of interest, and shall stato in general terms the conditions on which
such capital is issued, and the mode in which it will be extinguished.

(11.) The half-yearly accounts of the company shall show the amount on which, and tho rate at which, interest
has beenpaid;

and the company shall be authorized by the Bill to pay interest accordingly, but not further or otherwise.
There shall be inserted in every Bailway Bill provisions making liable to severe penalties, recoverable summarily

by any person, or by the Board of Trade, any director or officer or agent of the company who shall, directly or indi-
rectly, pay or procure to bo paid any interest or dividend contrary to tho provisions of tho Bill, and making illegal and
void any contract enteredinto by the Company, or the promoters or directors or agents thereof,or any of them, under
which payment of any interest or dividendshall bo directly or indirectly providedfor contrary to the provisions of the
Bill.

[ApproximateCost ofPaper.—Preparation, Nil; Printing (1,350copies), £54 ss.]

Authority: Geobge Didsboey, Government Printer, Wellington.—lBB6.
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