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TErRMS OF REFERENCE.

To consider and report as to—

(i) the nature and terms of the Agreements made between the Government
and the Railway Companies relating to the possession by the
Government of the undertakings of the Companies;

(ii). the possible extent of the outstanding liabilities of the State there-
under, according to the interpretations which may be placed upon
such Agreements;

(ii1) whether, with due regard to cost, any further steps should be taken
to secure that the interests of the State in reference to such Agree-
ments are adequately safeguarded;

and generally to make such recommendations as appear desirable in the circum-
stances :




Tul the Ricnr HonourasLe Sik ERIC GEDDES, G.C.B, G.BE., MP,
Minister of Transport.

SIR, . : _

On the 24th September, 1920, you appointed us a Committee to enquire
into the Agreements made between the Government and the Railway
Companies, relating to the possession by the Government of the undertakings
of the Companies, and to report to you on the various matters specified in our
Terms of Reference. _ L

We have met on 17 days and have taken evidence from the following
witnesses :—

Sir J. George Beharrell, D.8.0., Director-General of Finance and
Statistics, Ministry of Transport. )

Sir William F. Marwood, K.C.B., Director-General of Public Safety
and General Purposes, Ministry of Transport; formerly Joint
Permanent Secretary, Board of Trade. .

Sir Alexander Gibb, G.B.E., C.B, Director-General of Civil
Engineering, Ministry of Transport.

Sir Albert Wyon, K. B.E., Senior Partner of Messrs. Price, Waterhouse
& Co., Chartered Accountants; Government Accountant.

Sir William Plender, G.B.E., Senior Partner of Messrs. Deloitte,

Plender, Griffiths & Co., Chartered Accountants; Government

Accountant.
Sir Alexander Kaye Butterworth, Genera] Manager, North Eastern
Railway, Member of late Railway Executive Committee.

The circumstances under which Sir Alexander Bufterworth’s evidence was
given are indicated at the commencement of his Proof (Appendix XXVI)
At our first meeting we came to the conclusion that it was undesirable that
the investigation should be prejudiced by public discussion, on the basis of a
artial disclosure of the evidence, of the complicated and far-reaching issues
involved, and we accordingly decided to sit in private and to reframn from
publishing the evidence currently. We are of opinion, however, that in the
event of our Report being made publie, it is desirable that the Minutes of
Evidence and Appendices should be published at the same time.

CHAPTER I
PRELIMINARY.

1. The Agreements, as to the nature and terms of which we were desired to
report, are contained in a mass of documents and correspondence extending over
a period of several years. :

- No document exists which records any clearly defined agreement between the
Government and the Railway Companies, so far, at all events, as to cover the
details of its application, and while the principles intended to govern the arrange-
ment were laid down at the outset of the transaction and defined in a short memo-
randum, it was inevitable that points of detail should continually arise which
required settlement, and arrangements to meet the exigencies of the moment were
adopted, sometimes with the approval of the Board of Trade and of the Treasury,
sometimes with the authority of the Government Accountants, and sometimes even
with the authority of the Railway Executive Comniittee alone. These arrange-
wents were again frequently subject to further change to meet the changed cir-
cumstances. Not unnaturally an agreement of such a character has proved lack-
ing in definition and precision, and susceptible to varied interpretations.

In the circumstances we think it desirable to state clearly at the outset the
standpoint from which we have approached the matters referred to us.

The interpretation of agreements is normally a matter of law, and there
would appear to be room for wide differences of opinion as to the strict legal con-
struction to be put upon the numerous financial arrangements, to a large extent
loosely defined, that have from time to time been made between the Government
and the controlled Railway Companies. This Committee is not competent to
express legal dicta, and we do not apprehend that anything in the nature of legal
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interpretation was desired of us. We wish, however, to record unequivocally
that we have made no attempt to deal with questions of legal construction, and to
disavow in advance any intention of expressing opinions, or putting forward
argaments, as to the strict legal position between the parties.

To some extent it has been necessary, in order to form judgments as to the
merits of particular portions of the agreements or their effects in varying circum-
stances, to consider what were the intentions of the parties underlying the
original agreement, and the subsequently agreed interpretations or amplifications
of it, in so far as these intentions are expressed or implied by the documents, or
can reasonably be deduced from the surrounding circumstances. From time to
time in the course of this Report there will accordingly be found arguments based
upon views we have formed as to the intention of the parties. Our primary
object, however, has not been to interpret the documents by reference to the inten-
tions underlying them.

The task we have set ourselves has been rather to examine the documents and
the construction which has, in practice, been put upon them, to consider their
operation in the light of present knowledge, and to endeavour to interpret the
agreements, not by a narrow construction of the terminology of documents, or by
a mere revision of the intentions underlying them, but on the broad ground of
principle upon which they were expresseg to be founded at the outset.

2. In order that the attitute that we have adopted may be understood and
appreciated, it is desirable to indicate the manner in which the various agree-
ments have from time to time been negotiated.

The negotiating parties were, on the one side, the responsible officials of the
Board of Trade and the Treasury, and, on the other, the General Managers of
twelve of the more important Railway Companies. The choice of the latter bod;
was due to the fortuitous circumstance that there was in existence, readily avail-
able, a Committee—the Railway Executive Committee—which had been set up for
another purpose, namely, to exercise operating control of the railways on behalf of
the Government. These General Managers were not in a position to commit the
Companies generally, or even their own Companies, to the acceptance of any par-
ticular agreement, but their commendation was naturally of considerable weight
with the respective Boards of Directors.

The discussions which took place were to a large extent personal and in-
formal; the * agreements ” concluded were in the nature of periodical interpreta-
tions of a general understanding, which was Dever completely and exhaustively
recorded. The original Agreement, though in formal terms, was one the applica-
tion of which, even if the conditions obtaining in August, 1914, had remained
substantially unmodified, would obviously raise many points of detail for subse-
quent discussion, and, in fact, as time went on and economic conditions altered, a
number of important questions, which were not specifically covered by the terms of
the original formula, were raised by the Railway Executive Committee.

While giving full recognition to the public-spirited attitude adopted through-
out by the members of the Railway Executive Committee, 1t 18 necessary to point
out that their position in regard to the negotiations was one of advantage. They
were experts dealing with their own subject, whereas the officials with whom they
negotiated were not experts, and were overwhelmed with the consideration of
other important matters. We do not minimise the fact that the Board of Trade
and the Treasury sought the advice in regard to accounting questions of two
eminent Chartered Accountants. Despite this, we are of opinion that to say
that the Railway Companies were in an advantageous bargaining position 18 a
true statement of the case, and in putting it forward we do not desire to suggest
that they were actuated by improper motives or took undue advantage of the
position in which they found themselves. '

Circumstances being as they were, however, it is not surprising that as time
went on the interpretations and amplifications of the original Agreement resulted
in a gradual bettering of the bargain in favour of the Railway Companies. The
points that were brought up were brought up from the Railway side; they were
points in regard to which the Railway Executive Commitiee thought that, without
interpretation or amplification, the Companies would be damn ed. There was
consequently a gradual definition of the Railway Companies’ rights under the
Agreement, while there was no corresponding aeﬁnlthn of the rights of the
Government. The result of this process is clearly seen in the fact that there is
an almost complete absence of reciprocity in the detailed arrangements.



7

It is probable that the consequences of what can only be described as a lament-
able lack of precision in many ot the documents would not have been considerable
had the period of possession been limited to the actual war period.

It is easy to be wise after the event, and the Committee hesitate to attach
undue blame to the Government for lack of prevision, having regard to the sur-
rounding circumstances. .

It must be remembered that the war came on the country like a bolt from
the blue. Results were everything; financial considerations of comparatively
small account. No experience existed which would offer any guide, such as was
subsequ(-i:intly enjoyed when the control of Industry in other directions came to be
undertaken, *

Moreover, there is no doubt that it was the general opinion that the war
would not be of long duration. It was therefore necessary to do nothing more
than make a provision which would be perfectly satisfactory on the assumption
that it is intended for but a limited time. . _

It was recognised from the outset that the nature of the agreement into which
the Government had entered was such as to impose a position of trust on the
Companies, and in a Circular Letter dated 13th August, 1914, the Railway
Executive Committee recorded their view of the position in the following terms : —

“ It is hardly necessary to point out that the arrangement is one which
in spite of its great convenience both to themselves and the Companies, the
Government could not have agreed to, had they not been assured of the
absolute good faith of the Companies, and had they not felp certain that
they coulg rely on all officers of the Companies concerned acting loyally up
to the spirit of the arrangement.” _

We desire unequivocally to record our opinion that througnout the negotia-
tions the Members of the Railway Executive Committee realised this spirit to the
full—a, spirit which was consistently exhibited in Circular Letters issued from
time to time to the individual Companies.

3. The fact that the Agreements have been entered into and carried out in Seitlement
the manner indicated above involves that outstanding questions should be similarly of Out.
dealt with. It would be a matter for regret if the spirit of mutual trust and ’gﬁ‘;g;i’(’)gs
fair dealing which has hitherto characterised both the negotiation of the Agree- '
ments and their application were to give place, in the final settlement, to one of
tenacious insistence upon documentary rights,

It is unfortunately the case, however, that the conditions which promoted
the personal and informal discussion of the Agreements, and their interpretation
during the war, no longer exist. The Railway Executive Committee has been
dissolved, and though some of its members are still associated in the General
Managers’ Committee they are no longer in any fiduciary relationship with the
Government. War enthusiasm and the spirit which flowed from it have to a large
extent departed, and indeed it is natural that in the changed conditions of to-day
the Railway Companies should be concerned to protect their shareholders.

We do not suggest that the members of the late Railway Executive Committee
and those immediately associated with them will not be found willing to negotiate
a settlement of outstanding questions in the same spirit of reasonable accommoda-
tion that characterised the negotiation of the Agreements, but there is the difficulty
that whereas that negotiation was carried on informally and personally, with an
unauthorised body of l%lailway Managers, the settlement must be with the individual
Companies, all of whom may not have the same appreciation of the underlying
spirit of the Agreements as has been evidenced by members of the Executive Com-
mittee. As early as 1916, the Executive Committee found that no less than 23
Companies were incurring expenditure on maintenance, at the cost of the Govern-
ment, which appeared to be excessive. A meeting of representatives of these
Companies was held, at which members of the Railway Executive Committee
impressed upon them the honourable obligation undertaken by the Railway Execu-
tive Committee to see that advantage was not taken of the Agreements to improve
railway undertakings at the expense of the State; in the report of this meeting,
submitted to the Railway Executive Committee, it was stated that the meeting had
not been without advantage in the case of some Companies not closely associated
with the Committee. If the attitude of the Members of the Railway Executive
Committee was not shared by all the Companies in the early years of the war, it is
less likely that it will be so shared now.

Owing to incomplete definition of the rights of the Government, constructions
are being put upon the Agreements which appear to us to be inequitable, and
opposed to the intention of the representatives of the Government and the Railway
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Companies by whom they were negotiated. The settlement of these questions is in
reality the continuation and completion of the process of interpretation to which
we have referred.

CHAPTER I1.
ORIGINAL AGREEMENT AS TO DEFICIENCY OF NET RECEIPTS.

1. The relations which have subsisted between the Government and the
controlled Railways of Great Britain and Ireland during and since the war, have
their origin in the Regulation of the Forces Act, 1871, the relevant provisions of
which are as follows :—

“16. When Her Majesty, by Order in Council, declares that an emer-
gency has arisen in which it is expedient for the public service that Her
Majesty’s Government should have control over the railroads in the United
Kingdom, or any of them, the Secretary of State may, by warrant under his
bhand, empower any person or persons named in such warrant to take
possession in the name or on behalf of Her Majesty of any railroad in the
United Kingdom, and of the plant belonging thereto, or of any part thereof,
and may take possession of any plant without taking possession of the
railroad itself, and to use the same for Her Majesty’s service at such times
and in such manner as the Secretary of State may direct; and the directors,
officers, and servants of any such railroad shall obey the directions of the
Secretary of State as to the user of such railroad or plant as aforesaid for
Her Majesty’s service.

“ Any warrant granted by the said Secretary of State in pursuance of
this section shall remain in force for one week only, but may be renewed
from week to week so long as, in the opinion of the said Secretary of State,
the emergency continues.

“ There shall be paid to any person or body of persons whose railroad or
plant may be taken possession of in pursuance of this section, out of moneys
to be provided by Parliament, such full compensation for any loss or injury
they may have sustained by the exercise of the powers of the Secretary of
State under this section as may be agreed upon between the said Secretary
of State and the said person or body of persons, or, in case of difference,
may be settled by arbitration in manner provided by ‘ The Lands Clauses
Consolidation Act, 1845,

‘“ Where any railroad or plant is taken possession of in the name or on
behalf of Her Majesty in pursuance of this section all contracts and engage-
ments between the person or body of persons whose railroad is so taken
possession of and the directors, officers, and servants of such person or body
of persons or between such person or body of persons and any other persons

~ in relation to the working or maintenance of the railroad, or in relation

to the supply or working of the plant of such railroad, which would, if such
possession had not been taken, have been enforceable by or against the
said person or body of persons, shall during the continuance of such posses-
sion be enforceable by or against Her Majesty.

“ For the purposes of this section ‘ railroad ’ shall include any tram-
way, whether worked by animal or mechanical power, or partly in one way
and partly in the other, and any stations, works, or accommodation belong-
ing to or required for the working of such railroad or tramway.

“ ¢ Plant ’ shall include any engines, rolling stock, horses, or other
animal or mechanical power, and all things necessary for the proper work-
ing of- a railroad or tramway which are not included in the word
‘ railroad.’ 7 - :

2. Acting under the powers thus conferred upon him, the Secretary of State
for War took possession of the controlled Railways of Great Britain as from mid-
night, 4th-5th August, 1914. The warrant under which possession was taken was
valid for one week only, and was in fact renewed weekly until August, 1919, when
statutory provision in the Ministry of Transport Act rendered its continuance
unnecessary. _ ) . . o

In September, 1916, the Chairman of the Railway Companies Association
was informed by the President of the Board of Trade that * the Government
undertakes to extend the period of guarantee of met receipts to two years after
the termination of the war.” It was stated in evidence that this extension was
given in order to induce the Companies to re-open negotiations with the men’s
Unions, with a view to averting a threatened strike at & crucial period. The
Companies had asked for a considerably longer extension.
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By provision in the Ministry of Transport Act, 1919, Section (3) (1) (), the
Government took upon itself a statutory obligation to retain possession for a
period of two years from the passing of the Act, i.e.,, up to 156th August, 1921,
“ on the same terms as to compensation as those heretofore in force.” In the
absence of this provisior, which was regarded as a fulfilment of the undertaking
given by the Government in 1916, the period of control would have been even more
protracted, as, owing to the lapse of time before the final termination of the war
can be fixed, the two years would not yet have commenced to run. Even with this
limitation, however, the period of possession will have extended no less than two
years and nine months beyond the actual war period, and the Companies will have
had the benefit of a State guarantee for a considerable length of time beyond that
justified by the military needs of the country. This latter period will have
included a railway strike, a coal strike and a serious trade depression, the effects
of which, even with railway rates at an economic level, would. in the absence of a
State guarantee, have been felt by railway shareholders in the form of reduced
dividends. In obtaining from the Government, in 1916, an undertaking that the
guarantee should be extended for two years after the war, the Companies secured
afg astiﬁantage to which they would appear to have no sort of title under the Act
of 1871,

It will thus be seen that in the course of time the character of the Govern-
ment’s *° possession ’ of the Railways has undergone a complete change. It began
as a temporary control of traffic for purely military purposes, with a liability
for compensation for purely military acts; it has developed into a comprehensive
financial transaction, entirely divorced from military considerations, covering
the whole area of railway administration, and continuing long after the circum-
stances which originally justified it have ceased to exist.

3. A list of the undertakings of which possession has been taken will be
found in Appendix I, page 147. The only Railways not controlled are the London
Tube Railways and a number of isolated Light Railways throughout the country,
which were regarded as being of no military importance. The Metropolitan
District Railway was, however, taken into possession; but by special arrangement
the Government has no longer any liability in respect of the current working of
this undertaking. '

The Irish Railways were ‘‘ controlled ** as from 1st January, 1917

4 The Act of 1871, quoted above, provided that the owners of the under-
takings of which possession was taken should receive such full compensation for
any loss or injury they might sustain, by reason of the exercise of the powers con-
ferred upon the Secretary of State, as might be agreed between the parties, or in
default of agreement, should be settled by arbitration. Tt was clear that some
Companies would suffer loss of revenue by reason of Government control of traffic
for war purposes, and that those Companies would have to be compensated for
such loss. There was doubt, however, whether the Government would be en-

1y

titled to retain the abnormal receipts of those Companies whose traffic benefited.

in consequence of war requirements. The Board of Trade were anxious to over-
come this difficulty by dealing with the Railways as a whole, instead of with
individual Companies, and had suggested that for this purpose a porol of railway
revenue should be formed. The Railway Execntive Committee, however, were of
opinion that a pool was unnecessary, as in théir view the revenue of the Railway
Companies whose undertakings were taken over would belong to the Government.
The Board of Trade were advised that there was doubt as to the legal position,
and that it would be well to conclude an agreement with the Companies, as pro-
vided by the Act, defining the compensation to be paid.

Accordingly a formula was put forward by the Board of Trade. under which
the compensation to be paid was defined as being the ascertained deficiency,
as compared with the corresponding period of the previous year (or, alternatively.
of the previous three years), in the aggregate net receipts of all the controlled Com-
panies, less any amount of such deficiency attributable to causes other than the
eperation of the Requlation of the Forces Aect, 1877,

The Railway Executive Committee objected to the proposal that the average
net receipts of the previous three years should be taken as the basis of compensa-
tion, on the ground that, owing to the change in the statutory form of accounts,
introduced in 1913, the published net receipts of that year were not strictly com-
parable with the corresponding figures for 1911 and 1912, and further, that the
revenue of 1911 and 1912 had been adversely affected by exceptional circumstances.
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scuch as coal and other strikes, which had operated unevenly as between individual
ompanies :

The represeatatives of the Railway Companies also maintained that it would
be impracticable to differentiate the amount of the deficiency not due to the opera-
tion of the Act of 1871, and submitted a memorandum designed to show that a
simple guarantee of the net receipts of 1913 would, in the circumstances contem-
plated, provide a fair definition of the compensation to which the Companies were
entitled, viz., compensation for loss or injury due to the exercise of the powers of
the Secretary of State. :

It was clearly the object of the parties in these early discussions to find a
formula which should fairly assess the limited compensation to which the Com-
panies were entitled under the Act. It was made clear to the Board of Trade,
however, that an agreement on the basis of a pool of railway revenue, accompanied
by a State guarantee, which was regarded by both parties as the only form of
agreement affording the facilities necessary to meet the requirements of the emer-
gency, would not be accepted by the Railway Companies if any attempt were to be
made to limit the deficiency to be made up, under the guarantee, to the deficiency
attributable to the operation of the Act. It thus appeared to the Board of Trade
that the only means of protecting the State against undefined, and possibly large,
claims to compensation at the end of the period of possession, was to guarantee a
certain auantum of net receipts, from whatever cause deficiency might arise.

While appreciating the difficulties of the Railway Executive Committee in
accepting a guarantee which would differentiate the effects of causes other than
the operation of the Act of 1871, we are of opinion that considerable unforeseen
advantaces have accrued to the Companies in consequence of the exclusion of the
limiting words originally proposed by the Board of Trade.

5. In these circumstances it was agreed, on 6th August, 1914, that the
compensation payable under the Act of 1871 should be ascertained in accordance
with the following formula :—

““ To ascertain the compensation payable the aggregate net receipts of
all the Railways taken over durine the period for which they are taken
over shall be compared with a similar aggregate for the corresponding
period of the previous year. The ascertained deficiency shall be the amount
of compensation due. Provided that if the aggregate net receipts for the
first half of the year 1914 are less than the aggregate net receipts for the
first half of the year 1913, the ascertained deficiency shall be reduced in
the like proportion. Any question as to the amount of the deficiency shall,
in default of agreement, be determined by the Railway and Canal
Commission,” '

This formula was expressly accepted by all the controlled main line Com-
panies, but formal assent does not appear to have been given by the leased and
worked Companies. The latter have assented by implication—by accepting pay-
ments on the same basis as the main line Companies—with one exception, in which
a worked line declines to accept the 1913 basis of revenue and claims to have traffic
receipts divided in accordance with its agreement with the working Company.

If, as was then contemplated, the period of possession had not lasted
more than a few months, a guarantee of net receipts, without adjust-
ment in respect of deficiency attributable to general causes, might in all pro-
bability have provided a reasonable measure of the compensation to which the
C'ompanies were entitled under the Act of 1871, i.e., compensation for loss or
injury directly due to the exercise of the powers conferred by that Act on the
Secretary of State for War.

With the prolongation of control, and the extensive changes of conditions that
ensued, the Companies have been protected. not merely against loss or injury
resulting from the exercise of the powers of the Secretary of State under the
Regulation of the Forces Act, but against other consequences of the war arising
during the period of possession. Indeed, as we have already said, the protection
has extended far beyond the direct consequences of the war and has relieved
railway shareholders from the loss they would otherwise have sustained as the
result of post-war disturbances and depression of trade.

This protection was not shared by other Public Utility Companies, and we are
of opinion, despite our full appreciation of the great services rendered to the
Nation by the Railway Companies during the War, that it has been an advantage
to them which was not contemplated either by the Regulation of the Forces Act

~or by the original Agreement itself.
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In view of the fact that the effects of the Agreement have exceeded, in
considerable measure, not only the legal requirements of the case, but also the
intention and expectation of those who concluded it, we have considered whether
we should recommend the revision of the Agreement with a view to the Companies
being accorded compensation for loss or injury. attributable to the operation of
the Regulation of the Forces Act, and no more. We have come to the conclusion,
however, that in all the circumstances such a course is impracticable.

We are satisfied that in agreeing to pay compensation on the basis of a
guarantee of net receipts, it was intended by the Government and so under-
stood by the Railway Executive Committee that such compensation should cover

all loss or injury that might result from Government control. No suggestion was -

mede, at the time the original Agreement was concluded, that the agreed com-
pensation was not exhaustive of the Government’s liability under the Act of
1871, and so far as we are aware no such question was raised in the course of
the subsequent interpretation and amplification of the original Agreement.

In view, however, of the suggestion, put forward on behalf of the Railway
Companies, that claims may be preferred against the Government for compensa-
tion under the Act of 1871, in addition to that provided for by the guarantee
of net receipts, as subsequently interpreted and amplified, we desire to place
on record our strong view that it will be improper for any such claim to be
accepted, except on the basis of a complete revision of the existing agreements,
with a view to.the total compensation paid or payable to the Companies being
restricted to compensation for loss or injury directly due to the exercise of the
powers conferred by the Act of 1871 on the Secretary of State for War. We are
of opinion that it would be in the last degree inequitable that the Companies
should enjoy the benefit of agreements extending so far beyond their original
purpose, and conferring upon them unique and unforeseen advantages, and in
addition receive compensation for other problematical losses which it may be
possible to argue are not specifically covered by the compensation paid under
those agreements,

6. The proviso in the Agreement as to Net Receipts, under which the
ascertained deficiency was to be reduced by a percentage based on the decline in
the aggregate net receipts of 1914, as compared with those of 1913, was
introduced into the original formula by the Board of Trade, when the .words
limiting the compensation payable under-that formula, to compensation for loss
or injury attributable to the operation of the Act of 1871, were deleted in view
of the representations of the Railway Executive Committee. We do not under-
stand, however, that it was considered that this proviso was in any way in
substitution of the limiting words.

It was realised at the time that the year 1913 was the most favourable year
from a revenue point of view that the Companies had ever had, and in the
original draft of the agreement put forward by the Board of Trade the
suggestion had been made that the net receipts to be guaranteed should
he the average of the net receipts of the preceding three years, instead
of those of 1913. This suggestion was not accepted, owing to the objections
of the Executive Committee to which we have already referred; the object of
the Government in introducing the proviso was evidently to restrict to some
extent the benefit the Companies would have enjoyed by a guarantee of the
abnormally high net receipts of 1913.

The effect of this proviso, however, was inconsiderable, and we are unable
to conceive that its terms expressed the intention the Government had in view.

The Companies objected to the ‘ proviso deduction,’”’ rather on the ground
that its application would present accounting difficulties than on its merits, and it
was applied in respect of the first account of the deficiency of net receipts, for the
period 5th August to 31st December, 1914, only. As from that date it was waived
in ocnsideration of the Companies agreeing to bear against their own funds 25
per cent. of the cost of the first War Bonus granted to men in the Conciliation
Scheme. At the time it was thought that these two considerations roughly
balanced each other.

7. The Agreement was published by the Board of Trade on 15th September,
1914, the notice stating : —

“ The compensation to be paid under this arrangement will cover all
special services such as those in connection with military and naval trans-
port rendered to the Government by the Railway Companies concerned, and
it will therefore be unnecessary to make any payments in respect of such

transport on the railways taken over.”
32048 A4
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The fact that the compensation payable was to cover payment for Govern-
ment traffic was one of the chief reasons which induced the Government to agree
to this method of assessing compensation. It was quite clearly their under-
standing and intention, and indeed we regard it as an inherent condition of the
Agreement itself, that in the event of there being during the period of possession
any surplus of net receipts over the 1913 basis, the Government would be entitled
to retain such surplus.

The point is probably not of practical importance, as the likelihood of there
being a surplus of net receipts in respect of the whole period of control was always
remote. We mention it, however, in view of the fact that the possibility of the

. Companies claiming the right to charge for Government traffic and to retain the

surplus receipts, if any, resulting, was a consideration in the mind of the Treasyry
when in 1916 they agreed to the Supplementary Clauses to the Agreement incor-
porated in the Pink Book. :

The suggestion that the Companies were entitled to charge for Govern-
ment traffic, and to retain surplus receipts, does not appear to have been put
forward at any time, as a separate issue, for discussion on its merits. Sir
Alexander Butterworth, who was predominantly concerned with the negotia-
tions on the railway side, has stated that these Clauses were discussed and con-
ceded entirely on their merits, and that there was never any serious suggestion,
in the course of the negotiations, that the foregoing of any possible claim the
Railway Companies, or any of them, might have thought they had, to charge for
Government traffic and retain surplus receipts, was put forward as a quid pro quo.

It is nevertheless the case that the Treasury, when agreeing to the Supple-
mentary Clauses, required an assurance from the Executive Committee that the
right of the Government under the original Agreement to require free cartiage,
and to retain any surplus receipts realised, would not in future be questioned.
The matter is obscure, and we have Sir Alexander Butterworth’s statement that -
the Companies did not unduly use an unjustifiable claim as a lever for obtaining 3
concessions during the war. The fact that the Treasury was concerned to secure °
an understanding on the question with the Executive Committee is significant
of the unsatisfactory position in which the Government was placed.

8. The first question that arose after the formulation of the original terms
of compensation was that of defining the *‘ net receipts >’ to be guaranteed. There
appears to have been some difference of opinion among members of the Railway
Executive Committee as to whether all the items in their net revenue accounts
should be included or not. The Government, however, acting on the advice of
Sir William Plender, proposed that “‘ net receipts ’’ should be defined to mean -
the net receipts of the first seven items in Account No. 8 of the First Schedule to
the Railway Companies (Accounts and Returns) Act, 1911, excluding the item
** Miscellaneous Receipts (I?Tet).”

The justification for this proposal was that the inclusion of the item ° Mis-

cellaneous Receipts (Net) *’ would lead to accounting difficulties in regard to one of
‘the items in that account, viz.: “ General Interest,” owing to the fact that
_interest received was treated as a credit to working expenses, whereas interest

paid was treated as an appropriation from net revenue. It was further pointed
out that the items under *“ Miscellaneous Receipts (Net) ** were items not con-
cerned with railway operating pure and simple, which alone would be directly
affected by the consequences of Government control; that they were likely to show
little variation during the ‘period of possession; and if anything would decrease.
Their exclusion, therefore, would not militate against the chief princigl_e under-
lying the Agreement, that the Government were to compensate the Companies

- for loss or injury resulting from the operation of the Act of 1871, while, in the

course of events anticipated at the time, if there was any variation at all in the .

“ascertained receipts under this head, its exclusion from the guarantee would be to

the advantage of the Government. : ,

‘So far from this expectation having been realised, the exclusion of “ Miscel-
laneous Receipts (Net) ” from the guarantee has resulted in considerable benefits
to the Companies. Not only have their receipts from general interest increased
owing to the increase in the Bank Rate, but they have been enabled to enjoy, in
addition to their guaranteed net receipts, the interest realised from the invest-
ment of the large sums paid to them currently on account of deferred maintenance.

The increase of the below-the-line* revenue of fourteen principal Companies up

* The first seven items of Account No. 8. (*Revenue Receipts and Expenditure™) of the
Railway Companies statutory form of accounts are totalled separately from the eighth item. The
two tofals are commonly designated “above-the-line revenue” and *‘ below-the-line revenue ™
respectively. The Government gunarantee covers the above -the-line revenne only, (vid
Appendix 11.)
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to the end of 1919 amounted to approximately £2,000,000%; about two-thirds of
which accrued in the year 1919. It is to be expected, therefore, that the figure
will be considerably enhanced by the end of the period of possession. ]

The restriction of the Government guarantee to the above-the-line net receipts,
although it obviated an initial accounting difficulty in regard to the treatment of
general interest, has led to difficulties in practice owing to the fact that receipts
may be diverted from Government account without adjustment of the net receipts
basis.

For instance, if property previously used in railway working is leased, the
rents subsequently realised are, credited, in accordance with the statutory form
of accounts, below-the-line; if property earning revenue in the base year is sold
and the proceeds invested, the resulting interest is enjoyed by the Company as
below-the-line revenue.

On the other hand, if property, the revenue from which has been received by
the Company below-the-line, is transferred during control to railway working,
when the revenue produced accrues, above-the-line, to Government account, the
Company is, as a rule, entitled to claim interest, in addition to its guaranteed net
receipts. under the agreement as to interest on capital expenditure. (Vide
Chapter 1V, §2)

We are of opinion that the property of which possession was taken in 1914,
that was employed in the standard year in the production of the gnaranteed net
receipts, remains in the possession of the Government throughout the period.
and that the revenue earned by such property, in whatever way it may be earned,
should be credited to Government account. We understand that this principle
has been recognised by some Companies, in the case of diversion of revenue from
ahove-the-line to below-the-line in consequence of a change in the use to which an
asset has been put, and that in a few cases of this kind suitable adjustments have
been made in the Companies’ accounts with the Government, although the
accounting instructions do not provide for such adjustments. In this class of case,
also, there may conceivably be converse transactions in respect of which Com-
panies have not received interest on the capital value of the asset transferred.
The matter is not of sufficient importance to justify any retrospective review of
such transactions. :

The case of property sold, which is of greater importance. is more con-
veniently dealt with in connection with the arrangements as to interest on capital
expenditure. (Vide Chapter IV, §2.)

9. A manual of instructions for the preparation of the accounts to be pre-
sented by each controlled Company, for the purpose of arriving at the amount of
compensation payable under the Agreement, was issued to the Companies by the
Railway Executive Committee on 4th March, 1915. These instructions were
approved by the Board of Trade, on the advice of Sir William Plender and Mr.
Gurney Fowler,—the Consulting Accountants appointed to assist. the Government
in connection with the Agreement,—and were concurred in by the Treasury.

These detailed instructions, known as the Blue Book, are printed in extenso
}nllAppendix I. Their most important provisions may be summarised as

ollows :—

In determining the amount of revenue for the control period, each
Company should follow strictly the method which regulated the
preparation of its accounts in 1913,

Reserves for estimated revenue liabilities should be proportionate to
the sums necessary for the half-year ended 31st December, 1913.

Expenditure chargeable for the control period should be ascertained
as far as it was possible to do so.

The amount charged for the renewal of permanent way and rolling
stock was not to exceed the amount included in the corresponding period of
1913, except under special circumstances. (Vide Chapter I11.)

It will be seen that no attempt was made to regulate the general expenditure
of the Companies. In the circumstances existing at that time it was impracticable
for the Board of Trade to institute an effective control of the details of railway
expenditure. As a matter of fact the question was probably never con-
sidered; it was in keeping with the idea underlying the Agreement that no
attempt should -be made by the Government to interfere in any way with the
directors or officers of the Companies in the management of their undertakings,
and that the latter should be under an honourable obligation to protect t%lse
interests of the Government. :

* Vide Appendix V,
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This underlying idea was well expressed in a Circular Letter issued to the
Companies by the Acting-Chairman of the Railway Executive Committee on 13th
August, 1914, from which the following passages are quoted : — '

““ The Executive Committee are pleased to be able to announce that
practically all the Companies whose Railways have been taken over by the
Government have agreed to the proposal outlined in my letter of the 8th
instant, under which the Government guarantee the net receipts of the Rail-
ways collectively.

‘“ Tt 1s hardly necessary to point out that the arrangement is one which
in spite of its great convenience both to themselves and the Companies, the
Government could not have agreed to, had they not been assured of the
absolute good faith of the Companies, and had they not felt certain that
they could rely on all officers of the Companies concerned acting loyally up
to the spirit of the arrangement.

“ Broadly speaking, the idea underlying the arrangement is that the
financial results to each Company for the period of Government control
shall be the same as if the Railways had remained under the control of the
Companies, and the receipts and expenses of each Railway had been the
same as they were in the corresponding period of the previous vear, subject
to a deduction proportionate to any falling off in the net receints disclosed
bv the accounts of the Companies as a whole for the first half-year of 1914
The result is that, during the period of Government control, the advantage
of all economies will enure to the benefit of the Government, and, corre-
spondingly, the whole burden of expenditure will fall on them.

“ This state of things obviously imposes an honourable obligation upon
the Companies to see that all proper economies are made, and that no
abnormal or unnecessary expenditure is incarred.”’

With the exception of expenditure on maintenance—a problem with which
we deal elsewhere—it may be supposed that any tendency to slackness in effecting
economies, that a guarantee might otherwise have promoted, or any incentive to
extravagant or unnecessary expenditure, will have been counteracted by the
consideration that the effects of such action on the part of the Companies would
persist, to their own disadvantage. after the period of Government possession. To
a great extent thic is true. It is nevertheless the case that a guarantee is never
productive of efficiency. During the war the absence of control over general
railway expenditure was probably inevitable, and it would perhaps be impossible,
under any circumstances, to establish a satisfactory control over detailed
expenditure.

10. The Blue Book contained the following provision in regard to the
certification of the accounts to be submitted by the Companies in support of
the claim to deficiency of net receipts :—

“ The accounts as submitted to the Board of Trade should have a
certificate attached signed by the Chief Accountant, the Auditors or the
Professional Accountants of each Railway Company, somewhat on the
following lines :—

We have examined the Accounts attached, and compared them
with the books and vouchers of the Company. We certify that
they are correct and that they have been prepared strictly 1n
in accordance with the Memorandum of Instructions dated March,
1915, issued by the Railway Executive Committee with the approval
of His Majesty’s Government.”

At the outset the Government relied on the certificates of the Companies’
Professional Auditors, supplemented by a general examination by one of the
two Consulting Accountants appointed for the purpose. These gentlemen acted
in what was practically an honorary capacity, and rendered valuable service
not only in the examination of claims but in advising the Government In regard
to accounting questions that arose from time to time. The independent
investigation, however, was not, and was not intended to be, an a(_lequ:lte au(_ilt-.

The Railway Executive Committee set up an organisation of Railway
Accountants to investigate the Companies’ claims and ensure their presentation
in a uniform manner and in accordance with the Agreements. The Board of
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Trade and the Treasury came to recognise and rely upon the protection thus
established, and in our opinion the organisation was of value not only to the
Companies but to the Government. '

At the same time such a system contained inherent defects. The members of
the Railway Executive Committee and still more the members of the Accountants
Sub-Committee and the Investigators, found themselves, even if unconsciously,
10 a dual position of considerable difficulty. With the most careful arrangements
for the examination of the claims of individual Companies by accountants of
other Companies, it was inevitable that the Investigators and the members of the
Accountants Sub-Committee werg to some extent swai;ed by considerations of
railway interests. In saying this, we do not impute the slightest bad faith on
the part of the railway accountants concerned, whose public service we recognise
in the fullest degree, but we think that it was psychologically impossible, in the
circumstances of the case, that they could have entirely freed themselves of the
unconscious bias, in favour of the railway point of view, that their experience
and interests would promote.

11. It may be convenient, at this point, to summarise the Agreements under
their main headings and to indicate briefly their scope. The provisions of the
more important of the later Agreements, and the circumstances under which they
came to be made, are dealt with more fully in succeeding chapters :—

1. Agreement as to Deficiency of Net Receipts.

2. Arrears of Maintenance.

It was represented by the Railway Executive Committee in 1914 that
the Companies’ normal maintenance work was being postponed in con-
sequence of their undertaking the manufacture of war material. The
Government agreed that in these circumstances the cost of the deferred
work, when it came to be executed, should be borne by the Government.
In 1915 arrangements were made for the discharge of this liability, in the
case of deferred repairs and renewals of permanent way and rolling stock,
by current payments.

In 1917 these payments were converted into payments on account, the
Government undertaking to pay the balance of the cost when the deferred
work was carried out.

8. Abnormal Wear and Tear.

In connection with Arrears of Maintenance it was agreed that the cost
of making good abnormal wear and tear should be borne by the Government,
provided the Company could produce satisfactory evidence in support of
its claim; that in the event of abnormal wear and tear being made good
during the period of control, the expenditure on making good should be
allowed as a special item, .., it should not be taken into account in cal-
culating arrears of normal maintenance; and that claims in respect of
abnormal wear and tear not made good during the period of control would
be considered at the end of the period.

4. Interest on new Capital Ezpenditure.

It was agreed in 1916 that the Companies should be paid interest, in
addition ta the guaranteed net receipts, on capital expenditure on works,
etc., brought into use after 31st December, 1912, the revenue from which
was additional to the revenue of the standard period. The arrangement
was modified in the Companies’ favour in 1919

5. Replacement of Stores.

It was provided in 1916 that in order to secure the Companies against
loss they might sustain, after the period of control, by reason of their hold-
Ing stocks of stores bought at inflated war prices, a cash payment should
b‘e made at the end of the period, representing the increased cost to the
Companies of replacing the stock of stores held by them in 1914.

. Inaddition to the above, special arrangements were made from time to time
n regard to various matters, including Compensation for Lost Ships. Insurance
of Railway Companies’ Properties against Fire, payment for railway works
constructed for Government Departments, and other questions which arose out of
changing circumstances and demanded current solution. Particulars of these
arrangements will be found in the Letters and Documents printed in Appendix I,
and in the Minutes of Evidence. We have not thought it necessary to deal with
them in detail in our Report. )
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. 12. Compensation under the Agreements is paid on claims rendered by th
Companies currently under the following separate heads : —-

(@) Account of Net Receipts (or Compensation Claim ), in respect of ti
deficiency of net receipts as compared with the net receipts of 191;
This claim, the preparation of which is regulated by the Memo
andum of Instructions (Blue Book) referred to above, covers all th
expenditure incurred by the Companies during the control period i
respect of the accounts the net receipts of which are guaranteed.

(b) Arrears of Maintenance, Abstract A )

(¢) Arrears of Maintenance, Abstract B }
in respect of instalments payable currently on account of th
ultimate cost of executing normal maintenance work deferred durin
the period of possession.

In the event of a Company justifying a claim in respect ¢

Abnormal Wear and Tear, the expenditure charged in the Accout
of Net Receipts would be allowed as a special item, and not regarde
as normal expenditure for the purpose of arriving at Arrears «
Maintenance.

(@) Interest on capital expenditure, in respect of interest on amounts e:
pended by the Companies on capital assets additional to those in us
throughout the base period.

13. In addition to the payments made currently on these claims, ther
may be outstanding liabilities to be settled after the termination of the period ¢
possession, under the following heads :—

(a) Arrears of maintenance of Permanent Way and Rolling Stoci
in respect of the balance of the cost of executing such arrears c
maiintena,nce, when the work is executed and at the prices the
ruling. :

(b) 4 rrearsgoj maintenance of Plant, etc., other than Permanent Way an
Rolling Stock.—Current payments are not made on account of thes
arrears; the Government is under obligation to meet the whole cox
of executing them, when the work is executed and at the prices the
ruling, less any portion of such cost already borne by the Goverr
ment through the Account of Net Receipts in the form of Transfe:
to Provision Funds.

(¢) Abnormal Wear and Tear, in respect of the cost of making goou -
abnormal wear and tear not made good during the period of
possession. _ N _

(d) Replacement of Stores, in respect of the increased cost of replacing, at
the end of the period of possession, the stocks of stores held by the
Companies in 1914,

We are informed that claims may also be preferred by the Companies in
respect of additional compensation to which they regard themselves as entitled
1gder the Regulation of the Forces Act, 1871, and the Ministry of Transport Act,
1919.

14. The Agreement of 1914 guaranteed the controlled Railway Companies,
collectively, the aggregate net receipts, shown in the Published Accounts of 1913,
of the first seven items of Account No. 8 of the Statutory Account, less a percentage .
deduction. The subsequent Agreements were intended to be in the nature of inter-
pretations and amplifications of the original Agreement, designed to carry out the
underlying purpose of that Agreement in changing circumstances.

The underlying purpose of the original Agreement was that while the Com-
panies were under obligation to exercise all possible economies, and prevent all
unnecessary expenditure, the financial results to each Company during the period
of possession should be the same as they would have been had the undertakings
remained under the control of the Companies and the receipts and expenses of each
railway had been the same as they were in the corresponding period of the previous

ear.
! In pursuance of this intention special arrangements were subsequently made,
under which the Government accepted liability, in addition to the guaranteed net
receipts, for abnormal expenditure rendered necessary by their requirements, e.g.,
in respect of abnormal wear and tear due to Government traffic, and sidings, etc..
specially constructed for Government Departments. ‘
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CHAPTER IIL
MAINTENANCE.

(The detailed arrangements regarding Maintenance are summarised in
Appendices A and B.)

1. The Memorandum of Instructions to Railway Companies for the prepa-
ation of the accounts to be presented by each controlled Company, to arrive at
he amount of compensation payable under the Agreement, issued by the Railway
ixecutive Committee on 4th Magch, 1915, and known as the Blue Book, con-
ained the following clauses relating to maintenance :—

“ Expenditure from 5th August, 1914.

4. The expenditure chargeable for the control period must be ascer-
tained as far as it is possible to do so, with the proviso that the amount
charged for the renewal of permanent way and rolling stock is not to exceed
the amount included in the corresponding period of 1913, except under
special circumstances such as additions to the length of line opened.
additions to rolling stock in service or an increase in the cost of renewal
work carried out during the period resulting from increased price of labour
and materials.”’

* * * * * #*

““ Provisions for Estimated Expenditure Liabilities.

(¢) In determining the amount of revenue expenditure for the control
period each Company must follow strictly the method which regulated the
preparation of the accounts in 1913, and provisions to be made should be
proportionate to the sums necessary for the half-year ended 31st December,
1913. Particularly should this principle be observed in setting up reserves
for depreciation or provisions for maintenance of locomotives, carriages
and wagons, permanent way, bridges, stations, ete.”’

* % * *  * %

“ Arrears of Maintenance Work.

(¢) In the event of the Companies being of opinion that arrears of
normal maintenance work have arisen during the control period, His
Majesty’s Government have undertaken to consider on their merits any
representations submitted to them, and, if necessary, a statement should
be prepared at the end of the control period of any liabilities of this nature
not included in the accounts prepared .currently. (No such statement will
be required in cases where provision is made for maintenance by carrying
definite sums to a special fund in anticipation of actual expen iture.{”

These clauses definitely restricted the charges to be included in the Compen-
;ation Accounts in respect of renewals, reserves for depreciation and provisions
‘or maintenance, but imposed no such rigid limitation in regard to repairs. Itis
lesirable to indicate that there were adequate reasons for treating repairs and
ther maintenance charges differently in the Blue Book, in view of the fact that
t is now claimed that in the absence of specific regulation to the contrary in
the accounting instructions, the Companies are at large as regards expenditure
on repairs, although, as will be shown hereafter, it was clearly understood from
the commencement of the period of possession that normal maintenance, including

repairs, was not to be exceeded except under abnormal circumstancs, of which
:he onus of proof was upon the Companies.

It has already been stated that no attempt was made by the Government
0 regulate the normal day to day expenditure of the Companies, or to interfere
in any way with their Directors and Officers in the management of the under-
takings. The Companies were under an honourable obligation to prevent
abnormal and unnecessary expenditure and to secure all proper economies. If
this obligation was fulfilled, the extent of the expenditure on repairs to be
undertaken by the Companies during the period of possession was no doubt
regarded as being dependent on circumstances over which the Companies had
no direct control; and if normal conditions continued. the expenditure on repairs
would not exceed the normal expenditure. In these circumstances it was there-
fore in conformity with the general scheme that a rigid limit should not be set
to the charges to be included in the Compensation Accounts in respect of
repairs. In any case it was impracticable to limit repairs expenditure -during

Excess
Mainten-

ance.
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the short period contemplated when the first accounting instructions were under
breparation.

The case of renewals, however, was different. Expenditure on renewals is
capable of being estimated and :}ualised over a period of years, and it is the
practice of most Companies to deal with their renewals expenditure in that way.
In the absence of regulation it would have been possible for Companies to antici-
pate renewals, and so charge the Government with the cost of work that in the
normal course would be performed at the Company’s own expense after the period
of possession. While it might be anticipated that no Company would deliberately
take this course, it was obviously satisfactory, in order to prevent any possibility
of misunderstanding or dispute, that the rights of the Companies in a matter of
this kind, which was capable of regulation, should be placed beyond doubt in
the accounting instructions,

For similar reasons it was desirable that reserves for depreciation and
provisions for maintenance should be regulated. The amounts periodically set
aside under these heads have no close relation to immediate circumstances;
subject to the current revenue position they are within the control and discretion
of the Directors of the Companies. It would clearly have been unsatisfactory
to both parties if such charges had been left unregulated.

While war conditions lasted, there was little need for a close definition of
the arrangement in regard to the limitation of normal maintenance expenditure,
owing to the fact that the prevailing shortage of labour and materials imposed
a physical limitation on the amount of maintenance work that could be under-
taken. In thecircumstances obtaining and contemplated at the time, the likelihood
of any Company being able, during the period of possession, to perform main-
tenance work in excess of the normal was remote, and it does not appear to have
occurred to the Board of Trade to provide for such a contingency in the accounting
instructions.

As a consequence of the extension of control for two years after the war,
conditions have arisen in which the Companies have been able to undertake main-
tenance work on a large scale, and as a result a number of Companies have
already expended on repairs to rolling stock, after making up the whole of the
arrears accumulated during the war, considerable amounts in excess of their
1913 quantum of repairs in that Abstract.

We are of opinion that to charge such excess repairs to Government is contrary
to the underlying principle of the original Agreement. One of the first points
to which attention was directed by the Board of Trade after the formula for the
ascertainment of the compensation payable to the Companies had been settled,
in August, 1914, was the possibility that Companies might take advantage of
the pusition, to repair and renew their plant and equipment to an abnormal
extent, and so improve their undertakings at the expense of the State. The
President of the Board of Trade personally represented this danger to the
Railway Executive Committee, who addressed him in the following terms on the

9th August, 1914 :—

“ We understand from the statements you made to us to-day that there
is some apprehension on the part of the advisers of the Government that
advantage may be taken by some Companies of the settlement j,rovisionally
come to with the Government as to the basis of compensation under
Section 16 of the Regulation of Forces Act, 1871, to spend abnormal sums
nut of revenuc on the maintenance and renewal of their lines and stock.

“ T have to say that while the Executive Committee cannot believe that
any Company would be capabl_e of acting in such a manner, they have from
the first regarded it as an obligation of honour to protect the Government
against the possibility of such an event, and they had before your visit
already taken steps to safeguard the position of the Goverament in this

respect.”
On the 13th August, the Executive Committee issued to the controlled
Companies a Circular Letter containing the following passage :—-

‘“ Then, again, questions may arise as to the amount to be expended
on the maintenance and renewal of way and works, or rolling stock. Under
these heads it will not be open to a Company to include in its working
expenses any greater sum than is required to maintain its works and plant
in an efficient condition, including due allowance for renewals, and if the
expenditure of any Company upon any item of maintenance exceeds the
corresponding figure in the previous year, the Government will, no doubt,
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in the absence of special justification, expect it to be shown that the addi-
tional expenditure was rendered necessary by their requirements, or by the
exceptional charactér or quantity of the traffic carried during the period
of Government control. This point has been definitely raised by the
Treasury, and the Executive Committee have had no hesitation in giving
an assurance, on behalf of all the Companies taken over, that no unfair
advantage will be taken of the present situation in connection with the
renewal of works or plant.”

In view of this clear assurance given by the Railway Executive Committee
to the President of the Board of Trade, and conveyed to the Railway Companies,
which, it will be observed referred to maintenance expenditure generally, and
made no exception in the case of repairs, we are of opinion that it was a condition
underlying the original Agreement that the Companies’ maintenance charges
during the period of possession, under all Abstracts, including both repairs and
renewals, should be limited to the 1913 quantum, except in special circumstances,
of which the onus of proof is upon the Companies.

The object the parties had in view, in formulating the original Agreement,
was to guarantee to the Companies their normal net receipts. “ Normal net
receipts ’* have been defined as the net receipts of 1913, and the Companies have
thereby been guaranteed, throughout the war, the net receipts of the most favour-
able year in their history, a year in which there can be little doubt that abnormal
sums were spent and provided on account of maintenance. In these circum-
stances we are of opinion that the standardisation of the 1913 quantum of main-
tenance as & maximum for normal maintenance during the period of possession is
to accord the Companies generous treatment. It is true that abnormal main-
tenance charges in 1913 reduced pro tanto the guaranteed standard of net
veceipte. The Companies would, however, receive a considerable benefit from
any such abnormal charges in 1913, in so far as corresponding expenditure during
the period of control may be allowed on the basis of increased prices.

It may be contended that it is impossible for Railway Conipanies to restrict
their maintenance expenditure to a particular figure, owing to the fact that, in
order to carry out their statutory obligation to keep their undertakings maintained
at a standard compatible with public safety, they may be under the necessity in any
particular period, of performing maintenance work in excess of normal. For this
reason, it would certainly be impracticable rigidly to restrict a Company’s main-
tenance expenditure in respect of a particular short period. The standardisation
of a normal year’s maintenance over a period of seven years, however, should
suffice to enable the Companies to meet any variations in the regularity of their
normal maintenance that may have arisen during the period.

In view of the clearly expressed conditions of the original Agreement, we are
unable to admit the contention that the Companies are at large as regards repairs,
and we are of the opinion, based on the evident intention of the parties in 1914,
and on the view we have formed of the equities of the case, that the Companies have
no reasonable claim to charge against the Government, in respect of normal main-
tenance during the period of possession, any sum in excess of their 1913 quantum
of maintenance, .., an amount, proportionate to the period, corresponding to the
amount charged against working expenses in their accounts for the year 1913, with
appropriate additions in respect of the increases, as compared with that year, in
the cost of labour and materials and in respect of the maintenance of additional
capital assets subsequently brought into use. Any expenditure in excess of an
amount so calculated should be regarded as abnormal maintenance, which may be
chargeable against the Government, in whole or in part, under the Agreement as
to Abnormal Wear and Tear.

We understand there is no difference of opinion as to the lability of the Com-
panies themselves to bear the 1913 cost of any excess renewals performed, but by
the application of accounting methods adopted when the possibility of excess
renewals arising was not contemplated, it has come about that charges in respect
of the additional cost of excess renewals have recently been included in the Account
of Net Receipts and the question of disallowing such charges has been under the
consideration of the Government Accountant and the Ministry of Transport.
Whatever may be.the accounting questions involved in the disallowance of these
items, we are satisfied that there 1s no justification for charges against the Govern-
ment in respect of excess renewals, unless they represent the making good of
abnormal wear and tear due to Government control.
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A number of Companies are already in excess in Abstract B—that is to sy,
have not only overtaken all the arrears of maintenance of rolling stock accumulated
during the War, but have carried out, and charged to.the Government, a greater
quantity of maintenance work than is represented by their expenditure and provi-
sion in 1913, standardised, with due allowance for increasing prices, over the
period of control. We are informed that a number of these Companies are con-
tinuing to incur, under the headin§ of repairs to rolling stock (which includes
Partial renewals), expenditure largely in excess of their 1913 expenditure, equated
to current prices.

We recommend,—
that charges for maintenance in excess of the 1913 quantum appearing in
the Companies’ claims now under examination, or hereafter submitted,
should not be allowed ;

that Companies to which pa%rments in respect of such excess charges have
already been made should refund the amount of the excess;

that any Company claiming to have incurrad expenditure on making good
abnormal wear and tear should substantiate its claim in accordance with
the conditions hereafter indicated (Chapter II1, §4).

2. In October, 1914, the Railway Executive Committee represented to the
Board of Trade that in consequence of locomotive and wagon shops having been
placed at the disposal of the War Office for the manufacture of stretchers and
general service wagons, renewals and repairs to railway plant, the cost of which
would under the Agreement have been currently borne by the Government, were
being postponed; it might therefore be necessary sooner or later to include in the
Companies’ claims agaimst the Government sums to cover the cost of the deferred
work which would have to be overtaken.

The following clause, in which the liability of the Government to make good
arrears of maintenance work is admitted in general terms, was included in the
first Memorandum of Instructions for the preparation of claims under the
Agreement (Blue Book), issued to the Companies in March, 1915.

“ Arrears of Maintenance Work. .

(¢) In the event of the Companies being of opinion that arrears of
normal maintenance work have arisen during the control period, His
Majesty’s Government have undertaken to consider on their merits any
representations submitted to them; and, if necessary, a statement should
be prepared at the end of the control period of any liabilities of this nature
not included in the accounts prepared currently. (No such statement will
be required in cases where provision is made for maintenance by carrying
definite sums to a special fund in anticipation of expenditure.)”

In the summer of 1915 the Railway Executive Committee submitted that in
view of the amount of war manufactures being undertaken by the Committee
it was inexpedient that the method of dealing with arrears of maintenance should
ke left in abeyance until the end of the control period, and proposed that the
amount of the arrears should be estimated and brought into account month by
month. It was suggested by the Executive Committee that the expenditure of
1913 might fairly be taken as the basis of calculation, and that the amount to
be charged should be the amount by which the 1914-1915 expenditure, reduced to
1913 prices, should fall short of the 1913 expenditure, plus an addition of 12} per
cent. up to 81st December, 1915, in respect of the increase in prices as compared

with 1913,

After consulting the Government Accountant as to the propriety of the pro-
posed percentage addition, the Board of Trade agreed, in August, 1915, that
payments, calculated in the manner sufggested, should be made currently in respect
of "arrears of repair and renewal of rolling stock. In September, 1915, the
arrangement was extended to arrears of repair and renewal of permanent way,
the same percentage addition being allowed in respect of the period to 31st
December, 1915,

The payments made to the Companies under this arrangement were final
transactions, and no liability remained with the Government in respect of the
ultimate cost of carrying out the deferred work. In such circumstances, the
contingent risks being borne by the Companies, it was reasonable that current
payments should be made and that the Companies should enjoy the interest realised
from the investment of the funds accumulated.
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Tn 1917, however, when the question arose of fixing a new percentage addition

‘to apply in respect of the year 1916, the Railway Executive Committee suggested

that instead of final payments being made at a rate based on the prices prevailing

in the year in which the arrears arose, which might be greatet or less than those

at which the deferred work would eventually be executed, the payments should be

treated as payments on account, and a final settlement made when the work came
to be carried outf. . .

Agreement on this basis was ultimately reached in June, 1917, and payments
on account have been made, at 115 fper cent. of 1913 prices, in respect of all arrears
accrued since the commencement of the period of possession.

It would clearly have been open to the Government, in agreeing to this change
of plan, to cease making payments to the Companies currently in respect of arrears
of maintenance. “The Companies were now relieved of all hability for the cost of
making good deferred work, and there was no reason why they should realise the
interest on the accumnlated funds. The point was considered by the Treasury,
and the decision of that Department was conveyed to the Railway Executive Com-
mittee in the following terms :—

“ 8. For obvious reasons My Lords would have preferred to make no.

further payments on account, deferring settlement until the Companies
were themselves called upon to defray the expenditure. The Companies
have no alternative but to invest the money paid to them on account; and
the interest on such investments is credited to a General Interest Aceount
‘ below-the-line ’ and not to Revenue, so as to reduce the compensation pay-
able under the guarantee.

“%7. My Lords are, however, satisfied that the claim of the Companies

to this interest cannot be lightly dismissed, While it is true that increased

running expenses, due to postponement of repairs, etc., fall upon the Ex- -

chequer through the operation of the Guarantee, the increased amount of
repairs, due to progressive deterioration and employment of rolling stock
which would, normally, have been scrapped, falls upon the Companies, the
compensation for arrears being based upon the 1913 standard. Further,
some appreciable period must necessarily elapse between the time that
Companies actually meet their current payments for working expenses
or special works for Government Departments and the time they receive
repayment (in the monthly advance of compensation or otherwise); and
the cost of providing working capital during that interval is not charge-
able against the Exchequer. ‘

8. After full consideration My Lords feel it would be inequitable,
if not indeed impolitic, to cease making payments on account of arrears.’’

This decision was probably a reasonable one in the light of the circum-
stances obtaining and contemplated at the time, particularly having regard to
the fact that at that date the annual receipts under the head of ‘‘ General
Interest >, included below-the-line, did not exceed the amount enjoyed by the
Railway Companies in the year 1913. From that date, however, the aggregate
annual receipts from General Interest tended rapidly to increase, and we are
of opinion that the advantage to the Companies from the decision has in conse-
quence more than ofiset the obligations it was designed to meet, and has been a
substantial concession in addition to the guaranteed net receipts.

In all the circumstances we do mot propose any retrospective adjustment of
the arrangement. We are of opinion, however, that any justification for current
payments on account of arrears of repairs has long ceased] to exist, and that such
payments should be discontinued. -

Furthermore, we are unable to find any sufficient reason for continaing pay-
ments to the Companies, in respect of the additional cost of making good arrears
of maintenance, while they are in possession of large funds, approximating to
£40,000,000, already paid to them on account of the (zovernment’s liability.

We accordingly recommend that the Companies shonld utilise the funds
already paid to them on account of arrears of maintenance, in defraying the
whole cost of overtaking deferred work, before receiving further payments on
account of the additional cost of arrears overtaken. '

3. The statement has repeatedly been made that it was an underlying
principle of the original Agreement that the Railway Companies’ undertakings
should be handed back to them at the end of the period of possession in the same
condition as they were in at the commencement.
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It is a reasonable inference from the original Agreement that the Companie:
were thereby guaranteed their standard net receipts in full, over and above the
expenditure they would themselves have incurred, in the absence of Government
control, and any abnormal expenditure to which they might be put in meeting
the special requirements of the Government. We can find nothing, in the cir-
cumstances surrounding the negotiation of the original Agreement, to support the.
contention that the Government undertook an obligation to meet expenditure
on maintenance that in the absence of Government control the Companies would’
not have been able to carry out, or to protect the Companies against any decline
in the condition of their undertakings that might result from circumstances
aflecting Industry as a whole.

The Companies have contended that “. . . . . . the broad principle
underlying the arrangements between the Government and the Railway Com-
panies is that the Railways shall be maintained at the cost of the Government
during the Eeriod of control, and handed over to the Companies at the end of that.
period in the same condition physically, so far as possible, as they were in at the
commencement—neither better norworse . . . . . .” We cannot find that
the Government has at any time admitted that such an obligation was an inherent
term of the original Agreement, nor do we think that such an obligation, with
all its possible implications, ought to be admitted.

It may be that the carrying out of the Agreement will result in the under-
takings being brought to their 1914 standard of maintenance and efficiency with-
out any diminution of the net receipts guaranteed to the Companies, but it would
obviously be quite impracticable to ascertain whether the condition of the under-
takings was the same, or even substantially the same, at the beginning and end
of control, and it does not appear that such a criterion could have been intended
ap a test of the fulfilment of the Government’s obligation. It certainly would be
impossible to apply such a test in regard to the physical maintenance of the under-

takings.

s :'].ghe‘ obligation entered into by the Government was to secure to the Com-
panies, for the period of possession, a definite quantum of net receipts over and
above the charges properly debitable, in respect of the geriod,‘ to certain of their
accounta.” In regard to maintenance, this was an obligation to bear current
expenditure ‘necessarily incurred, and provisions properly made, and in
so far as normal repair and renewal work, deferred during the period, was sub-
sequently executed, to meet the cost of such work, when executed, less any portion
of such cost already provided. _ .

When it was decided that payments should be made to the Companies,
cuffently, on account of the Government’s liability to meet the cost of deferred
waintenance subsequently made good, it was necessary to provide a means where-
by to measure the quantity of work deferred. The Arrears of Maintenance
Formula was devised for this purpose, and current payments have been made on
the basis of the ** arrears '’ shown by this measure. .

It seems to have been assumed that the Government is under liability to meet,
after the period of possession, the cost cf executing the quantum of maintenance
work shown by the formula as being in arrear at the end of the period, and the
suggestion has been made on behalf of the Railway Companies that a year from.
the termination of control would be a convenient time at which to liquidate this
liability. ' ' ' '

Tﬁ’e Government does not appear to have accepted this suggestion, or to
have admitted at any time that their liability extended beyond meeting the cost
of deferred works requiring to be executed, when they come to be executed.

Indeed, the admission of further liability would conflict with the express
.principle of the original Agreement that any economies effected during the period
of . possession would enure to the benefit of the Government. o

The arrears remaining on 30th September, 1920, are estimated at
£36,600,000, on the basis of 1913 prices. Payments have been made currently,
on account of the ultimate cost of carrying out the deferred work, amounting
approximately to £42,000,000. The outstanding liability, on the basis of these
figures, is estimated at £68,000,000, if executed at current prices. It may be
assumed that no further arrears will arise during the remainder of the control
period, and that the ascertained arrears at 30th & eptember, 1920, represent the
limit of the Government’'s possible outstanding liability. _

"It appears from Tables which have been prepared for us (Appendix 0)
that this outstanding liability represents an average annual deferment, during
the 5 véars 1914-1919, of 21°2 per cent. of a normal year's maintenance in the
case of Abstract A, and 158 per cent. in the case of Abstract B, or 18'2 per cent.
for the two Abstracts taken together; while if similar calculations be made
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on the basis of each Comga.ng’s actual expenditure in 1913—eliminating transfers
to and from provision funds—and proportionate reductions be effected in the
ascertained arrears, it will be found that the average annual deferment, over
five years, represented by the outstanding liability (thus adjusted), is—Abstract A,
19 per cent: Abstract B, 12 ¥er cent, ; total, 15 per cent.

~ If allowance be made for the artificial inflation of the ascertained arrears,
indicated in Appendix B, these percentages will be still further reduced.

1t would therefore appear that if the Companies be regarded as a whole, the
quantum of deferred work for which payment has not already been made is a
relatively small proportion of the Companies’ normal annual maintenance. This
proportion varies as between individual Companies, but in the case of the majority
of Companies it is below the average of the Companies as a whole.

It will be evident that in the circumstances under which the Companies were
working during the War a considerable amount of the normal maintenance work
that was not undertaken was of a kind that, having been deferred, will never
require to be carried out.

Shortly after the outbreak of war, train services were cut down, and as time
went on further curtailments took place, both in passenger services and in goods
and mineral traffic. At the same time reductions were effected in the speeds of
trains. The consequent saving in wear and tear of plant and equipment cansed
a reduction in normal maintenance expenditure, which, though it will never have
to be made good, is an element of the ascertained arrears.

There can be no doubt that, owing to shortage of labour and materials,
refinements were cut down to a minimum, and only immediately essential works
carried out. Much of the less important work that was deferred need not now be
carried out. This reduction of ordinary maintenance chiefly affected the comfort
of the railway employees and the public; in no sense can it be held to have detri-
mentally aflected the property of the undertakings. The money that was not spent
in the ordinary cycle of operations, and does not now require to be spent, has been
saved. This saving should accrue to the Government. Through the vperation of
the Arrears of Maintenance Formula it is included in the ascertained arrears.

Under the stress of war conditions, the ordinary maintenance practice of the
Companies, with its undoubted tendency to err on the side of safety, had to give
way to the necessity of taking the ntmost out of plant and equipment. A longer
life was demanded from railway property ; cleaning of track, roadways and yards,
cutting ot grass slopes, maintaining fences, and many other similar classes of
work, were no doubt cut down to a minimum. In so far as the result was dis-
comfort to the public, it was patiently borne; in so far as it involved a reduction
in the standard of safety, the financial risks were the burden of the Government.

Many branches and stations throughout the country were closed, and
reduction in maintenance expenditure resulted, which to a considerable extent
does not now require to be made good. '

All such reduction of normal maintenance, however, has operated to swell
the ascertained arrears, and the Companies have received payments, throughout
the control period, at 115 per cent. o¥ the 1913 cost of carrying it out. To the
extent to which such arrears do not require to be carried out, the payments are
in excess of the Government’s liability.

We recognise that the amount of deferred work that will not require to be
carried out is greater in the case of the maintenance of Permanent Way and
auxiliary works than in that of Rolling Stock, and that there are circumstances
-—such as the alleged reduced efficiency of labour, and the cost of increased and
uneconomic repairs resulting from the postponement of normal maintenance
waork—of which account is not taken in the Arrears of Maintenance Formula,
which, to this extent, is disadvantageous to the Companies. It would appear,
howéver, that the artificial arrears produced by the formula more than offset
any understatement of arrears due to these circumstances, and it must be
remembergd that it was to provide, inter alia, for the cost of increased and
uneconomic repairs that the Government agreed, in 1917, to the retention by the
(t;ompa.mes of interest on amounts paid currently on account of Arrears of Main-

nance.

It is obviously impossible for this Committee to assess the amount that may
be due to or from any Company in respect of Arrears of Maintenance after all
these various considerations have been taken into account, and we doubt whether
an accurate assessment is practicable at this date. The matter would appear to
be essentially one for compromise.

42046 _ B2
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We are of opinion, however, that in view of—
(a) the relatively small proportion of normal maintenance work repre-

sented by the outstanding liability in respect of the arrears ascer-
tained by the formule;

(b) the fact that the ascertained arrears appears to be to a considerable
extent artificially inflated;

(¢) the fact that much normal maintenance work was deferred during the
war and will not now require to be carried out,

there are strong primd facie reasons for thinking that many of the Companies
have already been paid more than sufficient to enable them to meet the deferrec
-expenditure that will have to be made good.

We, therefore recommend that no further payments be made in respect of the
financial arrears shown by the formuls, except to the extent to which it may b
possible for Companies to show that the amounts already paid to them are
insufficient to provide for the making good of physical arrears that may actualls
require to be overtaken. .

Abnormal 4. The underlying object of the Agreement of August, 1914, was tc
earand  guarantee the Companies their " normal net receipts.” That this was the inten.
oar tion of the Railway Executive Committee, to which the Government assented, is
clearly indicated in the memorandum* in which the former supported their pro
%osed amendment of the original draft formula put forward by the Board of
rade. _
“ Normal net receipts ” was immediately defined as the net receipts of 191¢
(less a deduction based on the percentage decline in net receipts shown by the
accounts of 1914), and it was generally understood by the parties that the “ norma
net receipts ”’ were to be based on normal expenditure, and that normal expendi-
ture was not in ordinary circumstances to exceed 1913 expenditure.
In the Circular Letter issued by the Railway Executive Committee on 13t}
August, 1914, already quoted, the Companies were. informed that
““ ... . If the expenditure of any company upon any item of main
tenance exceeds the corresponding figure in tﬁle previous year, the Govern
ment will, no doubt, in the absence of special justification, expect it to be
shown that the additional expenditure was rendered necessary by their
requirements or by the exceptional character or quantity of the traffic
carried during the period of Government control. This point has been
definitely raised by the Treasury. . . .” :

~ In agreeing to the first Memorandum of Instructions for the preparation of

claims to arrears of maintenance, Abstracts A. and B. (Yellow Book, issued 25th
January, 1916), the Government formally admitted their liability, in respect of
normal maintenance, for the 1913 quantum of maintenance, whether executed
during or after the period of control, and in addition undertook to pay the cost
of making good any abnormal wear and tear to which the permanent way or
rolling stock of a Company might be proved to have been subjected during the
control period.

The clauses in the accounting instructions relating to abnormal wear and
tear are as follows :(—

*“ Additional Expenditure for Abnormal Wear and Tear.

(/) Any amount included in the expenditure, representing additional costs
incurred as the result of abnormal wear and tear to which the per-
manent way or rolling stock of a Company has been subjected
during the control period, should be deductedt from such expendi-
ture. Owing to the varying circumstances of the Companies, it is
impossible to stereotype a method for arriving at the deductions
regrred to.in this paragraph. Each Company, therefore, who
makes such a deduction will be required to produce sufficient
evidence, accompanied by a report from the Chief Executive Officer
concerned, to satisfy the Government Auditor that the abnormal
wear and tear so deducted has taken place, and that the expenditure
has been incurred during the control period in making the same
good.”’

* Appeﬁdix 1, p. 5, Document 4, enclosure, : . ) .
t 4. deducted from the expenditure of the year, before comparigon with 1913 expenditure
for the purpose of arriving at arrears.
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“ Abnormal Wear and Tear. _

7. 1t should be noted that the claims to be made under these Instructions
do not take into acoount the abnormal wear and tear to which the
permanent way and rolling stock of certain Companies may have
been subjected during the control period, so far as such abnormal
wear and tear has not been made good during that period, and that
any Company who is in a position to substantiate a claim under
this head should make its claim independently of the claims sub-
mitted for arrears of work."’

The docuinents are indefinite as to the nature of the evidence to be adduced
in support of claims in respect of Abnormal Wear and Tear, and we understand
that no claim has yet been passed. The outstanding liability has been estimated*
by the Government Accountants at £40,000,000, but we are informed by them
tﬁat this is an estimate on which little reliance should be placed. '

We recommend that any claims that may be put forward in respect of
Abnormal Wear and Tear should be substantiated on the following grounds :—

(a) that the abnormal wear and tear has been due to Government user of
the Company’s undertaking; :

(b) that the making good of the abnormal wear and tear forming the
subject of the claim has not been counterbalanced by reduced
maintenance expenditure owing to subnormal wear and tear of
other portions of the Company’s undertaking in the same or another
accounting period;

{¢) that the amounts received or receivable by the Company in respect of
normal maintenance are insufficient to provide for the making good
of the abnormal wear and tear forming the subject of the claim,
in addition to normal maintenance.

In the event of any claim in respect of abnormal wear and tear being admitted,
the cost of making good should be discounted by the prasent value of any saving in
repairs and renewals that may result from the earlier renewal of the asset, and
all betterment should, of course, be excluded.

CHAPTER 1V.
SUPPLEMENTARY CLAUSES TO THE AGREEMENT.

1. Inthe autumn of 1915 the Railway Executive Committee raised a number
of questions, not provided for by the terms of the original Agreement, which called
for settlement. in view of the prospect, then realised, that the period of the War
would be more protracted than had been anticipated,

After considerable discussion between the Railway Executive Committee and
the Treasury, agreement was reached in regard to a number of the questions
raised, and the terms agreed upon were recorded in a document entitled, “ Supple-
mentary Clauses to 4 greement with His Majesty's Government.” This document
was issued to the Companies by the Executive Committee on 14th November, 1916,
and is known as the Pink BooK. (Vide Appendix I, p. 89.)

The Supplementary Clauses dealt with the following matters :-—

1. Capital Expenditure.
II. Stores.
These items, which were the most important, form the subject
of §§2 and 3 of this Chapter.
III. Allowances to Dependants of Men serving with His Majesty’s Forces.
It was provided that as from the commencement of control the
cost of such allowances, made in accordance with instructions issued,
should be borne by the Government.
IV. Damage to Railway Property by Bombardment or Hostile Aircraft.
The Government agreed to bear the cost of making good such
damage (except in the case of property the rent of which was
enj ogred by the Company below-the-line), whether made good during
or after control, and to indemnify the Company in respect of (above-
the-line) property held under lease or agreement. It was provided
that any insurance premiums already paid by the Companies should
be borne by the Government, and that the Companies should give
credit to the Government for any sums received under policies of
insurance.

* Cmd. 147/1919, .
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V. C’har%es for Services rendered by Railway Companies to the Govern-
ment.

. We have already referred to the general bearing, on the negotia-
tion of these Supplementary Clauses, of the question of payment
for Government ‘traffic and the disposal of surplus receipts.
(Chapter IT, §7.)

This Clause incorporated a Schedule specifying the particular
classes of traffic in respect of which direct cash payments should,
and should not, be made to the Companies by Government Depart-
ments. The provision for cash payments in certain cases did not
conflict with the right of the Government to free carriage, and to
the retention of surplus receipts; the objects in view were chiefly
to prevent the extravagant use of railway services by Government
Departments and to secure that payment should be made for below-
the-line services and accommodation—which were not covered by
the guarantee.

VI Adjustment o f Accounts.

This Clause provided that each Company should give an under-
taking to repay to the Government any sums which, on a final
settlement of the accounts of any peried ending 81st December,
might be found to have been received or retained in cxcess of the
amounts due, together with interest at 5 per cent. from the 1st March
following the close of such period. This provision was rendered
necessary by the fact that payments were made on monthly state-
ments, rendered by the Companies, which were not, as a rule,
verified. the final settlement being made after examination of annual
accounts.

2. Towards the end of 1915 the Railway Executive Committee represented
to the Treasury that owing to the prolongation of the period of control, many
Companies were suffering hardship, by reason of the fact that the Agreement
contained no provision regarding Capital Expenditure incurred by the Companies
during the period. It was pointed out that the Government were benefiting to
the extent of any additional revenue or saving resulting from such expenditure,
while the interest or dividend on the capital raised was a charge upon the
Companies. .

It would have been in accordance with the spirit of the original Agreement
that such additional revenue or saving should be excluded from the calculation
of net receipts during the period of control, on the ground that it was not included
in the accounts of the standard year. This was not practicable, however, and the
alternative suggestion was made by the Railway Executive Committee that the
position should be met by the payment to the Companies, in addition to the

-guaranteed net receipts, of interest, at an agreed rate, and aceruing from appro-

priate dates, on capital expenditure on certain classes of plant and equipment.

Agreement on this basis was eventually reached, and clauses recording the
arrangement agreed upon were incorporated in the Pink Book.

-The main features of the arrangement were as follows : —

(1) Interest to be allowed upon all sums, properly chargeable to capital
- and actually so charged, expended upon— .
(@) works (including land), rolling stock and plant brought into
use since 31st December, 1912; )
(b) mineral support acquired since 31st December, 1912, in con-
tion with ljnes in use during the period of control.

. (2) Interest to be at the rate of 4 per cent. per annum for the whole period
of control.

(3) Interest to accrue from the date on which the works, ete., are brought
into use, or from 5th August, 1914, in the case of works brought into
use before that date, appropriate adjustments being made in respect
or works brought into use during the standard year (1913) which
affected the net receipts during a portion of that year.

In May, 1919, the Railway Executive Committee represented that while new
capital expenditure on a considerable scale was necessary in connection with
post-war reconstruction, the Companies felt themselves unable to incur such
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expenditure under the arrangements then existing. The conditions of the Agree-
ment as to Interest on Capital Expenditure were regarded by the Companies as
unfavourable; they were disinclined to undertake capital expenditure, owing to
the prevailing high rates of wages and prices of materials; and they were
unwilling to embark on development of their undertakings, in view of the
uncertainty as to how they would be recouped for the expenditure involved, in the
event of the Government deciding to take over the Railways. To meet this
position the Railway Executive Committee suggested that any new works that
might be necessary should be financed by the Government. '

- The Government rejected the proposal that they should provide funds for
the necessari\: development of the undertakings, in view of the considerable funds
already in the possession of the Companies. They recognised, however, that the
rate of interest allowed on capital expenditure under the Agreement of 1916,
viz.,, 4 per cent., was less than the rate currently obtainable by the Companies
on investments, and it was agreed that interest should be allowed on approved
capital expenditure, incurred after 1st May, 1919, on new works or additional
rolling stock, at the rate of 5 per cent. instead of 4 per cent., and that the interest
should accrue, not from the date on which the works were brought into use, but
from the date when the capital expenditure was incurred. At the same time an
assurance was given to the Companies that ‘‘ in the event of their undertakings
being acquired by the Government, the Companies shall neither be financially
prejudiced nor financially advantaged by reason of having incurred capital
expenditure under the present arrangements.”

- Apart from the additional concessions made to the Companies in 1919, which
were probably unavoidable in the circumstances then obtaining, the arrangement
as to interest on capital expenditure is a reasonable extension of the original
Agreement as to Net Receipts. It provides, however, an example of the one-sided
c}l:a.racter of many of the Agreements entered into by the Government during
the war. . |

It was specifically provided, in the agreed Clause inserted in the Pink Book,
that in calculating the amount of capital expenditure on which interest was to
be allowed, a deduction should be made for the value of works replaced. No
such provision was made, however, in the case of works displaced and not
replaced. The object and effect of displacing works is no doubt, as a rule, to save
expenditure on assets from which there is no longer an adequate return, and in
such cases it is reasonable that allowance should not be made for the value of the
works displaced in calculating the amount of capital expenditure ranking for
interest. In the event of displaced works being realised, however, the proceeds
are either devoted to new capital expenditure in another ‘direction, in which case
the Company receives interest on the amount from the Government, or they are
invested, and the interest realised accrues to the Company below-the-line.

We are of opinion that it is equitable to regard the whole of the assets of
which possession was taken in 1914 as remaining in the possession of the
Government throughout control, and that in the event of any such assets: being
realised, the revenue derived from the proceeds, in whatever form, belongs to the
'Government. ' ' ' S

A substantial case of such realisation of capital assets employed in the base
period, without adjustment either of the standard. pet receipts or of the additional
capital expenditure.ranking for interest, is that of steamships taken over by
the Admiralty. As these steamships contributed to the net receipts of 1913, mo
payment was due to the Companies in respect of their use by the Government
‘during the period of comtrol. A special Agreement was entered into by the
Admiralty, however, under which payments have been made to the Companies
in respect of the cost, less accrued depreciation, of replacing ships lost or not
returned. Under this Agreement the Companies have received sums amounting
to approximately £2,500,000, and the Companies have presumably invested the
amounts, and enjoyed the interest realised thereon below-the-line. o

As the standard net. receipts of the Companies concerned have not been
adjusted in respect of the sums paid by the Admiralty. the Government is in the
position of continuing to pay rent for property which it has bought. The
adjustment of net receipts is probably not a practicable course, and we are of
opinion that the position can only be equitably met at this stage by the Companies
concerned paving to the Government the amounts realised by them by way of
interest on the sums received from the Admiralty, or by adjustment, in the
Companies’ claims in respect of interest on capital expenditure, of the amounts
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tanking for interest, in the manner adopted in the case of capital assets
replaced. '

We draw attention to the arrangement under which Companies are enjoying
revenue, in addition to the guaranteed net receipts, from assets that were revenue
producing in the standard period and have since been realised, and we recommend
that the matter be taken up with the Companies with a view to an adjustment by
:F:fg;er may be considered the most convenient method from the accounting point

3. The Supplementary Clauses to the A eement, incorporated in the Pink
Book, issued November, 1916, contained the fo?lrowing provisicl»)n — 1

“ At the end of the period of Government control, a cash payment to
be made by the Government to each of the controlled Companies equal to
the difference between () the book value of the stores in stock at the 5th
August, 1914, and () the value of the same quantities of similar stores
calculated—

(1) as to the extent those quantities are in stock at the end of the
control period, at the book values then ruling; :

(2) as to the shortage in the quantity at the end of the control perio
as compared with the quantity at the beginning, at replace-
ment prices. :

“ The replacement prices to be agreed between the Treasury and the
Railway Executive Committee as fairly representing the prices at which
the shortage could be made good, having regard to quoted market prices
at the end of the control period, the probable movement of prices and the
other circumstances of the case. Any amounts already received by the
Companies for replacement value of material used on work done for the
Government must be brought into account when fixing the amount to be
allowed under this Clause.

7 “ Regulations in regard to the calculation of prices, and definition of
gtores, and generally as to giving effect to this Clanse, to be agreed between
the Government Accountants and the Railway Executive Committee.”
The effect of this provision, if carried out, would be that the Companies would
hold, at the end of the period of control, a stock of stores equivalent to the stock
held in 1914, and standing in their books at 1914 prices. _

" Tt should be explained that it is the normal practice of the Companies to debit
the cost of stores, when purchased, to a Stock Aceount, and, as stores are issued for
use, to charge them to working expenses at the average price at which similar
stores, held in stock on the date of issue, have been purchased. ~ This practice has
been continued during the control period, in conformity with the general principle
of the original arrangement that in preparing its accounts for the purpose of
arriving at net receipts each Company should follow strictly the practice which
regulated the preparatior of its accounts in 1913 L

'As a result of this practice having been followed in a period of rising prices.
the Companies have been under thé necessity of replacing stores issued from time
to time, at prices higher than those charged to working expenses (and borne by
the Grovernment) in respect of the stores issued, and the difference in cost on re

‘placement has been borne by the Companies. In other words, the Companies
‘hirve themselves found. the additional working capital required to finance their

ores at the increasing prices ruling during the control period.
o Tn 1816 it was re%ésented to ghe Treasury, on behal{ of the Railway Com-
panies, that in consequence of their practice of charging stores to working
expenses at average prices, instead of replacement prices. the Cqmpame_s ran the
rigk of finding themselves burdened at the end of t,h_e cont::ol period ‘f Wlf;h stocks
of materials, etc., purchased during the control period at inflated prices.”

" At the commencement of control no question was raised as to the propriety of
charging stores at average prices and not at replacement prices, and, indeed, from
the standpoint of the net receipts Agreement, it would clearly have been inequit-
able ‘to'charge at replacement prices. TIf these were higher than average prices
the Companies would thereby have received during the control period a profit on
their stores, in addition to the guaranteed net receipts, while if they were lower,
the Companies would have lost money by the transaction, which certainly was not

the intention of the Agreement. ] |
" 'So far as we are aware it has never been suggested that the Companies should

alter the practice of charging stores out at average prices. but it bas been realised
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that if as a matter of fact stores had been charged out, not at average prices
but at replacement prices, the Companies would have been secured against finding
themselves at the end of the period with a stock of stores standing in their books
at inflated war prices. Arguments have accordingly been put forward in support
of the view that the Companies would have been justified in charging out stores
at replacement prices.

It is suggested, for instance, that this course would have been justified on the
ground that it was the intention of the original Agreement that the effects of the
war should be “‘ blotted out,”’ as far as the Companies were concerned, during the
period of control. We find considerable difficulty in dealing with loose phrases
of this kind that have been grafted on to the original Agreement in support of
particular interpretations of it. To a certain extent it may be true that as a
consequcnce of the Agreement the effects of the war on the Companies have been
“ blotted out ”’ during the period of control, but we cannot admit that it was the
intention of the Agreement to relieve the Companies of all the burdens arising
from war conditions. It was not the intention, for instance, and it is not the
effect, of the Agreement, to relieve the Companies of the burden of depreciated
money values in respect of their pre-war funds.

The extent to which the Companies are relieved, or may claim that they
should be relieved, of such burdens, is commensurate with the ambit of the
original Agreement itself, and we are of opinion that it is mot possible so to
construe the original Agreement as to admit of the charging out of stores at
prices other than average prices, or to provide for the ‘‘ blotting out '’ of the
effects of the war on the Companies’ Stores Stock Accounts, which are outside
the scope of the original Agreement. That Agreement had reference to the
revenue position of the Companies and was designed to secure to them a defined
quantum of net receipts; it was not concerned with the capital position of the
Companies in any way, and if one of the effects of the war was to necessitate the
provision by the Companies of additional working capital for the undertakings,
that effect was not one that was ‘‘ blotted out,’’ or intended to be ‘¢ blotted out,”’
by the Agreement. In the case of the additional working capital which the
Companies have been under the necessity of finding to enable them to-pay increased
wages, it has never been suggested that there was any case for calling upon
the Government, during the control period, to provide the additional funds
m{uired, nor is it contended that the Agreement as to Net Receipts places any
obligation upon the Government to reimburse the Companies with the amount of
such additional working capital at the end of the period.

The increased cost of labour and the enhanced value of stores appear to us
to be on precisely ‘the same footing from the standpoint of the Net Receipts
Agreement, and we regard the proposition that Companies should be prc_mded,
at the expense of the State, with the additional working capital required to
enable them to carry their 1913 stock of stores at enhanced prices, whether this
be effected by charges for stores being raised at replacement prices, or by any
other means, as entirely irreconcileable with the purpose of the original Agree-
ment, :
That the Companies are entitled to interest on any additional working capital
they may provide during the control period is a reasonable application of the
principle underlying the Agreement as to Net Receipts. It was to meet the
Companies’ right to such interest, inter alia, that the Government agreed to
their enjoying the interest on accumulated arrears of maintenance funds.

A further contention put forward in support of the Supp}ementar:y_ Agree-
ment in regard to Stores, and, incidentally, in support of the Proposmon that
stores issned during control should have been charged out at replacement prices,
is that the Companies would have been within their rights in locking up the whole
of their stores on 5th August, 1914, and keeping them intact until the end of the
period of control, leaving the Government to finance the stores required for rail-
way working during the period. This process of argument avoids the difficulties
that seem to be inherent in any attempt to justify the Stores Agreement by refer-
ence to the Agreement as to Net Receipts, and relies upon a particular interpre-
tation of the lation of the Forces Act, 1871, under the provisions of which
possession was t.ai:an of the Railways. It is contended that the property of which
possession was taken in pursuance of that Act did not include stores, and that
therefore the Companies could have locked them up.

" The relevant terms of the Act are as follows :—

# . . . . the Secretary of State may . . . . . . take
possession . ., . . . , ofany railroad . . . . . . andof the
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plant belonging thereto . . . . . . For the purposes of this section
Coe e ‘ Plant ’’ shall include any engines, rolling stock, horses,
or other animal or mechanical power, and all things necessary for the
proper working of a railroad or tramway which are not included in the
word “ railroad ”

We do not propose to enter into a discussion of the legal question involved in
the particular construction of this Section that has been indicated, beyond saying
that primé facie it would appear to be difficult to exclude stores from the category
covercd by the phrase ‘‘ all things necessary for the proper working of a railroad.”

‘Whatever may be the correct legal construction of the Act of 1871 in this
respect, we are of opinion that the inclusion of stores in the undertakings of which
possession was taken was an inherent condition of the Agreement guaranteeing
net receipts, and a condition from which the Companies cannot equitably escape.
The undertakings of which the net receipts were guaranteed were clearly running
concerns, provided not only with operating plant and equipment, but with the
working capital necessary to operate them. The working capital employed in the
standard year contributed to earning the guaranteed net receipts, and it cannot
reasonably be contended that it was open to the Companies to withdraw that work-
ing capital during the period of control, while continuing to enjoy the guaranteed
net receipts in full. |

The documents leading up to the Agreement as to Stores do not indicate with
any certainty the reasons which, in the mind of the Treasury, were held to justify
the arrangement when it was made. It appears to be clear, however, that the
arguments by which the proposal was supported were not then based (as they have
since been based) on the Agreement as to Net Receipts, but were directed to a
position that it was anticipated would arise at the end of the control period.
Indeed the question was raised, in thé first place, in view of the fact that a
particular Company had been required by the War Office to lay in a stock of coal
largely in excess of anything they were accustomed to keep. The Agreement,
‘however, has no reference to stores held by the Company in excess of their 1914
stocks; it provides, on the other hand, for the replacement of shortages and the
payment by the Government of the enhanced value of stocks held, up to the limit
of those held in 1914. _

In either case, the possible loss against which the Companies were to be pro-
tected was a loss arising, not during, but after control, in consequence of their
then holding stocks bought at inflated war prices. -

In 1916, when the Stores Agreement was made, the big inflation of prices that
resulted from war conditions had not yet taken place. It might reasonably have
been thought at that time that the country was passing through a period of tem-
porarily inflated prices, and that after the war there would be a comparatively
rapid drop in prices to what was probably regarded as their normal level. Railway
rates had not been raised at this time, and there is no reason to suppose that any
permanent increase of rates was in contemplation. In such circumstances (and
apparently only in such circumstances) the Railway Companies would, in the
sbsence of any special arrangement as to stores, have suffered loss, at the end of
control, by reason of their holding stocks of stores bought at inflated prices, which
they would have, in effect, to sell to the users of the railways at normal rates,
If the matter were so regarded by the Treasury, that Department may well have
decided, although the original Agreement placed no obligation upon the Govern-
ment to relieve the Companies of such loss, that it was nevertheless a loss which
the. Companies themselves should not be required to bear. and that it would be
more convenient o meet the case by an Exchequer payment than by what would
then have appeared to be the wholly impracticable course of raising railway rates
temporarily, after control, in order to place the burden on the users of the rail-
ways, who, in strict principle, onght to bear it. ,

We have accordingly formed the opinion that the Stores Agreement was 4
concession made by the Treasury to meet a position that it was contemplated would
arise at the end of the control period; that it was not an amplification of the
original Agreement, guaranteeing the Companies their net receipts, and
js essentially at variance with the principles of that Agreement. _

' The post-control conditions, the expectation of which may have justified
the concession in 1916, will apparently not obtain on the termination of control,
in view.of the fact that the Companies’ charging powers have now been placed
on a level commensurate with current prices, and are presumably intended to
cover the current cost of stores. If this be the case the Companies will not
suffer the loss, in respect of stores bought at war prices, against which the
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Stores Agreement was intended to protect them, and if the Agreement is carried
out, the amounts paid thereunder, which are estimated at £20,000,000, will be
clear profit to the Companies.

~ We accordingly recommend that the Stores Agreement be reviewed. In
fixing the present charging powers of the Companies it is presumed that the
current cost of stores was taken into acocunt. Under the circumstances,
therefore, as existing at present, there is no justification for the arrangement
that the Companies should be recouped the cost of the increased stores held by
them, at the end of control, by an Exchequer subsidy.

It should be added that a special arrangement was made in regard to stores
purchased by the Companies, after the Armistice, in anticipation of normal
requirements. (Vide Appendix I, pp. 139-141))

CHAPTER V.

ESTIMATE OF OUTSTANDING LIABILITIES, ACCORDING- TO THE
INTERPRETATIONS WHICH MAY BE PLACED UPON THE
AGREEMENTS.

The Railway Companies are at present unable to furnish an estimate of the
claims they may put forward at the end of the period of possession. We under-
stand, however, that these claims will fall under the following heads, and that the

ossible extent of the liabilities thereunder, so far as they can be estimated, on the
Ea,sis of the interpretations understood to be placed upon the Agreements by the
Companies, may be as indicated. These estimates have been prepared from data
in the possession of the Ministry of Transport with the exception of that for
Abnormal Wear and Tear, which was included in Command Paper 147/1919.

It should be clearly realised that these figures are merely estimates of the
amounts the Railway Companies’ claims might possibly reach. In the case of
Arrears of Maintenance and Abnormal Wear and Tear the amount of the claims
will depend upon the trend of prices, and to the extent to which prices fall, the
claims would be lower than the figures shown, which are based on prices at 200
per cent. above pre-war level. In the case of Abnormal Wear and Tear the
estimate is one upon which little reliance should be placed :—

£
Arrears of Maintenance : Abstracts Aand B ... 70,000,000
. " Other Abstracts ... 20,000,000
Abnormal Wear and Tear . e ... 40,000,000
Replacement of Stores 20,000,000

It is understood that the Companies may pﬁt forward additional claims, at
present undefined, under the Regulation of the Forces Act, 1871. As we have
indicated, we are of opinion that no such claims are admissible. (Chapter 11,
§5.) S ,

3

It is not possible to frame any reliable estimate of the amounts that may be
‘payable to the Companies in the event of the Agreements bem%l interpreted -in
accordande with our recommendations, but it would appeat that the amounts will
be reduced to an insignificant figure. ' | , : -

The above are claims that cannot be presented until the end of the period of
possession : account must also be taken of the current liabilities of Government
during the remaining months of control, if the Agreements continue to be applied
on the basis of the Railway Companies’ interpretation of them.

No estimate can be given of the reduction in these claims that would be effected
by the adoption of our recommendations. If normal maintenance charges be not
restricted to the 1913 quantum, however, the only limjt to the liability of the
Government in the case of those Companies who have either overtaken their
accumulated arrears, or are able to overtake them before the end of control, is the
limit of the Companies’ ability to spend.
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CHAPTER VL

IRISH RAILWAYS.

The Order in Council under which possession was taken of the Irish Railwavs
was dated 22nd December, 1916, and Government liability (with the exception of
a liability previously undertaken in respect of War Bonus) commenced as from
1st January, 1917.

The nature and terms of the Agreements with the Irish Companies are
practically identical with the British Agreements, but in regard to one or two
matters the position is more clearly defined in the case of Ireland. One of these
is the question of the limitation of normal maintenance to the 1913 quantum,
in regard to which the Board of Trade addressed the Irish Railway Executive
Committee in the following terms.

“ ¥ am directed by the Board of Trade to state that in all the circum-
stances, they will not press for the inclusion of the New Clause on page 5
of the amended draft, on the understanding mentioned in your letter,
namely, that no Company will be allowed to charge any Compensation
Account Repairs in excess of 1913 without the direct consent of the Irish
Railway Executive Committee or such other justification as might satisfy
the Government Accountant.”

The Irish Companies, although not controlled until 1st J anuary. 1917, were
guaranteed net receipts on the basis of 1913,

CHAPTER VIL

FURTHER STEPS NECESSARY TO SAFEGUARD THE INTERESTS OF
' GOVERNMENT.

We have already referred, in:Chapter II., to the arrangement, adopted at
the commencement of the period of possession, for the investigation of the Com-
panies’ claims under the Agreement by an organisation of railway accountants
set up by the Railway Executive Committee.

We are satisfied that this arrangement, although of great value to the
Government, and the only arrangement possible at the time it was instituted,
was not a satisfactory one when the war conditions which justified it no longer
obtained. On the establishment of the Ministry of Transport, officials of the
Ministry were associated to a limited extent with the railway accountants in
the supervision and checking of the Companies’ claims. We are satisfied that
the super-imposition of this official check was not only desirable in itself, but
has been justified by its results. The tendency of the railway accountants was
naturally and properly to be guided by a strict reading of the various Accounting
Instructions that were issued by the Railway Executive Committee from time to
timé. In some cases the literal application of these instructions produced results
which were not in conformity with the underlying intention of the Agreements,
and the effect of the official check imposed by the Ministry of Transport, though
this check has been limited in extent, has been to bring the operation of the
Agreements under comprehensive review from a detached standpeint. A number
of questions have consequently been raised which in other circumstances would
probably not have been raised. :

We do not recommend that any attempt be made at this stage to impose a
rigorous supervision and regulation of railway expenditure, or to subject the
Companies’ accounts to a full and adequate audit, but, in view of the approaching
termination of control, we are of opinion that the official check already instituted
should be continued, and that the responsible officers of the Ministry of Transport
should be given such additional assistance as they may reasonably require, in order
to enable them to deal adequately with the many questions that will necessarily
arise in connection with the Companies’ final accounts and claims,
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CHAPTER VIIL
SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS.

Our principal conclusions may be summarised as follows : —

1. The character of the Government’s ¢
in the course of time, undergone a complete change. It began as a temporary
control of traffic for purely military purposes, with a liability for compensation
for purely military acts; 1t has developed into a comprehensive financial trans-
action entir:lg divorced from military considerations, covering the whole area
of raillway administration, and continuing long after the circumstances which
originally justified it haveceased to exist. (Chapter II, §2)

2, Possession was taken of the controlled Railway Companies under the
provisions of the Regulation of the Forces Act, 1871; it was intended by that Act
that the Companies should receive full compensation for loss or injury sustained
in consequence of the exercise of the powers conferred by the Act on the Secretary
of State for War.

When the original Agreement between the Government and the controlied

Railways was concluded in 1914, it was the intention, and the expectation, of the.

parties that the Agreement should provide a just measure of the compensation
intended by the Act of 1871.

Owing to circumstances not foreseen when the Agreement was made, the
Companies have been completely protected against loss or injury arising during
the period of possession, whether attributable to the operation of the Act of 1871
or not. '

In view of the history of the negotiations leading up to the Agreement of
1914, we have considered whether we should recommend the revision of that
Agreement with a view to the Companies being accorded compensation for loss
or injury attributable to the operation of the Act of 1871, and no more. We
have come to the conclusion, however, that in all the circumstances such a course is
impracticable. (Chapter II, §5.)

3. The Agreement of 1914 guaranteed the controlled Railway Companies,
collectively, the aggregate net receipts, shown in the Published Accounts of
1913, of the first seven items of Account No. 8 of the Statutory Accounts, less
a percentage deduction. The subsequent Agreements were intended to be in
the nature of interpretations and amplifications of the original Agreement,
designed to carry out the underlying purpose of that Agreement in changing
circumstances.

The underlying purpose of the original Agreement was that while the
Companies were under obligation to exercise all possible economies, and prevent
all unnecessary expenditure, the financial results to each Company during the
period of possession should be the same as they would have been had the under-
takings remained under the control of the Companies and the receipté and
expenses of each railway had been the same as they were in the corresponding
period of the previous year. (Chapter II, §14.)

4. When the original Agreement was concluded it was the intention of
the parties that the compensation payable thereunder should be exhaustive of
the Government’s liability under the Regulation of the Forces Act, 1871 (Chapter
II, §5.)

QOur recommendations, the more important of which are summarised below,
must not be regarded as the result of an investigation from the legal standpoint.
They represent our view of the equitable application of the Agreement, having
regard to all the circumstances surrounding its origin and the general intention
of the parties at the outset :—

1. Charges for maintenance in excess of the 1913 quantum appearing in the
Companies’ claims now under examination or hereafter submitted should not be
allowed; Companies to which payments in respect of such excess charges have
already been made should refund the amount of the excess; any Company claiming
to have incurred expenditure on making good abnormal wear and tear properly
chargeable to Government account should substantiate its claim in accordance
with the conditions hereafter indicated (No. 5). (Chapter I1I, §1.)

2. Current payments on account of arrears of maintenance other than proper
renewals provisions should be discontinued. {Chapter ITI, §2.)

ossession '’ of the Railways has, General.

Mainten-
ance.
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3. The Companies should utilise the funds already paid to them, on account
of arrears of maintenance, in defraying the whole cost of overtaking deferred

work, before reoeivin%I further payments on account of the additional cost of
arrears overtaken. (Chapter ITI, §2.)

4. No payments should be made in respect of arrears of maintenance out-
standing at the end of the period of control, except to the extent to which it may
be possible for Companies to show that the amounts already paid to them are
insufficient to provide for the making good of physical arrears that may actually
require to be overtaken. (Chapter I11, §3.) '

5. Any claims that may be put forward in respect of Abnormal Wear and
Tear should be justified on the following grounds : —

(z) That the abnormal wear and tear has been due to Government user of
the Company’s undertaking;

(b) that the making good of the abnormal wear and tear forming the sub-
ject of the claim has not been counterbalanced by reduced main-
tenance expenditure owing to subnormal wear and tear of other
portions of the Company’s undertaking in the same or another
accounting period; '

(c) that the amounts received or receivable by the Company in respect of
normal maintenance are insufficient to provide for the making good
of the abnormal wear and tear forming the subject of the claim in
addition to normal maintenance. (Chapter III, §4.) ‘

6. In view of the fact that the Companies receive interest in addition to
the guaranteed net receipts, in respect of capital expenditure on assets that were
not. productive throughout the standard year, Companies should not enjoy
revenue below-the-line, in addition to the guatanteed net receipts, from assets
that were revenue producing in the standard period, and have since been realised.
The matter should be adjusted by whatever may be the most convenient method
from the accounting point of view. (Chapter IV, §2.)

7. The Agreement as to Replacement of Stores should be reviewed. In
fixing the present charging powers of the Companies it is presumed that the
current cost of stores was taken into account. Under the circumstances, there-
fore, as existing at present, there is no justification for the arrangement that the
Companies should be recouped the increased cost of the Stores held by them, at
the.end of control, by an Exchequer subsidy. (Chapter IV, §3.)

8. The existing arrangements under which the claims of individual Com-
panies are investigated by railway accountants, with whom officials of the
Ministry of Transport are associated, should be continued and extended as may
be considered necessary. (Chapter VIL.)

We desire, finally, to state our indebtedness to our Secretary, Mr. Twentyman.
With marked ability, and unwearying courtesy, he has obtained and marshalled
the data for which we asked, and has drafted and redrafted our conclusions, as
gradually formed, in regard to matters very difficult of correct and yet clear
expression.

COLWYN (Chairman).
S. HARDMAN LEVER.
H. J. MACKINDER.
*WILLIAM GRAHAM.
*HARRY BARNES.

T. ROBINSON.

W. PETER RYLANDS.
GODFREY COLLINS.

E. TWENTYMAN,
.  Secretary.

* Subject to reservation,
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"RESERVATION ON THE REPORT OF THE DEPARTMENTAL
COMMITTEE ON RAILWAY AGREEMENTS.

The claim of the Railway Companies is based on the operation over a pro-
longed period of a Guarantee to make up a deficiency in their net receipts. The
Guarantee arose out of the taking possession of the Railways under the powers
given by the Act of 1871; but the deficiency was not limited to that caused by the
exercise of these powers.

Under such Guarantee the claim is made up, not only in respect of deficiency
due to control, but also of deficiency due to war and other causes.

I am strongly of the opinion ¢hat a claim so made up is not equitable, and-
that from it should be deducted all amounts in respect of deficiency not due to
control. Such deduction would follow on the re-insertion in the Guarantee of
the words which were originally inserted for the purpose of limiting the claim,
and were deleted under pressure exercised at the time,

My colleagues have rejected such a proposal as impracticable; I do not coneur
in this view, and must be taken to dissent from any argument appearing in this
Report'in support of their action.

- If the view of my colleagues is accepted, I agree that the course recommended
by them is the nearest approach to equity and adequacy, and on that ground I join
with them in signing this Report.

HARRY BARNES.
8th February, 1921.

Committee Room No. 25,
Ministry of Transport.

RESERVATION By MrR. WILLIAM GRAHAM.

In the circumstances attending this Inquiry, and the fact that within a
comparatively short time the members of the Committee have had to apply their
minds to a mass of agreements and undertakings between the Government and
the Railway Companies dealing with questions of great technical and other
complexity, it is obvious that in the main all that is possible is a report which
suggests a solution acoording to broad principle, capable, however, of compara-
tively simple explanation. When the original Agreement was framed in August,
1914, the governing Statute was the Regulation of the Forces Act, 1871. Like
all legislation, the Act is not destitute of ambiguity, but it appears to be beyond
doubt that it specifies compensation only for what is clearly due to Government
control or possession of a railway undertaking.

. As originally framed, the fundamental Agreement was consistent with the
letter and spirit of the Act of 1871, in that it included limiting words which
excluded allowance or compensation for what could rightly be attributed to war.
circuamstances in general as distinguished from effects strictly attributable to
control. But the Railway Companies insisted on the deletion of the limiting
words, and under pressure of national emergency the Government gave way.
This appears to me to0 be the central point in the present controversy. From
this fundamental error in policy, inconsistent with the Act of 1871, flowed other
concessions throughout the amendment and amplification of the Agreements, the
cumulative effect of which, in my judgment, was to give the Railway Companies
yrotection against the general circumstances of the war as they affected British

ailways. It is obvious that such a result cannot be defended. The Agreements
are clearly ultra vires. Regarded as contracts they fail because it is incon-
ceivable ti;at. the minds of the parties ever really come together, whatever the
appearance of agreement. There is admittedly an almost comnplete absence of
reciprocity. In any event, the consequences of strict adherence to the amended
text would be contrary to public interest and policy. _ ] _

I come now to the question of remedy. My colleagues in Committee, while
emphasising the basis of the Act of 1871, have taken the view that it is not a
practicable policy to go back over the events in the period of control and separate
what was attributable to war circumstances from what was attributable to
control ; in other words, they do not think it feasible to re-insert at this stage the
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limiting words and proceed to adjustments on that footing. In this respect they
are in agreement with the contention of the Railway Companies. I regret that,
in the absence of technical knowledge and such evidence as would convince me to
the contrary, I am unable to take that view. It does not appear to be disputed
that such adjustment would be the ideal method in the sense of strict justice,
and 1t is, of course, only the application of the Act of 1871, which contains the
policy from which no departure should bhave been made. Accordingly, while
agreeing with by -far the greater part of the Report of my colleagues, both in
argument and in conclusion, and thus able to sign the main statement, I am
compelled to say by way of reservation that, in my opinion, in view of the
enormous sums of public money involved, it is of the utmost importance that even
yet an effort should be made, and in the most resolute manner, to review the whole
circumstances of the period of control, with their attendant liability on the part
of the State, if any, in the light of the re-insertion of the limiting words. On
this point it must be remembered that the Railway Companies themselves have
repeatedly stated that it was no part of their purpose to gain by the emergency
confronting the State; they have stated that they wished to be no better and no
worse at the end of the period of control, but I suggest that this phrase is only
acceptable if no better and no worse at the end of control refers strictly to the
scope and influence of Government control itself. Thus understood, the phrase’
appears to me to be nothing more than another way of stating the central principle
of the Act of 1871. While recognising that there may be certain abnormal.i factors
for which a separate arrangement may be made, as, for example, abnormal
wear and tear during control, I feel that the terms of the Act of 1871 should be
regarded as exhaustive of the rights of the Railway Companies. Further, it is
clear that they themselves evidently appreciated the character of the Agreements
when the phraseology in which they urged their officials and servants loyally to
abide by the understanding which had been reached is considered.

The only point which remains refers to the effect of the recommendations
of the Report of the Committee. I have sought to ascertain whether in practice
they will amount to the reinsertion of the limiting words and to the application
uf the Act of 1871. On this question it appears to be impossible to get assurance,
and, indeed, assurance can hardly be expected, so complex is the whole range of
controversy under review. It might be suggested that so striking is the difference
between the known claims of the Compabies and what the Committee actually
recommends that in effect the position laid down in the Act of 1871 will be
achieved. - But on this point it appears to me to be doubtful whether
the Agreements can ever really be interpreted accurately to achieve this
result. It will be remembered that what the Companies accepted
was a guarantee of the net. receipts of 1913 as providing a fair defini-
tion of the comgensa.tion to which they were entitled, %.e., compensation
for loss or injury due to the exercise of the powers of the Secretary of State. But
this foundation appears to me to be discredited by the practically admitted facts
regarding the exceptional character of 1913 in the history of British railways.
T'or these and other reasons I am satisfied that the Act of 1871 is the only possible
basis, and, however difficult it may now be to work back to that Act as a foundation
in view of all that has happened, I would urge that the suggestion of impracti-
cability cannot, at this stage, be definitely accepted to- the final exclusion of the
other policy. I believe this view to be consistent with the opinion frequently
indicated in the Report of the Committee, that as time went on the relations
between the Government and the Companies were progressively altered until the
Companies were ultimately safeguarded against probably the whole consequences
of the war, whereas there is general agreement that the limits of their rights are
fixed by what may be attributed to control.

WILLIAM GRAHAM.
8th February, 1921.
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APPENDIX A,

{Note by the Secretary.)

SUMMARY OF ARRANGEMENTS IN REGARD TO Main-
TENANCE.*

The following is a summary of the various arrange-
ments in regard to maintenance expenditure, as they
are reflected in transactions occurring in the
periodical accounts and claims submitted by the Com-
panies to the Government, or form the subject of
possiblo clajms ta be submitted at the cnd ,of the
period of econtrol: —

A. Permanent Way and Rolling Stock.

(1) Current Repairs.—The whole cost of repairst
carried out during the period of possession, without
limit, is charged to working expenses currently,
and borne by the Government through the Account of
Net Receipts.

{2) Current Renewals.—The net amount charged to
working expenses in the Companies’ accounts for
1913 in respect of renewals, after adding or deducting
any amount transferred in that year to or from a
renewals provision fund, is charged to working
expenses currently and borne by the Government
through the Account of Net Receipts.

The Government is similarly charged through this

Account with the additional cost, due to the increase
in prices since 1913, of al} renewals carried out during
the period,
" The effect of ihese two transactions is that the
Covernment is charged currently in the Account of
Net Receipts with the whole cost of all renewals
exeented during the period, up to the limit of the
1913 quantum, plus the 1913 cost of deferred renewals,
if any, or the additional cost, due to increase of
prices since 1913, of remewals performed in excess of
the 1913 quantum, if any.

(3) Deferred Repairs and Renewals—The extent
to which the repairs and renewals currently executed
in either Abstractl fall short of the 1913 guantum$§
for that Abstract is assessed, on a financial basis,
by means of the ‘‘ Arreass of Maintenance "
Formulajl. Cash payments on account of the
ultimate cost of executing the ascertnined nrrears
are made currently, at the rate of 115 per cent.
of the 1913 cost of the deferred repairs, plus 15 per
cent, of the 1913 cost of the deferred renewals;
(100 per cent. of the 1913 cost of deferred renewals
has already been charged in the Account of Net
Receipts).

Appropriate adjustments are made to secure that
the Companies receive or retain, through the
Arrears of Maintenance Claims, only the amounts
due in respect of the nef arrears in each Abstract
accumulated to date, after making allowance for
excess in that Abstract in any particular accounting
period. If a Company has carried out a net excess
of repairs, however, it retains the whole cost of
that excess, which has already been charged in the
Account. of Net Receipts.

(4) By the operation of the arrears of maintenance
formula there mavr he an cventual ndjustment in

respect of the additional cost of excess remewals
charged in the Account of Net Receipts, but this
adjustment will only take place in the event
of a Company having, al the end of control, arrears
of repairs of preater amount than its excess re-
newals—nn unlikely contingency.

(5) There is no corresponding adjustment in the
case of a Company having excess repairs and arrears
of renewals, owing to the fact that cash payments
on account of the 1913 cost of arrears of renewals
are made through the Account of Net Receipts, and
not through the Arrears of Maintenance Claims.
On the other hand, a Company having excess repairs
and arrears of renewals does not receive the
additional 15 per cent. on account of the ultimate
cost of carrying out its arrears of remewals, unless
there are net arrears in respect of the Abstract
as a whole, as in that case only can the percentage
addition be obtained.

(6) The Government is under obligation to meet the
balanee of the cost of executing the net arrears of
repairs and remewals, combined, in each Abstract,
when the work is actually performed.

(7) The combined effect of these various operations
iy that the Government is under liability to meet
the whole cost of carrying out the 1913 quantum of
repairs and renewals of permanent way and rolling
stock, in respect of the whole period of possession,
whenever the work is done, and st whatever cost.
Payments on account of the ultimate cost of deferred
work are made currently at 115 per cent. of the cost
at 1913 prices of the arrears shown by the formula.
In addition, if repairs and renewals in excess of the
1913 quantum are executed during the period, the
Government is charged with the whole cost of the
excess repairs, and that portion of the cost of the
cxcess renewals which is due to the increase in prices
since 1913, :

(8) Abnormal Wear and Tear.—In addition to its
liability in respect of mnormal maintenance, the
Government has undertaken to consider claims in
respect of the cost of making good abnermal wear
and tear arising during the period of contvol.

B. Plant and equipment other than Permanent Way
and Rolling Stoeck.

The arrangements for current payments on account
of arrears of maintenance apply only to maintenance
of Permanent Way and Rolling Stock. In the
case of other plant and equipment, the Government
is charged currently, through the Account of Net
Receipts, with the whole cost of maintenance work
carried out, and with the amount of any provisions
made in 1913, In the event of there being nrrears
of normal maintenance work at the end of the period
of control, the Government will be liable for the
whole cost of making good, less any portion of sach
cost already charged, as provision, in the Account
of Net Receipts.

* Th: term ‘ wmainfenance,’’ as generally used in
this Report, is intended to cover all maintenance
expenditure and provision, including expenditure on
repairs, partial renewals and complete renewals,
reserves for depreciation and transfers to provision
funds,

1 ** Repairs ' as used in reference to Railway Com-
panies’ nccounts signifies repairs and partial renewals;
“ Renewals ' signifies complete renewals, with new
matevials throughout.

I Abstract A and Abstract B are the designations
of the abhstracts of expenditure prescribed by the
Railway Companies (Accounts and Returns) Act,

1911, in which expenditure on the repair and
renewal of (A) Permanent Way and Works, and (8}
Rolling Stock are compiled.

§ The phrase °f 1913 quantum ’’ of maintenance.
etc,, is n convenient term -by which to express the
cost of earrving out in any year during the period
of possession, at the prices currently ruling, the
quantity of maintenance work represented hy the
amount charged to working expenses in 19313, with
appropriate additions in respect of the maintenance
of eapital assets brought into use since 1913,

|l This formula is described in Appendix B.
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APPENDIX B,

(Note by the Secretary.)

CALCULATION OF AREBEARS OF MAINTENANOE,
Arrears of Maintenance Formule.

The detziled instructions® for the calculation of
deferred maintenance by means of the Arrears of
Maintenance Formule are extremely complicated, and
involve many intricate questions of a technieal
character, both engineering and accounting.

The broad principle on which they are based is
that the arrears of maintenance accruing in any year
of account are measured by the amount by which the
expenditure in the year, when adjusted in respect
of all variations, as compared with the standard year,
in relevant conditions, falls short of the amount of
the corresponding charge to working expenses in the
astandard yenr.

The process followed in the Formula is briefly as
follows : —

The amount expended by the Company in the
Abstract concerned, and charged to Government in
the Account of Net Receipts, iz taken as the com-
mencing figure. From this is deducted the assumed
cost, during the year, of maintaining assets brought
into use since 1913, the amount, if any. expended
on -making good abnormal wear and tear, and certain
other items which it is necessary to eliminate from
the expenditure of the year before comparison is
made with the expenditure of 1913.

Adjustment is similarly made, by addibion to the
opening figure, in respect of items included in the
expenditure of 1913, but not in that of the year of
account, e.g., reduction in milenge of line or rolling
stock in service.

The balance obtained, after these various adjust.
ments have been made, is reduced by a fat per-
centapge, representing the difference in the price levels
of 1913 and the year of account; the resulting figure
is the expenditure of the vear, adjusted for com.
parison wit hthat of 1913. This figure is deducted
from the actual charge to the corresponding Abstract
in the accounts of 1913, the difference being the
ascertained arrears of work, expressed in terms of
1913 prices, which is then increased by 15 per cent.,
as a payment on account of the additional cost of
making good the arrears, '

The fizure thns obtained represents 115 per cent, of
the 1913 cost of the ascertained arrears of both
repairs and remewals. The Company has already
charged to Government, through the Account of Net
Receipts, the whole amount charged in 1913 in respect
of renewals, and has transferred to a provision fund
the amount not expended. The smount transferred
to a provision fund in respect of unperformed
renewals must accordingly be deducted from the
ascertained arrears shown by the formula, This is
done after the addition of 15 per cent..to the 1913 cost
of the arrears, and the balance, representing 115 per
cent. of the 1913 cost of the ascertained arrears of
repairs, plus 15 per cent. of the amount reserved
through the Account of Net Receipts on account of
unperformed renewals, is paid to the Company cur-
rently through the Arrears of Maintenance Claim,

Defeets of Calculation.

This method:of ascertaining arrears of maintenance
appears to contain s number of defects, of which
these detailed below are the most important : —

(1) The standard of maintenance work by com-
parison with which arrears are ascertained is the
amount charged to working expenses in 1913, In
the case of many Companies this amount incladed
considerable sums transferred to provision funds in
addition to actual expenditure on maintenance work
performed in the year. The more appropriate figure
to take would seem to be the actunal expenditure in
1913, in respect of work performed in that year.
irrespective of transfers to or from Provision Funds.
While it is not possible, im the absence of a complete

* The instructions are printed in exrtenso in
Appendix I. Vide Yellow Book (1914-1915), p. 59;
Green Book (i916), p. 72: Brown Book (1917-1918),
p. 80, Examples showing the working out of the
Formule are given in Heliotrope Book, p. 64,

investigation of the Companies’ accounts, to affirm
definitely that the amounts transferred to provision
funds by particular Companies in 1915 were not
required for the maintenance of the undertakings,
it is highly probable that to a large extent they repre-
sented over-provision, made in pursusnce of what is
no doubt a aound conservative policy. To the extent
to which this is the case these provisions were in
reality appropriations of net revenue, and they should
not be included in the standard maintenance charges
for the purpose of ascertaining arrears. The Com-
panies are entitled to receive in each year of control
the actual amounts so reserved in 1913, as if the
charges had not been raised, the standard net receipts
would pro tanto have been increased.

It has been suggested that in al! the circumstances
the Companies should retain the additional 15 per
cont. of their 1913 provisions already paid to them
through the Arrears of Maintenance Claims, and that
similar payments should be continued during the
remaindeér of the period of possession, but that the
ascertained arrears of work should be reduced in
respect of the amounts provided and not spent in
1913, except in so far as any Company may be able to
furn@sh satisfactory evidence that the amount of its
provision was a proper depreciation charge to the
revenua of 1913 in addition to the year’s expenditura
on maintenance work carried out.

_ Bimilarly, that in the case of thoss Companies who
in 1913 met portions of their maintenance expendi-
ture by transferring sums from provision funds pre-
viously accumulated, the ascertained arrears of work
should be increased in respect of such transfers.

(2) In the Memorandum of Instructions (Blue
Book), Clause 4, it was provided, inter alia, that the
amount, charged for the Renewal of Rolling Btock
should mot exceed the amount charged in 1913 except
under apecial circumstances, such as additions to
rolling stock in service or an increass in the cost of
renewal work carried ont during the period resulting
from increased prices of labour and materials. ‘

Doubts having arisen as to the precise meaning of
this Instruction, the Railway Executive Committoe,
after consultation with the Gevernment Accountants,
issued an agreed interpretation of it in September,
1916, which provided, as regards renewals of rolling
Btp:hk, that a Company might charge the Governmant
with: —

()} The amount charged in 1913:

(b) Buch additional sum as might be neecessary to
make provision for the renewal of addi-
tional units or increased first cost of rolling
stock in seryice:

(e) The amounta attributable to increased rates
of pay or prices of materials paid in respeet
of renewals carried out during the period
and chargeable against the Government.

In arriving at (b} it was stipulated that the Company
must follow its established practice, if one existed,
and that where no practice exiasted the Company must
satisfy the Investipators and the Government
Accountants that the claim made was reasonable,
having regard to all the circumstances,

The provision under (b) has been generally applied
and with few exceptions the Companies have received
additional allowances for renewals based on increased
first cost.

The additional amounts provided under () although
calculated on ‘' first cost "—which is partially based
on war prices—when transferred to the Company’s
Renewals Provision Fund, are aseumed to be at 1013
prices only.

The matter is a somewhat complicated one, and
can perhaps be best explained by an illustration : —

In the case supposed, a Company had, in 1913,
1,000 wagons, the original cost of which had been
£100,000 (£100 per wagon); and in 1913 had spent or
reserved for renewals, £4 per wagon, or 4 per cent.
of first cost, viz., £4,000,

In each year of control up to 1919, no renewals were
performed, and the Company charged the Govern-
ment account with the sum of £4,000 per annum,
transferred to o Renewals Provision Fund,
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In 1920, 150 wagous are scrapped, and renewed at
a cost of £45000 (£300 per wagon), of which the
Company’s Provision Fund bears £15,000 (1913 cost
of 1920 work) and the Government bears £30,000
(additional cost over 1813),

The numnber of wagons possessed by the Company
is the same as in 1913, but their ' first cost '’ has
iucreased from £100,000 to £130,000, as follows: —

£
100,000

15,000

Original cost, 1,000 at £100 ..,
Less—Scrapped, 150 at £100

85,000
45,000

D — a—

£130,000

Add—Renewed, 150 at £300

Under the ‘‘ agreed interpretation ’ referred to
ahove, the Compauy charges the Government account
with 4 per cent. on £130,000 = £5,200 per annum,
as compared with the 1913 charge of £4,000,

In othdr words, the Government is charged with an
incrensed provision, in anticipation of the future
rencwal of the 150 mnew wagons, of £1,200 (i.e.,
4 per cent. on £30,000, tho increased first cost of the
150 wagonas).

The quantum of maintenance expenditure the Com-
puny is entitléd to charge to (Government account
has thus been increased by £1,200 por annum. As
this £1,200 iy spent, it is assumed to be at 1913
prices; it is thorefore worth to the Company, if
spent at curremt prices, sny, £3,600 per anuum.
That is to say, the Company’s spondmg power has
been increased by £3,600 in consegquence of the re-
newal, at Gnvermnent. expense, of 150 wagons, and
the nmount of annual provision charged to the
Government in respect of each of the renewed wagons,
hay been incrensed from £4 to £36.

The position is more readily seen if the increase
in renewal provision is dissected to show the effect
in the case of one wagon:—

_— 1913. ‘ 1920, ' Increase.
o |
£ £ £

1. Amount standing in Company’s books for capital cost of one wagon 100 100 Nil.
2. Amount borne by Government for cost of renewing one wagon (whole cost

£300, of which £100 is borne by Renewal Fund) ... . es - 200 200
3. First cost of wagon .., 100 300 200
4, Renewal Provision at 496 ... . e 4 12 8
5. Spending power of Renewal Provigion ... 4 36 32
6. Spending power of Renewal Frovision if mcreased first cost bo 1gnored oo 4 12 8

(0) 8hews that without any increased charge to the  Government's liability for one year by £250,000,

Company’s funds the effective renewal provision for
4 wagon has increased from 4 per cent. to 36 per
cent., i.e., by 800 per cent., although prices have
only increased by 200 per cent.

(6) Shews the correct increase from 4 per cent. to
12 per cent. to provide for the increase in cost of
work if prices are 200 per cent. above 1913 rates.

It haz been urged that the incorrect result shewn
at (5) is obtained only if a Company is in arrear
at the end of control, and the arrears are made food
at 1913 rates plus 200 per cent., but the same
result is effected if all renewal provisions are spent
during control, since the spending power of the re-
newal provision is as in (§) and not as in (6),

In so far as increased first cost represénts addi-
tiennl rolling stock or increased capacity or other
improvement of rolling stock, the payment appears
to be a reasonable one, but whera it represents the
additional cost of renewing rolling stock already
speciaily paid by Government under {¢), it does not
appear reasonable that the Government should be
called upon to make a further contribution for in-
creased prices other than thot through the Arrears
Formulg.

It should be added that Clause 4 of the Blue
Book did not provide for an additional provision in
1espect of ‘' increased first cost '’ of rolling stock
renewed, and that the agreed interpretation of that
clause under which the additional provision is
claimed was not formulated with the object of allow-
ing it.

It would appear thai the charging of additional
provisions in respect of the increased first cost of
renewed rolling stock, though in the absence of
control it would no doubit be in accordance with a
sound accounting principle, should be disallowed
during control, in view of the arrangements in force
under which provisions on the 1913 basis ara equated,
when spent, to current prices.

Tt is clear that the Arrears of Maintenance have
been artificially inflated in consequence of additional
provisions in respect of increased first cost.

(3) In calculating the Arrears of Maintenance the
eipenditure in the control period is reduced by
8 percentage in order to eliminate the estimated
proportion of such expenditure representing
additional cost due to rise in prices ss compared
with 1913. As in one Company alone an error of
one in this percentage co-efficient may wvary the
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its accuracy is important.

The increased cost of materials is baged, for the
purpose of this percentage, on the ascertained in.
crease in cost of not less than 80 per cent. of the
materials issued and used durihg the year. As this
increase is assumed to apply to the net cost of
all materinls, it is suggested that an unsatisfactory
result is obtained, and that the increased cost
should have been caleculated on as nearly as possible
100 per cent. of the materials issued less the value
of the materials recovered. (Vide Appendix XIVa,
p. 13, Para. 3 (d).)

{4) The calculation of this percentage appears to
be defective in thet no account is taken of credifs
or materials recovered, e.g., serap, and the ascer-

tained arrears of work are imn consequence
artificially incressed. (Vide Appendix XIVa, p. 11,
Para. 3 (a}).)

(5) The ascertained percentage of increase in
wages and materials combined is applied to the
whole expenditure in the Abstract, which includes
a number of items which have not increased in the
same ratio as wages and materials. To the extent
to which items not containing the full element of
increased prices are reduced by the percentage, the
nscertained arrears of work are artificially enhanced.

The chief item affected is the charge made to
Abstract A for Engine Power supplied by the Com-
pany for such purposes as ballasting. In the case
of several large Companies, charges under this head
have been made during the control period at 1913
rates,

As in the previous case the effect is an artificial
enhancement of the arrears. In view of the largs
amounts involved, it is suggested that the percentage
should be ascertained more closely, or atternatively
that the expenditure shoud be analysed and a separate
percentage, ascertaiged as closely ns possible, applied
to each class of expenditure. (Vide Appendix XIVa.
p- 12, Para. 3 (b).)

{6) During and since the War, a large number of
locomotives and wagons have been on loan to the
War Office for service overseas under an agreement
by which they have been maintained by that Depart-
ment, and reconditioned at its expense on return to
Great Britain, In calculating arrears of maintenance
for years prior to 1919, such stock was assumed to
be in railway service and maintained by the Com-
panies; the Formula to this extent overstates the

G2



arrears accrued. It is contended by the Companies
that this is offset by abnormal wear and tear of the
remaining stock. It is not admitted that this is the
case. If it is, the Companies should substantiate
claims in respect of making good abnormal wear and
tear, as and when it is made good; the proper allow-
ance should be made, in calculating arrears, for
rolling stock maintained by the War Office.

(7) Apother factor which has temded to swell the
arrears—in the case of rolling stock renewals-—arises
out of duplications of rolling stock. Locometives
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and other stock, which would neormally have been
scrapped at the end of their usual life, have been
retained in use for & number of years after having
been fully depreciated and the new atock built to
replace them have been brought into use. As allow-
ances for depreciation are caleculated on first cost or
units of stock in service, Companies have continucd
to accumulate moneys for stock actually replaced.
There is no contingent Hability against such
accumulations, and the ascertained arrears are pro
{nnto artificially inflated,

APPENDIX C.

(Note Dy the Secretury.)

OUTSTANDING LIABILITY IN RESPECT OF ARREARS OF MAINTENANCE.

The following tables show, in the case of the i4
principat Companies—representing between 90 per
cent. and 95 per cent. of the total—the quantum of
maintenance represented by the outstanding liability,
in relation to the quantum of maintenance performed
in 1913,

No adjustment has been made on account of
amounts transferred to provision fumnds in 1913 and
not spent, or in respect of the abnormal sums that
were no doubt expended on maintenance in that year

in view of the abnormally high revenue, The amounis
shown as arrears are the totals of the arrears of
ropairs, if any, in both Abstracts plus the amounts
transferred to Renewals, etc., Provision Funds during
control, and remaining unspent. No deduction has
been made for amounts already charged in excess of
the 1913 guantum, or in respect of defects in the
calculation of arrears tending to swell the figures.

The commencing figures are taken from the tables
supplied by 8ir (George Beharrell (Appendix VI),



ABSTRACT A.
Company. 1. 2, 3, 4. 5. 8. 1. | 8. 9. 10. 11. 12. 13, 14. l ToraL.
£ £ £ £ £ £ £ £ £ £ £ £ £ £ £
1. 1913 quantum at 1913 prices o | 483,000 | 165,000 | 451,000 § 724,000 | 655,000 | 1,824,000 | 538,000 1,551,000 | 613,000 | 341,000 1,207,000 ; 483,000 [1,019,000 | 516,000 | 10,570,000
2. Arrears of Maintenance ot 1913 prices | 654,000 [ 212,000 | 594,000 |1,152,000 | 665,000 | 4,350,000 | 587,000 |2,916,000 [1,034,000 | 353,000 [2,034,000 | 510,000 [2,547,000 | 630,000 | 18,247,000
3. Arrears of Maintenance at current ‘
prices (2009 above 1013) 1,962,000 | 636,000 (1,782,000 8,456,000 |1,995,000 113,050,000 {1,761,000 18,748,000 3,102,000 1,059,000 {6,102,000 {1,530,000 |7,641,000 (1,917,000 1 54,741,000
4, Amount already paid on account !
(11594 of (2)).. 752,000 | 244,000 | 683,000 (1,325,000 | 765,000 | 5,002,000 | 675,000 3,358,000 1,189,000 | 406,000 i2,339,000 ! 587,000 2,930,000 | 735,000 § 20,985,000
5. Balance outatandlng on basis of |
current prices ((3)-(4)) 1,210,600 {* 392,000 {1,099,000 |2,131,000 [1,230,000 | 8,048,000 11,086,000 5,395,000 |1,913,000 | 653,000 (3,763,000 { 943,000 4,711,000 (1,182,000 | 33,756,000
6. Quantum of work ab 1913 prices | ;
represented by balanoe outat.andmg ‘ ! ;
(13rd of (5) ) .. - . . | 403,000 | 131,600 | 366,000 [ 710,000 | 410,000 | 2,683,000 & 362,000 11,798,000 | 638,000 | 218,000 (1,254,000 | 315,000 (1,570,000 | 394,000 . 11,252,000
7. Percentage of 1913 quantum of main- ‘ |
tenance represented by balanee out- '
etanding (i.e., (6) expressad as per- ] .
centage of (1)) 8395 79% 8194 9896 6396 147% 6796 | 1169% 10495 6496 | 1049 659 | 154% 769 | 106%
8. Average percentage of 1913 quantum
in eachpeof the 5 years 1914.1919,
represented by the balance outstand- . . ‘
ing (1/5th of (7)) ... | 16°695 | 15-Rap 16297 19-604 | 12-6¢% 20-401 | 13-494 i 23-295 20895 12-8B95 ' 20895 1396 | 30-8% 15-2a5  21-29
ABSTRACT B
1
Company, 1. 2. 3. 4. D. 6. 1. Y. o 10. : 11. 12, 13 1 Tora
) £ £ £ £ £ & £ ’ £ £ £ £ £ £
1. 1913 guantum &% 1913 prices 568,000 | 252,000 | 746,000 | 746,000 | 661,000 | 1,777,000 | 648,000 |1,694,000 | 518,000 | 364,000 1,621,000 | 538,000 [1,866,000 | 461,000 (12,449,060
2. Arrears of Maintenance at 1913 prices | 533,000 | 264,000 | 592,000 | 856,000 11,214,000 | 2,673,000 | 354,000 (1,690,000 | 876,000 | 472,000 12,990,000 | 477,000 2,232,000 ; G81,000 15,204,000
3. Arrears of Maintenance at current ) _
prices (200 95 above 1913) .. (1,609,000 | 792,000 | 776,000 {2,568,000 [3,642,000 | 3,019,000 |1,082,000 13,070,000 |2,628,000 |1,416,000 |8,970,000 |1,431,000 16,696,000 2,043,000 (47,712,000
4, Amount already paid on account i
{1159 of (2)) ... | 613,000 | 308,000 | 681,000 | 984,000 |1,396,000 | 3,074,000 | 407,000 1,944,000 {1,008,000 [ 543,000 13,439,000 ; 548,000 2,566,000 | 783,000 [18,284,000
5. Balance ountstanding on basis  of j
current prices ( (3)-(4) ) 986,000 | 489,000 {1,095,000 {1,584,000 12,246,000 | 4,945,000 |- 655,000 (3,126,000 1,620,000 & 873,000 5,531,000 | 883,000 4,130,000 |1,200,000 2,423,000
6. Quantum of work at 1913 'prues ' : ' !
represented Dby balance outstanding i i
(1/3rd of (5)) ... 320,000 | 163,000 ; 365,000 ! 528,000 | 740,000 | L,G4R,000 | 218,000 1,042,000 | 510,000 | 201,000 /1,844,000 | 294,000 1,377,000 | 420,010 | 0 R0d000
X i — U MR SR S o —
7. Percentage of 1913 quantum of main- ' | i‘
tenance represented by balance out- i
standing (ie., (6) explessed as par- ‘
centage of (1) ) e | BBes | 6496 | 499 | Tloes | 115% 939 349 629 | 1049 80% 11494 559 740/ 9o | 799
—— . — . S e —
.8, Average percontage of 1913 quantum, | | |
in ench of the 5 years 1914-1919, .
represented by balance outstanding |
(1/5th of (7)) ... . . . ‘ | ;
1169 !12:895 | %895 |14:29 239 i 1869 | 685 | 12406 | 2089 | 1695 | 22 8 1106 | 14.8% | 18-99% ;  15.8%
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ABSTRACTS A AND B (COMBINED),
Company. 1. 2 3. 4. 5. 6. 7 8. 9, 10, 11. 12, 13, I 14. ! ToraL.
I3 £ £ £ £ £ £ £ 2 £ £ £ I 1

1. 1913 quantum at 1913 prices 11,051,000 | 417,000 11,197,000 1,469,000 1,306,000 | 3,601,000 1,186,000 | 3,245,000[1,131,000 | 705,000 | 2,828,0001,021,000 2 ,885,000 Dt 7 (J(}f} 23 ,OlJ 000
2. Arrears of Maintenance at 1913 prices I, 187, 000 | 476,000 1,186,000 (2,008,000 1,879,000 | 7,023,000 | 941,000 | 4,606,000(1,910,000 | 825,000 | 3, 0)4 000} 987,000 | 4, 7?9 000(1, 3‘70 000 | 34,151,000
3. Arrears of Maintenance at current \

prices (200 9% above 1913) - 3,561,000 (1,428,060 |3,558,000 6,024,000 5,657,000 (21,069,000 [2,823,000 |13,815,000/5,730,000 |2,475,000 113,072,0002,961,000 |14,357,000,3,560,000 110,453,000
4. Amount already paid on aceount | ! .

(1159 of (2)) l 365,000 | 547,060 (1,364,000 (2,309,006 2,161,000 | 8,076,000 1,082,000 | 5,207,00012,197,600 | 949,000 | 5,778,000i1,135,000 | 5.496,000/1,518,000 | 39,274,000
5. Balance outstanding on "basis of . i )

current prices ((3)—(4)) . 2,196,000 | 881,000 |2,194,000 (8,715,000 |5,476,000 [12,008,000 |1,741,000 §,621,00013,533,000 (1,526,000 | 9,204,000/1,826,000 | 88410002 442,000 | 63,179,000
6. Quantum of work at 1913 prices , .

represented by balance ontstanding |

(1/3rd of (5)) } 782,000 1 204,000 | 751,000 11,238,000 1,159,000 | 4,331,000 | 530,000 | 2,840,000{1,178,000 | 509,000 | 3,098,000 600,000 | 2947 000 814,000 | 21,060,000
7. Percentage of 1913 quantum of main- | ‘ :

tenance represented by balance out- | ;

standing (i.e. ,(6),exnressed as percen- . |

tage of (1)) e T0%% 702 6165 84 ez 8995 12094 4407 88z 10497 ‘ 7294 10%¢4 604 10204 830z 95
8. Percentage of 1913 guantum in each | I

of the years [914-191% represented P

by bulance outztanding . 1494 ddog | 12-205 | 16-89p . 17-8e¢ 2494 r 9-8a¢ 1769 | 20-8% ’ 14-40p | 21-895 1296 | 20°495 | 16-89% 18-209%

PERCENTAGE OF 1913 QUANTUM AVERAGED OVER THE YEARS 1914-14]1Y REPRESENTED BY BALANCE QUTSTANDING.

| ’ l .
Comparny. . Absbract A, ‘ Alstract B, Abszgz:;t;iﬂt d& B
Per cent. Per cent. Per cent.
1 16-4 116 14:0
2 158 12-8 140
3 16-2 9-8 12-2
4 19-6 14-2 16-8
5 12+6 230 17+8
6 24-4 186 24-0
7 13-4 65 9-8
8 23-2 12-4 176
9 208 20-8 20-8
10 12-8 160 14-4
11 20-8 22°8 21°8
12 13-0 11-06 12:0
13 30-8 148 20-4
14 152 18-2 1646
ToraL ... . 21-2 15-8 18-2

e
2]



If the above calenlation be made on the basis of each Company’s acinal expenditure in 1913—eliminating tranefers to and from provision fands—and proportionate rednetions be affected it.l tbe'i‘

ascertained arrears, the results are as fullows 1—

] ABSTRACT A.
- . ; l
Company, 1. 2. 3. 4 ' 5. 6, 7. 8. 9. 10. 11, ¢ 12, \ 13. !l 14, ! Torar.,
T ; : | b i Y I
e 015 i | aeoon | 162000 | s om | metace | esdon o0 | samone lssiac s ¥ 203; 000 4s§ooo 1019£ 000 rnf 000 (10 5735000
1. 1913 guantem at 1913 prices ... | 483,000 | 165000 | 451,000 | 724,060 | 653,000 | 1,824,000 | 588,000 1,651,000 | 813,000 | 341,000 (1,207, 483, 019, A8, D70,
2. Arcenss of Maintenanceat 1913 prices | 634,000 | 212,000 | 594,000 (1,152,000 | 665,000 | 4,350,000 | 587,000 2,916,000 |L,034,000 | 333,060 (2,034,000 | 510,000 12,647,000 | 639,000 18,247,000
8. Arrears of Maintenance (adjusted) at - e L =1 017
current prices (20094 ﬂ.bo‘reJlQlB))... 1,612,000 | 636,000 1,866,000 :3,400,000 1,939,000 111,398,000 (1,607,000 8,048,000 2,612,000 |1,062,000 3,892,000 |1,614,000 7,361,000 (1,978,000 (51,017,000
‘. Amonnt alread id on aceount . . ) o gt ang | \
(1159 of (2)) TR o 752,000 244,000 683,000 1,825,000 | 765,000 | 5,002,000 { 675,000 (3,353,000 |1,189,000 406,000 2,339,000 | 587,000 2.930,000 | 785,000 [20,985,000
5. DBalance outstanding on basin of i ! . ! o rry
current prices ((3)-(?1)) — 860,000 | 392,000 11,183,000 [2,075,000 1,174,000 | 6,305,000 | 932,000 4,695,000 1,423,000 | 653,000 ;3,653,000 |1,027,000 4,431,000 (1,288,000 (30,032,000
9. Quantum ofb work at 1913 pric : |
represented balance outstandi . : | ! ;
(gl:d W (5) e RGN | 7 000 131,000 | 894,000 | 692,000 | 391,000 2,132,000 | 311,000 {565,000 | 474,000 | 218,000 |1,184,000 | 342,000 1,477,000 | 413,000 (10,011,000
. M _ i H
7. Percentage of 1013 quantum  of ' ‘= |
Maintenance represented by balance : : g '
outstanding {i.e., (6) expressad as per- " _ i - )
centage of (1) e e P hese | Tom | 81% 959 60% 1179 896 | 16 TT% 645 S8se | Tlgs | e 802 #hob
8. Average percentage of 1913 quantum : ' ‘ ‘
in each of the 5 yeazs, 19143919, : | : * i i
represented by the balance out- i . . : i , .
standing (3th of (7)) e | 11896 | 16-396 | 17-494 1944 12% | 28496 | 11:696 | 2023 16496 | 12'89% [ls'b% | 147296 [ 295 1656 1996
ABSTRACT B.
Company. 1. J 2, 3. 4 3. 6. 7. 8. 9. i 10. ]] Il 12. ‘ 13. 14. TOTAL.
E £ £ £ 7 £ g R £ | £ % £ £ £ e
I. 1913 quantum at 1913 prices... ... | 568,000 25-2,000' 746,000 | 745,000 | 651,000 | 1,777,000 | 648,000 11,694,000 | 518,000 | 364,000 1,621,000 | 538,000 11,866,000 | 461,000 | 12,449,000
2. Arrears of Mainteuance at 1913 prices .»333,000‘ 264,000 1 592,000 | 856,000 {1,214,000 | 2,673,000 | 854,000 1,690,000 | 876,000 | 472,000 2,990,000 | 477,000 12,232,000 & 681,000 | 15,904,000
4. Arrears of Maintenanoce (adjusied) at | . I ; ”
current ‘I]n-ices (nzoo%n:i')ave]f'913))... 1,081,000 t 764,000 Jz,os;s,eoo 2568,000 18,630,000 | 5,655,000 1,692,000 14,580,000 {1,648,000 1,480,000 6,114,000 1,305,000 15,352,000 |2,799,000 | 40,516,000
4 Amount already paid sount ! s i i , R 5
({’%‘5‘;2 ofﬂ(zr:t;% R om e 613,000 303,000 | 681,000 | 984,000 [1,396.000 | 3,074,000 } 407,000 ;1,944,000 1,008,000 | 543,000 [3.439,000 | 548,000 |2,566,000 | 783,000 | 18,289,000
5. Balance outstanding on bagis of 3 ) i ' 99 B
clereut prices ((3)-(54)) 468,000[ 461,000 1,417,000 1,564,000 2,134,000 | 2,481,000 11,285,000 2,636,000 ° 640,000 | 887,000 [2,675,000 | 757,000 (2,786,000 |2,016,000 | 22,227,000
6. Quentnm of work at 1913 prices ! [ [ :
; tcd by bal tstanding ; ' '
l(?;ﬁrrega zfe(f»)))... e o 156,000 | 154,000 | 472,000 | 528000 | 711,000 i 827,000 + 428,000 | 879.000 | 213,000 | 296,000 | 892,000 | 252,000 | 920,000 | 672000 | 7,409,000
7. Percentage of (913 qoantom of ! l ' ;
Maintelganoe repr%sented Lydbalance | ; .
ts6 i -. Fay - { ' B - : - =
contage ;}’g(,(;f-( ) expressed 3P | et | Glog | 63% | Tl | 109% AT96 | 66g¢ | 520 4196 | 81k | Bmos | 47o6 | 0% | 14605 | . 60%
8. ﬁ.ﬁ.\‘erage pereentage of 1913 guantum . : ;
in each of the 5 hyears, 1914 -1919, f , ; i
apresenied by the balance out- : : "
::n[:nding(lfﬁthynf('l}) l B 4% }12-2% !12'6% 14-296 | 2189 949t 1132,5 10-496 ' 8-29 J-m-:z% 9% | 940 | 109 | 2922 | 129

£F



ABSTRACTS A AND B (CUMBINED).

Company. : 1. i 2, 3. 4. h. G. l 7. ’ 8. l 9. ’ 10. | 11, | 12. ‘ 13. 14, ToralL.
£ 9 £ £ | £ £ 3 £ £ £ £ £ % £ £
1. 1913 quantum at 1913 prices.. we |1,051,000 | 417,000 {1,197,000 |1,469,000 ;1,306,000 ~ 3,601,000 1,186,000 | 3,245,000/1,131,000 | 705,000 ' 2,828,000/1,021,000 | 2,885 000 977.G00 | 23,019,000
2. Arrears of Maintenance at 1913 pmces 1,187,000 | 476,000 ]1,186,000 ;2,008,000 (1,879,000 | 7,023,000 | 941,000 | 4,606,000(1,910,0600 | 825,000 | 5,024,000 987,000 4,779'000 1,320,000 | 341151,000
3. Arrears of Maintenance (adjusted) at | ! e e
current prices (20096 above 1913) ... (2,693,000 1,400,000 (3,964,000 |5,968,000 5,469,000 16,953,000 |3,299,000 |12,628,000/4,260,000 (2,489,000 {12,006,000:2,919,000 |12,713,0600(+,772,000 | 91,533,000
4. Amount already paid on account ' : v v [
(1159 of (2)) s 1,365,000 : 547,000 ]1,364,000 2,309,000 (2,161,000 | 8,076,000 |1,082,000 | 5,297,000:2,197,000 | 949,000 | 5,778,000(1,135,000 | 5,496,000]1,518,000 | 39,274,000
5. Balance outstanding on basis of l ; ! =T
current prices ((3)-(4)) 1,328,000 © 853,000 2,600,000 (3,659,000 |3,308,000 | 8,877,000 12,217,000 | 7,331,0002,063,000 (1,540,000 , 6€,228,000|1,784,000 | 7,217,00013,254,000 | 52,259,000
Quantum of work at 1913 pmces . } b R Y
represented by bulance outstanding ' ‘ ) .
(4rd of (5)) o e we | 443,000 ; 285,000 : 866,000 11,220,000 ;1,102,000 | 2,959,000 | 739,000 | 2,444,000] 687,000 | 514,000 = 2,076,000{ 594,070 | 2,406,000/1,085,000 | 17,420,000

Percentage of 1913 quantum of
Maintenance represented by balance
outstanding (i.e., (6) expreased a8 per— ‘
centage of (1)) 4295 689

2% 839 8495 8294 6296 5% 6196 % | 3% 5896 819% 1119 759

|
Average percentage of 1913 quantum |
in each of the 5 years, 1914-1919, :
represented by the balance out- . )
standing (}th of (71)... vo | 849 | 13-69 l 14-496 | 1669 | 16-89 16495 | 12-494 1596 | 12-2¢9 1469 i 14-6896 | 11-695 | 16-296 | 22-2¢ 159

PERCENTAGE OF 1913 QUANTUM AVERAGED OVER 'TIE YEARS 1914-1919 REPRESENTED BY BALANCE OUTSTANDING,

. . Abstracts A & B
Company. Abstract A. Ahstxact: B. combined.
|

Per cent. Per cent. ; Per cent.
1 11-8 54 | 8-4
2 15-8 ! 12-2 i 136
3 174 12-6 ! 14-4
4 19-0 14-2 i 16-6
5 12-0 21-8 ' 168
6 23-4 9-4 164
7 11-6 13-2 12-4
8 20-2 10-4 15-0
9 15-4 §-2 12-2
10 128 16-2 14-6
11 19-6 | 11-0 14-6
12 14-2 9-4 11-6
18 290 10-0 16°2,
14 16-0 29-2 22-2
ToTAL ... 19-0 \ 12°0 15-0
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_ I.—GUARANTEE OF NET RECEIPTS.
Document '
Number.
(1) Form of Letter of 4th-5th August, 1914, issued by the War Office to the various Rallway Com-
panies of whose undertakinga possessmn was taken

(2) Lester of 6th August, 1914, from the Railway Executive Committee to the Bosrd of Trade intimating
that the Executive Committee wouldstecommend the Compames to a.ccept the proposed Agrea-
ment for the guarantee of net receipts .-

(3) Letter of 8th Aupust, ‘1914 from Board of Trads to Railway Executive Committee in reply to sbov"o

(4) Extract from letter of 8th August 1914, from the Board of Trade to the Treaaury lnformng them
of the arrangements made .- .

(5} Letter of 9th August, 1914, from the Railway Executive Committee to the Board of Trade stating
that they had taken steps to safeguard the position of the Government against: the possibility
that Railway Companies might take advantage of the Agreement to spend abnormal sums out of
revenue on the maintenarice and renewal of their lines and stock . o

{6) Letter of 21st August, 1914, from the Board of Trade to the Treasury suggesting that arrangementa
should be made for the payment on account to the Compa.mea of part of the swms due under the

Agreement

(T) Letter of 21th September, 1914, from the Board of Trade fo the Tressury suggesting that—

(@) Net receipts under the Agreement should mean the net receipts shown in Accoiint No. 8
of the Railway Companies statutory form of Accounts, excludmg the items under the
heading “ Miscellanecus Receipts {Net) e

(¥) That the estimated liability of the Government should be paid monthly in full at a date
Yiot less than one month after the period to which the account is made up

(8) Letter of L3th September, 1914, from the Railway Executive Committee to the Board of Trade stating
that every Company taken over by the Government except one had algmﬁed its acceptnnce of the

Agreement ... - . ver

(9) Letter of 21st November, 1914, from Railway Executive Committee to the Board of Trade statmg
that the one outstanding Rallway Company had signified its assent to the Agreement ...

(10) Letter of 9th October, 1914, from the Treasury to the Board of Trade agreeing that payment of
compensation might be made monthly after the monthly accounts had been examined at the
Board of Trade and transmitted to the Treasury, subject to there being from time to time money
available outof the sums placed at the disposal of the Treasury by Parliament, and also a.greemg
to the definition of net receipts proposed in the Board of Trade letter of 12th September, 1914 ..

(11) Letter of 12th October, 1914, from the Board of Tra.de to the leway Execunve Committee in-
-{orming them that the Treaaury agree as above.. s e

(12) Letter of 15th October, 1914, from the Railway Executive Commttee to t.he Board of dee
tharking the President for the arrangements made - - .

(13) Circular letter No. 108 of 15th OQctober, 1914, from the Railway Executive Committee to each
controlled Railway Company with zegard to penodlca.l payments and the definition of net receipta

(14) Extract from letter of 26th January, 1915, from the Board of Trade tothe Treasury on the aub]ect
of the interpretation of the term “ previous year ” in the Railway Agreement ...

(15) Extract from letter of 9th March, 1915, from the Treasury to the Board of Trade agreeing that
the term  the previous yea.r ' in the lewa.y Agreement is to be construed throughout as
referring to 1913 ... s - - .

(16) Letter of the 5th September, 1916, from the President of the Board of Trade to Sir Gilbert

Claughton; intimating that the Government extended the period of gua.ranbee to two yaa.ra after
the termination of the War e e e

(»16959) Wt 34045 8x 2/21 E & 8 Ltd,
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(1)
SECRET.
War J?IF%;ICE}MLONDON, S.W.
udnight, 4th—6th August, 1914, .
79/3769 (Q.M.G. 2).
Sir, '

I am commanded by the Army Council to inform you that His Majesty the King
has signed an Order in Council under the Provisions of the Regulations of the Forces
Act of 1871, and that your Railway, including any Railway worked by you, is taken over
by the Government under that Act.

You will carry on as usual, subject to the instructions of the Executive Committee,
of which the President of the Board of Trade is chairman. This Committee is located at
35, Parliament Street, S.W. ; telegraphic address, * Studding, Parl, London ; telephone
number, Central 3127 and 3128. .

Your attention is drawn to the Provisional Instructions* to General Managers issued
herewith.

I am to request you to acknowledge this communication.

: I am, Sir,
Your obedient Servant, .
(Signed) R. H. BRADE.
- The Secretary,
Railway. T
* These instructions were merely operating instructions.

t A complete list of controlled Railways in the United Kingdom (soﬁe of which, howeverfcame under
control subsequently to August, 1914), will be found in Appendix I, p. 147,

2
F. 176.
Rantway ExecuTive CoMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
6th August, 1914.
Dear Sir,

The Executive Committee has received from Mr. Marwood an intimation that the
Government are prepared to agree that the question of the compensation to the Railway
Companies, arising under the Act of 1871, should be adjusted on the following basis :—

To ascertain the compensation payable the aggregate net receipts of all the Railways

taken over during the period for which they are taken over shall be compared
with & similar aggregate for the corresponding period of the previous year. The
ascertained deficiency shall be the amount of compensation due. Provided that
if the aggregate net receipts for the first half of the year 1914 are less than the
aggregate net receipts for the first half of the year 1913, the ascertained deficiency
shall be reduced in the like proportion. Any question as to the amount of the
deficiency shall, in default of agreement, be determined by the Railway and
Canal Commission. '

T have to inform you that the Executive Committee have resolved to recommend fo
the Companies, whose Boards will be summoned at the earliest possible moment, the

acceptance of this proposal. )
Yours faithfully,

(Signed) H. A. WALKER, _
Acting Chairman of the Rarlway
Ezecutive Commttee.
The President, ' .
Board of Trade.

(3)

Boarp oF TRADE,
7, WHITEEALL GARDENS,
LospoN, S8.W.,
8th August, 1914.
Sir, .
I am directed by the Board of Trade to acknowled%e th? receipt of your letter of
the 6th August on the subject of the compensation to be paid under the Regulation of
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the Forces Act, 1871, to those Railway Companies whose railroads have been taken
possession of, and to state that the Board are glad to learn that the Committee are
ig)repared to agree that the compensation should be adjusted on the basis shown in that
etter.

I am to add that the Board of Trade note that the Committee have resclved to
recommend to the Companies the acceptance of this proposal, and they assume that
these include Companies other than those represented on the Committee.

I am, Sir,
Your cbedient Servant,

(Signed) W. F. MARWOQOD.
H. A. Walker, Esq.,
Railway Executive Committee,
35, Patliament Street, S.W.

F. 175. (4)

Boarp oF TRADE.
) 8th August, 1914.
Sir, }

I am directed by the Board of Trade to advert to the discussion which took place at
the Treasury on the 6th August, when the Chancellor of the Exchequer and the President
of the Board of Trade were present, and I am to state, for the information of the Lords
Commissioners of His Majesty’s Treasury, that, as a result of that discussion, the Railway
Executive Committee were informed that the proposal contained in their Memeorandum,
of which a copy {Enclosure No. 1) is attached, would be accepted by His Majesty’s Govern-
ment subject to a proviso in the attached form (Enclosure No. 2).

A reply, of which a copy (Enclosure No. 3) is attached, has now been received from
the Executive Committee agreeing that the question of compensation to the Railway
Companies arising under the Regulation of the Forces Act, 1871, should be adjusted on the
basis proposed by them subject to that proviso.

It is now proposed that each Company should enter inte an agreement with the
Government giving effect to the arrangement come to, and a draft of the proposed
Agreement will be forwarded to the Treasury when it has béen prepared.

* * * * * * * * * * *

T have the honour to be, Sir,
Your obedient Servant,
(Signed) H. LLEWELLYN SMITH.
The Secretary,
Treasury, S.W.
(The Treasury acknowledged the receipt of this letter on 14th August, 1914.)

(Enclosure No. 1 in Board of Trade Letter of 8th August, 1914.)

The Executive Committee recognise the desirability from the point of view alike of
the Government and of the Railway Companies of arriving at some understanding in
advance as to the financial arrangements necessary for carrying out the scheme of Govern-
ment control of the Railways under the Act of 1871, and as to the compensation payable
to the Companies thereunder.

The provisions of the Act leave open a number of questions which, in the absence of
agreement, would be very difficult of solution. And in turn the fact of these questions
being open would seriously impair the efficiency of the machinery set up to carry out the
provisions of the Act as to the working of the railways by the Executive Commuttee.

The essentials of any agreement on the subject appear to be that it should be—

1. Fair to both sides—a national emergency being eminently an occasion where there
should be no standing out on either side for extreme terms.

2. Simple in effect and free from administrative complications.

3. Economical in its results so far as this can be achieved without impairing the
efficiency of the scheme,

The Executive Committee have given very careful consideration to the whole ques-
tion, and the only form of agreement which seems to them to combine these three essentials,
and indeed the only one that seems practicable in the circumstances, is one under which
the Government in some form or other guarantee to the Railway Companies their normal
net receipts. '

(B 16959) A3
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‘When all things are considered, the Executive Committee believe that an arrangement
on the basis suggested would be both fair and advantageous to both sides, and in support
of this view they desire to point out—

1.. As the Executive Committee are advised, in all countries where the Government
have found it necessary to take over privately owned Railways in time of
national emergency, the practice has been to do so on the lines now suggested
by the Executive Committee, which seems to point to some such arrangement
being regarded as' the most suitable in exceptional contingencies of this
character.

2. While the Executive Committee appreciate the objection that certain branches of
traffic will be adversely affected, and perhaps entirely destroyed by the exis-
tence of war apart from the military control of the Railways, the emergency
1tself will create new traffics which in- the ordinaiy way would yield substantial
revenues to the Railways—e.g., first, there will be the carriage of troops and
munitions of war on an exceptionally extensive scale ; and secondly, there will

- bl 'a divetsion to rail of traffic which, under ordinary circumstances, would be
carried by sea. As an instance of the second class of traffic may be men-
tioned the carriage of coal from the northern coalfields to Liondon. At the
present time more than half that coal is brought to London by sea, and the
whole of this traffic must be diverted from sea to rail if the eastern ports are
closed or London is blockaded. A further instance is that during the con-
tinuance of hostilities the Government are requiring an enormous weight of
Welsh coal to be conveyed to the English and Scotch east coast ports, Taking
Immingham and Hull as an example, the average rate paid on the coal at the
present time is 2s. 11d. per ton ; but if this traffic is displaced by rail-borne
coal from South Wales, the conveyance charge on such coal would be four or
five times this figure, which would, of course, if charged, be to the benefit of
the Railway Companies.

3. On the other hand, supposing the apprehensions of the Government are well founded

- -in fact, and there is a diminution in the aggregate volume of traffic, then under
‘ofdinary circumstances it would follow as a matter of course that, in order to
adjust themselves to the new condition of things, the Railway Companies
would make large reductions in the numbers of their staff employed in the
working and maintenance of their undertakings.

In view, however, of the national emergency which now exists, the Railway
Companies do not desire to take any such steps, and indeed they assume it 13
the wish of the Government that they should refrain from taking any such step
in order that they may be in a position to deal with any emergency that may
at any moment arise. _

It is submitted that these considerations differentiate the case entirely from
that of other traders or commercial bodies who might be damnified by the
Government taking over their works. _

4. The proposed arrangement would do away with the necessity of any elaborate
system of accounting as between the Railway systems of the various Com-
panies, and also obviate the necessity of weighing, entering up and 'charging out
each consigiment of Government traffic, thereby greatly facilitating the
despatch and delivery of the traffic and also enabling considerable economies
to be effected which under the proposal of the Executive Committee would
enure to the benefit of the Government.

Haﬁng-regard to all these considerations the Executive Committee propose that the
question of compensation arising under the Act should be adjusted on the following
basis :—

To ascertain the compensation payable the aggregate net receipts of all the Railways
taken over during the period for which they are taken over shall be compared
with a similar aggregate for the corresponding period of the previous year. The
ascertained deficiency shall be the amount of compensation due. Any question
as to the amount of the deficiency shall, in default of agreement, be determined

- .by #he Railway and Canal Commission. _ _ ‘ _

The sum so payable as compensation, together with the net receipts of the Railways

taken over, shall be distributed among the Railway Companies in proportion to
‘ the&net receipts of each Company during the period with which comparison 18
made.
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The above expresses the unanimous view of the members of the Executive Committee,
who, if the suggestion is accepted by the Government, are prepared to recommend its
acceptance to their respective Boards, and to use their best endeavours to procure its
acceptance by the Companies not represented on the Executive Committee.

(Enclosure No. 2 wn Board of Trade Letler of 8th August, 1914.)

Provided that if the aggregate net receipts for the first half of the year 1914 are less
than the aggregate net receipts for the first half of the year 1913, the ascertained deficiency
shall be reduced in the like proportion. :

(Enclosure No. 3 in Board of Trade letter of 8th August, 1914, was the Railway Executive Committee
letter of 6th Axigust, 1914, Document No. 2.)

()
F. 175.
Raniway Execurive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, 5. W.
9th August, 1914,
Dear Sir,

We understand from the statements you made to us to-day that there is some appre-
hension on the part of the Advisers of the Government that advantage may be taken by
some Companies of the settlement provisionally come to with the Government as to the
basis of compensation under Section 16 of the Regulation of Forces Act, 1871, to spend
abnormal sums out of revenue on the maintenance and renewal of their lines and stock.

I have to say that while the Executive Committee cannot believe that any Company
would be capable of acting in such & manner, they have from the first regarded it as an
obligation of honour to protect the Government against the possibility of such an event,
and they had before your visit already taken steps to safeguard the position of the Govern-

ment in this respect.
Yours faithfully,
(Signed) H. A. WALKER,
Acting Chavrman, Executive Commilttee, -

The President,
Board of Trade.
F. 175. (©)
BoarDp oF TraDE (RATLWAY DEPARTMENT),
7, WHITEHALL GARDENS, LoxDON, S.W.
. 21st August, 1914,
Sir,

I am directed by the Board of Trade to advert to their letter of the 8th August on
the subject of the Agreement come to with the Railway Executive Committee as to the
basis on which compensation is to be payable to the Railway Companies in respect of the
use of their lines under the Regulation of the Forces Act, 1871, and 1 am to state for the
information of the Lords Commissioners of His Majesty’s Treasury that that Agreement
contained no provision with regard to any payments being made on account to the Com-
panies prior to the termination of the period during which possession is taken of the lines
by the Government.

It would, however, appear possible that the financial position of some of the Companies
may render some payment on account desirable, and a memorandum?* is enclosed, showing
certain points raised by the Scottish Railway Companies, indicating the desirability in their
view of payments of a portion of the compensation due at intervals of three months.

Under the arrangements made by the Committee no charges are being made by the
Companies for the carriage of naval and military personnel and stores, other than stores
forwarded by Contractors, and for this reason the surplus receipts of the Companies are,
as stated in the memorandum, largely reduced, and the financial position of the Companies
is consequently weakened.

In these circumstances the Board would be glad if you would move Their Lordships
to consider whether, should the necessity arise, they would agree to the payment on account

* This document is not reproduced. It merely gave details of the financial position of. the Scottish
Railway Companies.
(B 16959) At
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at the expiration of three months of & portion of the ascertained deficiency in net receipts
either to the Railway Companies collectively or to such Company or Companies as may
particularly require assistance.

I am, however, to add that owing to alterations in the methods of accounting between
the Companies which have been adopted since the Railways have been worked collectively,
the deficiency in the case of a pa.rticuﬁa.r Company could only be ascertained approximately.

I have the honour to be, Sir,
Your obedient servant,
{Signed) W. F. MARWOOD.

The Secretary,
Treasury.
(7)
F. 175.
Boarp or TRADE,
11¢h September, 1914.
Sir,

I am directed by the Board of Trade to advert to their letters of the 8th and 2lst
August on the subject of the Agreement come to with the Railway Executive Committee
as to the basis on which compensation is to be payable to the Railway Companies under
the Regulation of the Forces Act, 1871, and I am to state for the information of the Lords
Commissioners of His Majesty’s Treasury that they have received further representations
from the Railway Companies with regard to that Agreement and also with regard to
payments on account.

It was represented at a meeting with the Railway Companies, at which the Board
had the assistance of Sir William Plender, that a clear understanding between His Majesty’s
Government and the Railway Companies as to the meaning to be attached to the words
“net receipts’ in the Agreement would save much future difficulty and would also probably
render unnecessary a separate agreement being entered into with each Company.

The Railway Companies at first suggested that “ net receipts ” should mean “ net
income ” as shown in Form 8 of the Accounts scheduled to the Railway Companies
(Accounts and Returns) Act, 1911 ; but a counter-suggestion was made by Sir William
Plender that the whole of the items in that account under the heading ‘‘ Miscellaneous
Receipts (Net) ” should be omitted. Some of the items are constant or nearly so, and in a
comparison of like periods of different years would cancel each other; others are trifling
in amount, and one—viz.,  General Interest ”—raises a question of considerable difficulty,
as interest on a Company’s eredit balance is treated as a revenue receipt, whilst interest
on an overdraft is not treated in the accounts as working expenditure. The item is .
one that will in the present course of events largely diminish, and its omission is therefore
disadvantageous to the Companies. The Companies are, however, willing to agree to
the omission of this and all other items under the headings of *“ Miscellaneous Receipts
(Net) ” if H.M. Government is prepared to make monthly payments on account of the
liability due to the Companiea. .

It is represented that in the ordinary course of events many Companies after payment
of dividends have Jarge debit balances at their bankers, and that these debits are cleared
off by the receipts of the following month or months, but that this is not now taking place.
Large quantities of traffic for naval and military purposes are being carried without pay-
ment, and additional working expenditure is being incurred for similar purposes. Traders
also are not at present paying their traffic accounts readily, though in this respect an
improvement is expected; and as a result of the causes set out the Companies debit
balances are not being reduced and the sums due for interest thereon are accumulating.

A partial remedy for this state of affairs would be the payment by the Government
monthly of the estimated liability, and the Companies ask that the payment should be a
full and not a proportionate one.

The estimated liability for August will not be known until about the middle of October,
when the liability for another month and a half will have accrued, and this in the view
of the Railway Companies would secure the Government from any loss in the event of
the amount of the liability to the Companies for the month of August being overestimated.
In future months the estimate for each month would be ready by the end of the following
month, and in that case there would be still a month’s liability accrued after the date to
which the estimate was made up.

113
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The Board are of opinion that this would sufficiently secure the Government against
temporary loss through overestimates. It would also in the opinion of the Board be a
great advantage to have a clear understanding as to the meaning attached to the term
" net receipts ” and that which has been suggested by Sir W. Plender, and which the
Companies are prepared to accept subject to the estimated liability being paid monthly, will
simrplify the preparation of accounts and will on the whole be advantageous to the
Government. |

In these circumstances the Board of Trade would be glad if you would move Their
Lordships to sanction the following arrangements—viz., That *“ net receipts * should mean
the net receipts shown in Form No. 8 less the items under the headings ** Miscellaneous
Receipts (Net),” and that the estimated liability should be paid monthly in full at a date
not less than one month after the period to which the account is made up.

I have the honour to be, Sir,
Your obedient Servant,

(Signed) H. LLEWELLYN SMITH.
The Secretary,
Treasury.
Nore.—0On 31st August and 12th September, 1914, Sir William Marwood wrote to the Railway

Executive Committee asking whether the Boards of all the Railway Companies had notified their acceptance
of the Agreement come to between the Government and the Railway Executive Committee,

(8)

RamLway ExecuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
13¢th September, 1914.
Dear Mr. Marwood, '
CoMPENSATION PAYABLE UNDER AcT oF 187
_ With reference to your letters of the 31st ult. and 12th inst., I am glad to be able
to inform you that every Company taken over by the Government has signified its accept-
ance of the agreement come to between the Government and the Executive Committee,
with the exception of one—i.e., North Sunderland Railway Company—who say that they
are not yet in a position to write definitely with regard to the proposals, but they think
we may safely assume the concurrence of their Company to the basis.

Yours faithfully,

(Signed) GILBERT S. SZLUMPER,

: Railway Joint Secretary, Executive Committee.
Board of Trade, .

S.W.

9
Rannway Execurive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
21st November, 1914,
Dear Mr. Marwood,

Referring to my letter of the 13th September, I am glad to be able to tell you that the
North Sunderland Railway Company have at last signified their assent to the Agreement
come to with the Government and the Executive Committee. This completes the list.

Yours faithfully,
(Signed) GILBERT S. SZLUMPER,

Railway Joint Secretary, Exeoutive Committee.
W. F. Marwood, Esq., :

Board of Trade, S.W.
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(10)
F. 175.
- TREASURY CHAMBERS,
| 9tk October, 1914,
1914114,
Sir,

The Lords Commissioners of His Majesty’s Treasury have given their careful con-
sideration to your letter of the 11th ultimo and to Mr. Marwood’s letter of 21st August
last relative to the Agreement between His Majesty’s Government and the Railway
Companies, and .J am now directed to request you to lay before the Board of Trade the
following reply : _

The questions raised in your letter were discussed infer aliz at a Conference held last
month at which the Comptroller and Auditor-General and representatives of your Depart-
ment, the Customs and Inland Revenue and this Board were present, and the conclusion
come to, with which My Lords are in agreement, was that it would be justifiable to make
monthly payments in full of the estimated Government liability under the Agreement,
it being understood that the August accounts will be sent in by about 15th Qctober, the
September accounts by the 31st October, and subsequent accounts by the end of the
month following the month to which they relate, and that payment will be made only
after the several monthly accounts have been examined at the Board of Trade and trans-
mitted to this Department. Their Lordships’ decision on this point must, however, be
subject to reconsideration after the 31st March next, and to there being from time to time
money available out of the sums placed at Their Lordships’ disposal by Parliament.

As regards the other proposal in your letter to the effect that in connection with the
Agreement ““ net receipts ” should mean the net receipts shown in Form of Accounts 8
of the Railway Companies (Accounts and Returns) Act, 1911, less the items under the
heading “ Miscellaneous Receipts (Net),” I am to say that, although Their Lordships
would, have preferred that the receipts from certain classes of hotels should have been
excluded as outside the terms of the Agreement, they will not press this point, as they
understand that in general practice the receipts from hotels, refreshment rooms and dining-
cars are lumped together in the Railway accounts, and to distinguish them from the rest
would be a matter of much difficulty. In these circumstances, and having regard to the
simplicity of accounting which is obtained by the method suggested in your letter, My
Lords agree to the proposal.

I am, Sir,
Your obedient Servant,

(Signed) T. L. HEATH.
The Secretary,

Board of Trade.
(1)

Boarp or TRADE,
12tk October, 1914,
Sir,

With reference to the letter from this Department of the 8th August last on the subject
of the Agreement as to the compensation to be paid by His Majesty’s Government to those
Railway Companies of whose railroads possession has been taken under the Regulation
of the Forces Act, 1871, I am directed by the Board of Trade to state that they have been
in communication with the Treasury as to the definition of net receipts for the purposes
of the Agreement. _

The Treasury have now agreed that, for the purposes of the Agreement, net receipts
shall, as proposed by the Railway Executive Committee, be taken to mean the net receipts

_covered by the first seven items in Account No. 8 of thé First Schedule to the Baﬂwa’}:
Companies (Accounts and Returns) Act, 1911, and that “ Miscellaneous Receipts (Net)
in that account shall not be included.

The Treasury have also intimated that they are prepared to make monthly payments
in full of the estimated Government liability under the Agreement, it being understood
that the August accounts will be sent in about the 15th October, the September accounts
by the 31st October, and subsequent accounts by the end of the month following the month
to which they relate, and that payment will be made only after the several monthly accounts
have been examined at the Board of Trade and transmitted to the Treasury.
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The decision on this peint is, however, subject to reconsideration after the 31st March
next, and to there being from time to time money available out of the sums placed at the
disposal of the Treasury by Parliament. -

I am, Sir,
Your obedient Servant,
(Signed) W. F. MARWOOD.
H. A. Walker, Esq., -
Railway Executive Committee,
35, Parliament Street, 8.W.

(12)

F. 175,
Ramwway Execumive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
15th October, 1914.
Sir,

I have to acknowledge receipt of your letter of the 12th instant on the subject
of the Agreement as to compensation to be paid by His Majesty’s Government to those
Railway Companies of whose railroads possession has been taken under the Regulation
of the Forces Act, 1871.

This letter was submitted to the Executive Committee at their meeting on the 13th
instant, and 1 am requested on their behalf to ask you to thank the President _of. the Bqard
of Trade for the manner in which the Railway Companies have been met upon this question.

- Tam, Sir,
Your obedient Servant,
(Signed) H. A, WALKER,
: Aoting Chawrman, Executive Commitiee.
W. F. Marwood, Esq., _
Board of Trade,
Whitehall, S.W.

(13)

Rammway ExEcuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, 8. W.
15th October, 1914,
(Instruction No, 108.)

Dear Sir,
CompENsaTION PAYABLE UNDER THE REGULATION OF THE ForcEs AcT, 1871

On the 8th August, 1914, I wrote the Secretary of your Company with reference to
the subject of the compensation payable by the Government in respect of their taking
over of the Railways, and enclosed an extract from the Minutes of the Meeting of the
Executive Committee held on the 6th August, 1914.

Although that Minute contained & complete statement of the principle on which the
compensation payable to the Railway Companies under the Act of 1871 should be ascer-
tained, it was mnevitable that important questions of detail would arise in reference to the
carrying out of the bargain.

One very important question was the subject of general interest.

It was obvious that however satisfactory the basis of compensation might be, the
adjustment of the amount and its payment at the end of the period of Government control
was a different thing from the normal accrual day by day of cash receipts equalling those
accruing in the corresponding period of 1913. ,

It therefore became a matter of great importance to induce the Government if possible
to assent to gzriodical payments on account instead of postponing the settlement with
them until after the period of Government control had expired. .

Another matter of importance was the question of exactly what should -be included
in the expression ““ aggregate net receipts > of all the Railways taken over,

It was known to be the view of the Government that those receipts should be taken
to mean the net receipts covered by the first seven items in Account No. 8 of the First
Schedule to the Railway Companies (Accounts and Returns) Act, 1911, and that
Miscellaneous Receipts in that account should not be included. S
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This matter was very carefully considered by the Executive Committee in conjunction
with a Committee of Railway Accountants, and the. conclusion arrived at was that if the
Railway Companies could secure the great advantage of monthly payments on account
of the compensation ultimately due, they might well concede the definition of «“ aggregate
net receipts” desired by the Government.

This result has now been obtained, and I enclose a copy of a letter addressed to the

Executive Committee by the Board of Trade setting forth the arrangement made with
the Government.* :

Please acknowledge receipt.
Yours faithfully,
(Signed) H. A. WALKER,

Acting Chairman, Executive Committee.
The General Manager, )

Railway.
* Board of Trade letter of 12th October, 1914, enclosed, Document No. 11,

(14)
Boarp or TraDE.

; 26th January, 1915,
R. 896.

Sir,

I am directed by the Board of Trade to state, for the information of the Lords Com-
missioners of His Majesty’s Treasury, that the President recently received a deputation
from the Railway Executive Committee, who raised certain points in connection with the
Agreement, for compensating the Companies of whose undertakings His Majesty’s Govern-
ment have taken possession under the Regulation of the Forces Act, 1871.

(I) As regards the application of the Agreement to the year 1915, it appeared that
the Executive Committee thought it possible that there might be some doubt as to the
meaning of the term “ the previous year ” in the Agreement, though they stated that it
is clearly in their minds when the Agreement was made that the comparison of net receipts
should be with 1913.

The Board of Trade are of opinion that while the Agreement did not expressly con-
template a continuance of the period of control beyond the end of 1914, there is nothing
in its wording which makes it inapplicable to 1915; that * previous year”’ can mean
only 1913, being the year previous to that in which the control began ; and that any other
interpretation would hardly be consistent with the intention of the proviso. They
presume that the Liords Commissioners will concur in this view.

* * * * * * * * * *  *

I have the honour to be, Sir,
' Your obedient Servant,
(Signed) W. F. MARWOOD.
The Secretary,
Treasury.

15
5146/15. (15) TrEASURY CHAMBERS.
F. 1797 9th March, 1915.
Sir,

I have laid before the Lords Commissioners of His Majesty’s Treasury Mr. Marwood’s
letters of the 26th January last (R. 896 and R. 2341) relative to the Government Agree-
ment with the Railway Companies, and I am to make the following reply :

My Lords agree that the term * the previous year ” in the Agreement is to be con-
strued throughout as referring to 1913.

* * * * * * * * * * "

I am, Str, .
Your obedient Servant,
’ (Signed) T. L. HEATH.
The Secretary, :
Board of Trade.
(A copy of this letter was forwarded to the Railway Executive Committee on 12th March, 1916. The

second letter from the Board of Trade referred to in this letter did not relate to the general Agreemest, but
to the settlement of a claim for a particular month.)
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(16)

Boarp oF TRADE,
WaBmEBALL GARDENS, S.W.
5th September, 1916,
My dear Claughton,

Many thanks for your private letter. The best reply I can give you under the
circumstances is to tell you what was decided at this morning’s Cabinet. First, we
agreed that a concession to the rallwaymen was advisable—much as we all regretted
the short life of the * duration of the war” Agreement. Second, the General Managers
Committee seemed to us to be the proper instrument for negotiating with the men.
Third, they should do their best under the difficult conditions now surrounding the
problem. Fourth, the Government undertakes to extend the period of guarantee of
net receipts to two years after the termination of the War.

You may show this letter, if you think fit, to any of your colleagues who may care
to see it.

Yours sincerely,

(Signed) WALTER RUNCIMAN.

Nore.—Sir Gilbert Claughton was st this time Chairman of the Railway Companies Association.
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I.—PROPORTION OF WAR BONUS BORNE BY THE RAILWAY COMPANIES.,

Document
Number.

(17) Letter of 24th February, 1915, from the Railway Executive Committee to the Board of Trade
stating that the R.E.C. were prepared to recommend to controlled Railway Companies the
acceptance of an arrangement with regard fo war bonus on the basis :—

{a) That the Companies shall bear 25 per cenf. of the bonus allowances to men in the Con-
ciliation Scheme, - . .

(8) That the Government will agree to treat as 8 normal item in workmg expensea any other
advances granted to other classes of Railway employees ; and . .

{c) That the Government would agree to the abolition of the provaso " to the ongmal Agree-
ment as from the 1st January, 1915

18) Létter of 26th February, 1915, from the Board of Trade to the Railway Executive Committee

stating that the Board see no objection to the Companies being informed that the Government

are prepared to agree to the proposals made by the R.E.C. in their letter of 24th Februnry, 1915,
provided that all the Companies accept these conditions

(19) Letter of 6th March, 1915, from the Board of Trade to the Trea.sury expla.lmng the posltlon and
asking for the covering sanction of the Treasury to the arrangements made ..

(20) Letter of 18th March, 1915, from the Treasury to the Board of Trade sanctmnmg the above a.rrange-
menta -

(21) Letter of 22nd March 1915, from the Board of 'I'ra.de to the Railway Executlve Gommttee
informing them that "the Treasury agree to the above arrangements

(22) Extract from letter of 9th April, 1915, from the Railway Executive Committee to the Board ni
Trade stating that all the Railway Companies had agreed to accept the conditions

(23) Letter of 29th October, 1915, from the Railway Executive Committee to the Board of Trade sug-
gesting that in view of the increase of the bonus to 5s. a week all round the proportion borne by the
Companies should be calculated at 12§ per cent. of the increased bonus payments to the Con-
cilistion men instead of 25 per cent. of the original bonus ...

(24) Letter of 5th November, 1915, from the Board of Trade to the Trea.sury askmg for their concurrence
in the revised arrangements suggested above .

(25) Letter of 27th November, 1915, from the Trea.sury to the Board of Trade agreemg to the revised
arrsngements proposed above

(26) Letter of 29th November, 1915, from the Board of Trade to the Rallway Executive Committee
informing them that the Treasury concur in the revised arrangements

(27) Communication of 31st May, 1917, from the Railway Executive Committee to the Board of Trade
stating that the Companies had been instructed that the war bonus payments should be com-
muted as from the st January, 1917, on the basis of the amount charge&ble in respect of the
year 1916 . . .

(28) Letter of Tth June, 1917, from the Board of Trade to the Treasury mformmg them of the above
arrangement .

Proposal that the Railway Companies should be relieved from the Payment of any poriion of the War
Bonus.

(29) Letter of 21st September, 1917, from the Railway Executive Committee to the Board of Trade
suggesting that Railway Compsmes might be relieved, as from the lat Augu.st 1917, of the
obligation to pay 25 per cent. of the original war bonus

(30) Letter of 9th November, 1917, from the Railway Executive Comm:ttee to the Board of Trnde
giving further arguments in support of their proposals

31) Letter of 14th February, 1918, from Sir Thomas Heath to Sir William Marwood explmnmg that
the proposal could not be agreed to .

(32) Letter of 22nd February, 1918, from Sir Wilham Marwood to Bir Herbert Walker, forwardmg 'Y oopy
of Sir Thomas Heath’s letter
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F, 101, a7

Rarwway EXEcUTIVE COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.,

24th February, 1915.
Sir, o
SprcralL Bonus TO STAFF.

Referring to previous correspondence and conversations on the above subject, I beg
to inform you that the Executive Committee are now prepared formally to recommend to
the Railway Companies under control the acceptance of an agreement with the Government
on the following basis :—

(1) The Company to agree to bear twenty-five per cent. (25%) of the bonus
-allowance to men in the Conciliation Scheme as defined by the Agreement
signed on the 13th February, 1915. -
«(2) The Government to agree to treat as & normal item in working expenses any other
advances granted to other classes of Railway employees.
(3) The Government to agree to abolish the proviso as from the lst January, 1915,
which, of course, means that the net receipts for the year 1913 without deduction
will constitute the basis of comparison for the purposes of compensation.

I shall be glad to hear from you whether the Executive Committee are authorised,
when communicating their recommendation to the Companies, to state that the Government
are prepared to accept the terms,

I am, Sir, _
Your obedient Servant, .
(Signed) H. A. WALKER,
Adting Chairman, Executive Commities.

The President,

Board of Trade,

London, S.W.

. (18)
R. 2547,
F. 191 _ _

Boary oF TRADE,
26th February, 1915.

Sir. ‘

I am directed by the Board of Trade to refer to your letter of the 24th February,
specifying the terms of an agreement with the Government, of which the Railway Executive
Committee are prepared formally to recommend the acceptance to the Railway Companies
under control in connection with the payment of a special bonus to the staff, and, in reply,
I am to state, for the information of the Committee, that they see no objection to the Com-
panies being informed that the Government are prepared to agree on the conditions
proposed, provided that all the Companies accept them.

I am, Sir,
Your obedient Servant,
(Signed) W. F. MARWOOD.
Sir H. A. Walker, T

Railway Executive Committee.
R. 2547. 19
F. 191. o
BoARD OF TRADE,
6th March, 1915,
Sir, ahe

_ I'am directed by the Board of Trade to state, for the information of the Lords Com-
mussioners of His Majesty’s Treasury, that the Railwaymen’s Unions recently approached
the Railway Companies of Great Britain with a view to the grant of a special increase
of wages in view of the rise in prices and the increased stzain of work since the war began.
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The Unions asked for an all-round increase of 5s. a week, but after negotiations they
accepted an offer by the Companies to pay a war bonus of 3s. and 2s. a week to employees
receiving less than 30s. and 30s. or more respectively. This arrangement applies to all
men included in the Railway Conciliation Scheme——that is, the operating staff generally.

The Board regard this as a fair settlement. In view, however, of the fact that some
increase of wages would probably have been necessary in ordinary circumstances, it did not
appear to them that the whole of the war bonus should be included in the working expenses
of the Railways for the purpose of arriving at the amount payable under the Government
guarantee.

They informed the Railway Executive Committee of their view, and negotiations took
place with a view to settling the proportion in which the cost of the bonus should be horne
by the Government and the Companies respectively.

After negotiations, of the progress of which Their Lordships were informed from time
to time, it was finally agreed by the Railway Executive Committee that they would re-
commend the Railway Compamies whose undertakings have been taken over under the
Regulation of the Forces Act, 1871, to accept the following conditions :-—

(1) The Company to agree to bear twenty-five per cent. (25%) of the bonus
allowance to men in the Conciliation Scheme.

(2) The Government to agree to treat as a normal item in working expenses any other
advances granted to other classes of Railway employees.

(3) The Government to agree to abolish as from the 1st January, 1915, the proviso
to the Agreement under which the sum payable in compensation is reduced in
proportion to the decline in net receipts in the first half of 1914 as compared
with the like period of 1913.

The abolition of the proviso will have the advantage of doing away with the trouble-
some questions which have arisen regarding the application of the Agreement to the various
special services performed by the Companies for the War Office and Admiralty outside their
ordinary functions.

As regards the financial effect of the arrangement, so far as the Board are able to form
an estimate, one quarter of the war bonus to the operating staff which the Companies will
now pay themselves, and which will not be included in their working expenses for the
purposes of the Agreement, will be at the rate of about £750,000 a year, whereas the amount
which the Government would secure by the retention of the proviso would only be at the
rate of about £450,000 a year, so that the net effect of the arrangement will be a considerable
saving. )

;\gs regards grades other than those included in the Conciliation Scheme, I am to point
out that the rates of wages paid are determined to a large extent by the rates paid to men
engaged in similar work by private employers, and the Board consider that any increases
which it may be found sdvisable to grant may properly be treated as working expenses for
the purpose of the Agreement. ]

The terms set out above are, in the opinion of the Board, fair to all the parties concerned,
and they would be glad if Their Lordships would be so good as to give their covering sanction
to the arrangement, if accepted by all the Railway Companies.

I have the honour to be, Sir,

. Your obedient Servant,
The Secretary, (Signed) W. F. MARWOOD.
Treasury.
“F.191. (20)
TrEASURY CHAMBERS.
6528/15. 18th March, 1915.

Sir, )

In reply to Mr. Marwood’s letter of the 6th instant (R. 2547) I am directed by the
Lords Commissioners of His Majesty’s Treasury to request you to convey to the -Board of
Trade Their Lordships’ sanction to the terms of the new arrangement, de.scrlbed in the
letter under reply, which has been made with the Railway Companies, with effect from
1st January last. )

I am, Sir,
Your obedient servant,

The Secretary, (Signed) T. L. IFEATH.
Board of Trade.
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R. 3626. 2

F. 191,
Boarp or TraDE.
22nd March, 1915.
Sir,

With reference to the letter from this Department of the 26th February (R.¢2547)
respecting the terms of the proposed new arrangement between the Government and the
Rallway Companies under control, I am directed by the Board of Trade to transmit to
you for the information of the Railway Executive Committee the enclosed copy of 2 letter
from the Treasury on the subject. *

The Board will be glad to be informed as soon as all the Companies have agreed to
accept the conditions proposed.

I am, Sir,
Your obedient Servant,
_ (Signed) W. F. MARWOOD.
Sir H, A, Walker,
Railway Executive Committee.

(Treasury letter of 18th March, 1915, enclosed, Document No, 20.)

(22)

Ramway Exgcumive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
, oth April, 1915.
Sir,
SpeciAL Bonus TO STAFF.

With reference to the Railway Executive Committee letter of the 24th February and
your letters of the 26th February and 22nd March (R. 3626), respecting the terms of the
proposed new arrangement between the Government and the Railway Companies under
control, I have to say that we have now heard from all the Railway Companies concerned
to the effect that they agree to accept the conditions which are shown in deteil in the letter
of the 24th February above referred to.

* * * * * * * * * * *

I am, Sir, ,
Your obedient Servant, =
(Signed) H. A. WALKER,

. Acting Chairman.
The President,

Board of Trade,
London, S.W.

23)

RaiLway Execunive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
29th October, 1915.

F. 191.

Sir,
PaymENT OF WaAR Bonus.

You will be aware that when the fist arrangement in regard to the payment of the
war bonus was entered into it was understood that the Railway Companies would bear
25 per cent. of the war bonus to all men who came within the grades comprised under the
Conciliation Scheme.

This war bonus has now been increased from 3s. to men under 30s. per week and 2s.
to men 30s. per week and over to an all-round bonus of 5s. per week, and the Government
have undertaken that the whole of the increased cost shall be chargeable against working
expenses.

Our Accountants have now drawn our attention to the impracticability in the case
of the larger Companies of continuing the arrangement to charge against the Railway
Companies net revenue the 25 per cent. of the original bonus, and they have suggested

(B 16959) B
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that we should ask you, in the new circumstances, to agree to the Companies arriving at
their liability under the arrangement referred to by assuming that such liability is equal
to 12 per cent. of the increased war bonus payments to the Conciliation men as from the
date from which the increase has been granted:
This will very considerably modify the accounting, and I shall be glad to hear that
the Treasury will accept the proposal.
I am, Sir,

Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chairman.
The President,

Board of Trade, S.W. ,
R. 12122. (24)

F. 191.
BOA_RD oF TrADE.
) 5th November, 1915.
Sir,

With reference to previous correspondence respecting the Agreement between His
Majesty’s Government and the Railway Companies of whose lines possession has been taken
under the Regulation of the Forces Act, 1871, I am directed by the Board of Trade to trans-
mit herewith, for the information of the Lords ‘Commissioners of His Majesty’s Treasury, a
copy of a letter which has been received from the Railway Executive Committee asking
for a modification of the existing arrangement as regards the payment by the Companies
of a portion of the war bonus to men coming within the Conciliation Scheme.

The Board understand that before the recent increase in the war bonus the amount
paid as bonus to men in the Conciliation Scheme was simply totalled at the Companies,

-bead offices and 25 per cent. deducted. In future, however, as the men who received
the original bonus of 2s. or 3s. now all receive 5s., reference would have to be made in each
case to see whether 6d. or 94. should be deducted, and for this work the Companies would
require to employ additional clerical staff. They suggest, therefore, that they should be
permitted to make an ali-round deduction of 12} per cent.

As the number of men who received the 3s. bonus is slightly the larger, this would mean
some reduction in the proportion of the total paid by the Companies themselves, but on the
other hand the additional staff would be saved.

The Board of Trade would be glad to be favoured with the views of the Lords Com-
missioners on this proposal. )

I have the honour to be, Sir,

Your obedient Servant,
(Signed) GARNHAM ROPER.

The Secretary,
Treasury.

(Railway Executive Committee letter of 29th October, 1918, enclosed, Document No. 23.)

F. 191. (25)
26291/15.
TrEASURY CHAMBERS.
27th November, 1915.
Sir

In reply to Mr. Roper’s letter of the 5th instant (R. 12122), the Lords Commissioners
of His Majesty’s Treasury direct me to state, for the information of the Board of Trade,
that in the circumstances tepresented they agree that the liability of the Ralway Com-
panies in respect of the war bonus paid to their employees may be assumed to be equal
to 121 per cent. of the increased war bonus paﬁments to the Conciliation men, the new
arrangement to come into operation as from the date from which the increased bonus
has been granted.

1 am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH.

The Secretary,
Board of Trade.
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(26)
R. 13484.
F. 191.
Boarp oF TRADE.
20th November, 1915,
Sir

With further reference to your letter of the 29th October on the subject of the proposed
modification of the existing arrangement as regards the payment by the Railway Com-
panies of a portion of the war bonus to men coming within the Conciliation Scheme, I am
directed by the Board of Trade to transmit to you, for the information of the Railway
Executive Committee, the enclosed copy of a reply from the Treasury to a communication
addressed to them from this Department in the matter.

I am, Sir,
Your obedient Servant,
(Signed) GARNHAM ROPER.
Sir H. A. Walker, .
Railway Executive Committee.

(Treasury letter of 27th November, 1915, enclosed, Document No. 25.)

Note.—The war bonus to adult male staff in the Conciliation Scheme was further incrensed on
11th September, 1916, to 10s. per week, and the proportion borne by the Railway Companies was therefore
reduced to 6} per cent. As from 9th April, 1917, the bonus was increased to 15s. per week end the Railway
Executive Committee wrote to the Board of Trade as follows - )

(27)
F. 191.
P. 1376/8.
Rarrway Executive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
31st May, 1917.
Sir,

War BoNUs To RAILWAYMEN,

With reference to the latest bonus arrangements—

In view of the difficulty of allocating what proportion of the bonus is now payable
by the Government and what proportion by the Railway Companies in accordance with
the arrangements come to in, 1915 (see your letter R. 2547 of the 26th February, 1915},
we have issued the enclosed circular letter to the Companies, and will be glad if you will
Please notify the Treasury of its contents.

I am, Sir,
Your obedient Servant,
(Signed) GILBERT S. SZLUMPER,
Secretary.
The Assistant Secretary,
(Railway Department),
Board of Trade,
7, Whitehall Gardens,
Westminster, S.W.

_ (Enclosure to Document No. 21.)
{Circular Letter No. 984.)
Rannway ExEcumivE COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
31st May, 1917.
Dear Sir,
War BoNUs To RAILWAYMEN,

. With reference to Circular Letter No. 916, will you please note that, in view of the
difficulty of arriving at the proportion of the Conciliation War Bonus (as recently increased)
to be borne by the Companies, it has been decided that as from the ist January, 1917,
such proportion be commuted on the basis of the amount chargeable to the controlled

(B 16959) B 2
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Companies in respect of the year 1916 under Railway Executive Committee Circular
Letters Nos. 211, 212, 224, 248, 279, 443, and 692. This will render unnecessary the
exchange of accounts between Companies in respect of the Company’s proportion of war
bonus as from 1st January, 1917, and any accounts already rendered in respect of the
current year must be adjusted in the agreed commuted figure.

2. It has also been decided that as from the 1st Jannary, 1917, all war bonus pay-
ments should follow the salaries and wages, the amount chargeable to the Company being
entered as a credit to Working Expenses in Account No. 1 of the Annual Account of the
Net Receipts and in the Monthly Estimates of Revenue Receipts and Expenditure under
the hieading of “ War Bonus, Conciliation Scheme—Company’s Proportion.”

3. The necessary adjustments under this Circular Letter should be made in the
Estimate of Revenue Receipts and Expenditure for the month of May, 1917.

4. Please arrange accordingly and acknowledge receipt.

Yours faithfully,
(Signed) H. A. WALKER,
Acting Chairman.

The General Manager,
Railway.
R. 2478. , (28)
F. 191.
BoarDp oF TRADE,
7th June, 1917,
Sir,

With reference to previous correspondence respecting the agreement between His
Majesty’s Government and the British Railway Companies of whose undertakings
possession has been taken under the Regulation of the Forces Act, 1871, I am
directed by the Board of Trade to transmit to you, for the information of the Lords
Commissioners of His Majesty’s Treasury, the enclosed copy of a letter from the Railway
Executive Committee forwarding copy of a circular letter which they have issued to the
Railway Companies in regard to the proportion that is payable by the Companies of the
war bonus to railwaymen,

I have the honour to be, Sir,

Your obedient Servant, '
(Signed) ERNEST G. MOGGRIDGE.

The Secretary,
Treasury.
{Railway Executive Committee Jetter of 31st May, 1917, enclosed, Document No. 27.)
(29
F. 192.
P. 826/1.
Ramwway ExecuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
21st September, 1917.
Dear Sir, .
War Bonus To RaiLway EmMproyEes. PROPORTION BORNE BY THE RAILWAY

COMPANIES.

.Some few weeks ago I spoke to you in regard to a matter that has caused a good
deal of concern on the part of the Railway Companies generally—viz., the payment by
the Railway Companies out of their net revenue of a portion of the original war bonus
granted to men coming within the scope of the Conciliation Scheme. You asked that
the views of the members of this Committee should be placed before you in writing, and
this T now have pleasure in doing.

The facts which led up to the arrangement now complained of are as follows :—
The original agreement between the Government and the Railway Companies entered
into in the first week of the war reads as under :—
““The question of the basis on which compensation under the Act of 1871 should be
“ ascertained was discussed, and— .
“It was RESOLVED to recommend that to ascertain the compensation payable
“the aggregate net receipts of all the Railways taken over during the period
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“ for which they are taken over shall be compared with a similar aggregate for
““the corresponding period of the previous year. The ascertained deficiency
“shall be the amount of the compensation due. Provided that if the aggregate

" * net receipts for the first half of the year 1914 are less than the aggregate net
“receipts for the first half of the year 1913, the ascertained deficiency shall be
*“ reduced in the like proportion.

“ Any question as to the amount of the deficiency shall, in default of agreement, be
“ determined by the Railway and Canal Commission.

“ The sum so payable as compensation together with the net receipts of the railways
“taken over shall be disttibuted among the Railway Companies in proportion
“to the net receipts of each Company during the period with which comparison
‘18 made.”

The actual decline in the net receipts of all the controlled Railways for the first half
of 1914 compared with the first half of 1913 was £732,500—3 6 per cent. of the total net
receipts for the 1913 period, and had the original agreement been kept to, any deficiency
claimed by the Railway Companies from the Government would have been reduced by
this percentage.

In actual practice, however, had all Government traffic been paid for during the period
of the war, the net earnings of the Railway Companies would have shown a considerable
increase, so that there would have been no deficiency from which to make any deduction.
The Railway Companies would therefore have been entitled to the same net revenue
as in 1913.

In January, 1915, the Railway Companies asked that the proviso contained in the
Agreement should be cancelled on the plea that they were actually carrying more traffic
than in 1913 instead of less.

When the first war bonus was granted to the men in the Conciliation Scheme the
Government, considered that the Railway Companies should bear a part of the cost thereof
on the plea that had there been no war the Companies would inevitably have been com-
pelled to give increases to their staff through the operation of the Conciliation Boardd.

The members of this Committee protested strongly at the time against what they
considered to be an unjust demand, and a compromise was ultimately arrived at, the
Companies agreeing to bear 25 per cent. of the original bonus on the understanding that
the obligation under the proviso in the Agreement of August, 1914, should be cancelled.
The Railway Companies are still paying this 25 per cent. of the original war bonus. These
payments amount to £450,000 per annum. :

Now that the war bonus has disappeared under the arrangement entered into with
the Unions, with the consent of the Government, as from August 1st, 1917, we feel strongly
that the burden imposed upon the Railway Companies should be removed, and that the
arrangement under which the Companies bear 25 per cent. of the original bonus should no
longer obtain.

In support of this we would draw your attention to some figures which we have had
prepared and which are included in the summary* attached to this letter. I am to say
that these figures are more or less in the nature of estimates, and that those under the
heading of “ Arrears of Maintenance and Renewal Work "—Abstracts ‘A’ and ‘B’
will, in all probability be exceeded. The amounts due for interest on capital expenditure
upon works brought into use subsequent to 31st December, 1912, are also subject 4o revision.

The figures, however, disclose that whereas the total amount paid by the Government
to the Railway Companies as a result of the control of the Railways from the commence-
ment of the war fo the 30th June, 1917, has been under £40,000,000, the amount of free
services rendered to the Government has been nearly £57,000,000, showing that during
the period under review the Government benefited by the “ Control ” to the extent of
about £17,000,000. : :

We shall be glad to hear that we may advise the Raiiway Companies as from the
1st %ugust, 1917, they are relieved of the obligation of bearing 25 per cent. of the original
war bonus.

Yours faithtully,

(Signedy H. A, WALKER,
The President, Acting Chairman.
Board of Trade. :
* Not printed.
(816959) B3
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(36)

F. 192,
P. 826/1. . .
: Rainway Executive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
_ 9th November, 1917.
Sir

I have to refer to our letter of the 21st September in which a request was contained
that the Railway Companies should be relieved of the obligation of bearing 25 per cent. of
the original war bonus. To this letter we have not yet received any reply.

We would urge that our application should be acceded on the grounds of equity, and
if any further argument or reasons are required, we would plead that in view of the enormous
amount of work that has been put upon the Railways, the shareholders who have found
the capital which has enabled that work to be carried out for the benefit of the State should
receive every consideration from the State.

As a matter of fact, Railway shareholders are, generally speaking, receiving less dividend
than they did in 1913, and we think it only right to say that they are, in all probability,
the only large community of the State which, while their property is being used for the
full benefit of the State, are in a worse position than they were pre-war.

~ Then, again, we would put forward that the circumstances are very different to those
contemplated when the original agreement was made. At that time it was anticipated
that the Government would become heavy debtors to the Railway Companies, and it was
only natural that the Government should ask that their liability might be reduced propor-
tionately to the falling off in traffic that was apparent in the first half of 1914 as compared
with the corresponding half of the basis period.

These anticipations, however, have been entirely falsified, and the Government,
instead of assuming any liability; have, after taking everything into consideration, reaped

- substantial advantages out of the arrangement come to.

- Another argument we might urge is that had the Railway Companies not been under
Government control, they would have been entitled to have raised their rates to corre-
spond with the increase in their working expenditure, due to increased wages, and increased
price of materials. Such a course, however, has been averted partly owing to the economies
the Railway Companies have been able to effect as a result of the present arrangement,
and partly as a result of the alteration in the class of traffic which has been passed over
the Railways. Therefore the traders as well as the State and the general body of consumers
have also benefited as a result of the present arrangements. )

It is true that the public have had to pay a heavy increase for travelling, but this
increase, as is well known, was not established for the purpose of creating revenue, but
for the purpose of preventing unnecessary travelling on the part of the public.

In view of the great advantages which the present control of the railways by the
Government has produced to the State and to the trade of the country, we would strongly
urge that the suggestion contained in our letter of the 21st September should receive
favourable consideration, and that the request contained therein should be acceded to,
ih order that the shareholders in the various Railway Companies may, as far as possible,
be placed in as good a position as obtained in the year 1913.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,
Acting Chairman.

The President,
Board of Trade.

@1

F. 192,
TREASURY;

, 14th February, 1918.
Dear Marwood,
I have now looked up what occurred with the Railway representatives when the

Government Agreement with the Railways was modified in 1918. I find that in December,
1915, Sir Guy Granet handed to me a document in which there were six proposals outlined,
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which it was suggested should be embodied in a fresh Agreement. Among these six
proposals was one that the whole cost of the war bonus should be reckoned in working
expenses. On 29th March, 1916, Sir Alexander Butterworth saw me and Bradbury and
discussed these proposals: we then definitely told him that the Treasury were not prepared
to concede the proposal that the whole war bonus should be regarded as working expenses
in view of the definite bargain come to when the first bonus was agreed to. Sir Alexander
wrote to Sir H. Walker on 30th March and explicitly mentioned the Treasury refusal to
agree to this point. On the 20th June, 1916, after various interviews had passed between
the Treasury and the Railway representatives, Sir Alexander wrote to me and said that
the Companies represented on the Railway Executive Committee ‘ are prepared to accept
the proposals of the Treasury as set out in my letter of the 30th March to Sir Herbert
Walker.” :

Sir Alexander also suggested in the same letter of the 20th June that the proposals
of the Railway Companies which had been agreed to by the Treasury* should be embodied
in a formal letter addressed by the Board of Trade to the Acting Chairman of the Railway
Executive Committee. This letter, as you are aware, was drafted, and has been agreed
to by the Railway Compames. No reference was made in 1t to the war bonus question,
and the history of the negotiations showed that owing to the Treasury refusing to agree
to the Railways’ proposal, it was not thought necessary to make any mention of the matter
in the final letter embodying the agreed points. I think, however, that it was perfectly
clear right through that the Treasury having agreed to the other important matters raised
by the Railways it was not intended by them to press the point about the war bonus.

Under these circumstances I think it is quite out of the question for the Treasury to
regard the war bonus question as still open to discussion. We regarded the modification
of the Agreement come to in 1916 as the final word ; anyhow on all matters which had
hitherto been fully discussed.

1 return you the enclosures which you left with me,

Yours sincerely,

(Signedy T. L. HEATH.
Sir W. F. Marwood, K.C.B.

* These proposals are contained in Document No. 71,

R. 3664. (42)
F. 192
Boarp oF TRADE,
WraITEEALL GARDENS, S.W.
22nd February, 1918.
Dear Sir Herbert Walker,

The President asked me recently to ascertain what view the Treasury would hold
as regards an application that no portion of the war bonus to railwaymen coming within
the Conciliation Scheme should be borne by the Railwiy Companies. I accordingly
went to the Treasury and discussed the matter with Sir Thomas Heath, and left with
him your letters on the subject. He then referred to what took place at the time of certain
negotiations between the Railway Companies and the Treasury, and he has now sent me
a letter, of which I enclose a copy for your information.

Yours faithfully,

(Signed) W. F. MARWOOD.

(Sir 'Thomas Heath's letter of 14th February, 1918, enclosed, Document No. 31).

(8 16939) B4
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III.—APPROVAL OF THE INSTRUCTIONS FOR THE PREPARATION OF THE ACCOUNTS

OF CONTROLLED RAILWAY COMPANIES.

[On the 18th December, 1914, the Board of Trade consulted the Treasury as to the
approval of the proposed Memora.ndum of Instructions, the draft Instructions then
suggested being, with the slight modifications indicated in the following cor-
respondence, the same as those finally approved and printed below.]

Document
Number:

(33) Letter of lst January, 1915, from the Treasury to the Board of Trade, approwng the
Instructions with certain slight modifications

“he

(34) Letter of 2nd Janusry, 1915, from the Board of Trade to the Railway Ezecutive Com-
mittee, forwarding a copy of the Treasury Letter of 1st January, 1915

(35) Letter of 16th January, 1915, from the Railway Executive Committee to the Board of
Trade, accepting in the main the mod.lﬁcatlons, but askmg for certain assurances with rpgard
to Arrears of Maintenance . . . .

(36) Letter of 19th January, 1915, from the Board of Trade to the Treasury, forwardmg a copy
of the Railway Executlve Committee letter of 16th January, 1916 .

(37 Letter of 10th February, 1915, from the Treasury to the Board of Trade, agreeing to the
Instructions and to the view expressed by the lewa.y Executive Committee a8 to
" Arrears of Maintenance

(38) Letter of 13th February, 1915, from the Board of Trade te the Railway Executwe Com-
mittee, intimating that the Instructions had been approved by His Majesty’s Government

(39) Memorandum of Instructions as approved--known as the Blue Book '

Vide also Appendix XVI.
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(33)
. F. 182.
28657/14.
TREASURY CHAMBERS.
‘18t January, 1915.
Sir

I have laid before the Lords Commissioners of His Majesty’s Treasury Mr. Garnham
"Roper’s letter of the 18th ultimo (R. 13676), relative to the draft Memorandum of Instruc-
tions to be issued by the Railway Executive Committee.

In reply I am to request you to mform the Board of Trade that, on the understanding
that Mr. Gurney Fowler sees no material objection to the Memorandum, My Lords concur
in its terms, subject to the following observations:

I. In substitution for Section 4 (e)* They suggest the following words :(—

“ In the event of the Companies being of opimion that arrears of normal maintenance
work have arisen during the control period, His Majesty’s Government have
undertaken to consider on their merits any representations submitted to Them ;
and, if necessary, a statement should be prepared at the end of the control period
of any liabilities of thishature not included in the accounts prepared currently.
(No such statement will be required in cases where provision is made for mainte-
nance by carrying definite sums to a special fund in anticipation of actual
expenditure.) ”

II. The form of the Certificate under Section 13 is a matter of some importance ;
and My Lords do not think that it would be literally accurate to say that the accounts
had been prepared in accordance with the Agreement. They suggest the following form :—

“ We have examined the accounts attached and compared them with the books and
vouchers of the Company. We certify that they are correct and that they have
been pregared strictly in accordance with the Memorandum dated 1915 issued
by the Committee of Chief Accountants with the approval of His Majesty’s
Government.”

III. As regards the signatures to be appended to the Certificaté, My Lords would
have preferred not to omit any of the three categories, viz.—Chief Accountants, Auditors,
and Professional Accountants; and, even if it prove necessary to accept the signatures
of either the Auditors or the Professional Accountants (in addition to those of the Chief
Accountants), They think it essential that in every case the signature should be that of a
person or firm having recognised professional qualifications.

I am, Sir,
Your obedient Servant,
‘ (Signed) T. L. HEATH.
The Secretary,
Board of Trade.

* Bection 4(¢) in the draft memorandum of instructions read as follows :—
: BecTION 4 (e).

Arrears of Maintenance Work.

(e} A statement to be prepared at the end of the control period of the amounts not included in the

accounts prepared currently for the purpose of obtaining payments on account of compensation in respect
of arrears of normal maintenance work deferred during the control period.

R. 64. (34)
F. 182,
Boarp oF Tr DE.
- 2nd January, 1915,
iT,

. With reference to Sir A, Kaye Butterworth’s letter of the 16th December forwarding
copies of a draft Memorandum of Imstructions respecting the preparation of Railway
Companies’ Accounts, I am directed by the Board of Trade to transmit to you, to be laid
before the Railway Executive Committee, the enclosed copy of a letter which they have
received from the Treasury in the matter. : '

I am, Sir,
Vour ohediens Sﬁﬁﬁw’%’s G. MOGGRIDGE
Signed . .
Sir H. A. Walker, Srgned) ! ‘
Acting Chairman,
Railway Executive Committee.

(Treasury letter of 1st January, 1915, enclosed, Document No. 33.)
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(35)
F. 182.
RaiLway ExecuTivE COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
. 16th January, 1915.
Sir,

Referring to your letter R. 64 of the 2nd instant, enclosing a letter from the Treasury
with reference to the draft Memorandum of Instructions, I am instructed by the Railway
Executive Committee to say that they are prepared to accept the form of words suggested
by the Treasury in substitution of clause 4 (¢) (Arrears of Maintenance Work).

Tn view, however, of the importance of the point, and of the generality of the language
used to express the undertaking of the Government, they think it right to place on record
their understanding that, in this clause, the Government admit the principle that, if in
the special circumstances obtaining during the period of control, a Railway Company has to
postpone works of maintenance (i.e., the repairs and renewals of its works and plant), which
in the ordinary course would have been executed within the period and their cost charged
as working expenses, the cost of such works, when they c®ne to be executed, is a fair charge
against the Government. The Raillway Executive Committee feel bound to emphasise
this poifnt, because without a distinct understanding with regard to it they would not feel
justified in advising Companies, as they have been doing, to undertake the manufacture
of the very numerous articles of military equipment which are being made in the shops
of many of the Companies, work which is obviously outside the ordinary functions of a
Railway Company, and the execution of which must necessarily interfere seriously with the
upkeep of the Companies’ undertakings.

As regards the form of certificate, under Instruction 13, which was adopted from
the Memorandum of Sir William Plender, the Executive Committee have no objection
o the alterations proposed by the Treasury, but as the Instructions will be issued by the
Executive Committee, they suggest that the Certificate read as under .—

““We have examined the accounts attached, and compared them with the books
and vouchers of the Company. We certify that they are correct and that they
have been prepared strictly in accordance with the Memorandum of Instructions,
dated January, 1915, issued by the Railway Executive Committee with the
approval of His Majesty’s Government.”

As regards the signatures to be appended to the certificate, the Executive Committee
agree that in ever)%case the Certificate should, in addition to that of the Chief Accountant
of the Company, bear the signature of a person or firm having recognised professional
qualifications. '

It is believed that the above are the only points outstanding with reference to the
Memorandum of Instructions, and in view of the necessity for the early issue of these
Instructions to the individual Railway Companies, the Executive Committee ask that
the formal approval of His Majesty’s Government may be conveyed to them at as early
a date as possible. _

I am, Str,
Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chairman,
Railway Executive Committee.
The Assistant Secretary
(Railway Department),

Board of Trade, S.W.

- (36)
R. 739.
F. 182. :
Boarp oF TRADE,
19th January, 1916.
Sir,

With reference to your letter of the 1st January (No. 28657/14) respecting the draft
Memorandum of Instructions for the preparation of Railway Companies’ Accounts, I am



27

directed by the Board of Trade to transmit to you, to be laid before the Lords Commissioners
of His Majesty’s Treasury, the enclosed copy of a communication which they have received
from the Railway Executive Committee in the matter.

I have the honour to be, Sir,
Your obedient Servant,

(Signed)y W. F. MARWOOD.
The Secretary, .

Treasury.
{Railway Executive Committes letter of 16th January, 1915, enclosed, Document No. 35.)

(37)
F. 182,
$62/15.
TREASURY CHAMBERS,
10th February, 1915.
Sir,

With reference to Mr. Marwood’s letter of the 19th ultimo (R. 739), relative to the draft
Memorandum of Instructions for the preparation of Railway Companies’ Accounts, the Lords
Commissioners of His Majesty’s Treasury direct me to state that They agree as to the
intention of the understanding with regard to Arrears of Maintenance Work as described
in the Railway Executive Committee’s letter of the 16th wltimo, a copy of which was
forwarded with the letter under reply.

As regards the Certificates under Section 13 of the Memorandum, My Lords understand
that these will bear the signatures of (a) the Chief Accountants and (&) either the Auditors
or the Professional Accountants. Provided that the person or firm signing possesses
recognised professional qualifications My Lords are ready to accept this arrangement.

I am, Str,
Your obedient Servant,

(Suyned) T. L. HEATH.
The Secretary,

Board of Trade.
(38)
R. 1959.
F. 182,
BoaARp OF TRADE,
. 13th February, 1915.
Sir,

With reference to your letter of the, 16th January and to previous correspondence
respecting the Memorandum of Instructions for the preparation of Railway Companies’
Accounts, I am directed by the Board of Trade to transmit to you, for the information
of the Railway Executive Committee, the enclosed copy of a letter from the Treasury
on the subject.

I am at the same time to state that His Majesty’s Government approve of the
Memorandum ixr question, paragraph 4 (¢) being amended as indicated in the Treasury
letter of the 2nd January, and the certificate in paragraph 13 taking the form shown in
the Committee’s letter of the 16th January.

1 am, Sir, )
Your obedient Servant,
_ (Signed) W. F. MARWOOD.
Sir H. A. Walker,
Railway Executive Committee,

{Treaeury letter of 10th February, 1915, enclosed, Document No. 37.‘)
(Note.—The Insiructions as approved are given in Dooument No, 39.)
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(35)
F. 182,
Ramiwway Executive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
16th January, 1915.
Sir,

Referring to your letter R. 64 of the 2nd instant, enclosing a letter from the Treasury
with reference to the draft Memorandum of Instructions, I am instructed by the Railway
Executive Committee to say that they are prepared to accept the form of words suggested
by the Treasury in substitution of clause 4 (e) (Arrears of Maintenance Work).

In view, however, of the importance of the point, and of the generality of the language
used to express the undertaking of the Government, they think it right to place on record
their understanding that, in this clause, the Government admit the principle that, if in
the special circumstances obtaining during the period of control, a Railway Company has to
postpone works of maintenance (z.e., the repairs and renewals of its works and plant), which
in the ordinary course would have been executed within the period and their cost charged
as working expenses, the cost of such works, when they cdne to be executed, is a fair charge
against the Government. The Railway Executive Committee feel bound to emphasise
this point, because without a distinet understanding with regard to it they would not feel
justified in advising Companies, as they have been doing, to undertake the manufacture
of the very numerous articles of military equipment which are being made in the shops
of many of the Companies, work which is obviously outside the ordinary functions of a
Railway Company, and the execution of which must necessarily interfere seriously with the
upkeep of the Companies’ undertakings.

As regards the form of certificate, under Instruction 13, which was adopted from
the Memorandum of Sir William Plender, the Executive Committee have no objection
to the alterations proposed by the Treasury, but as the Instructions will be issued by the
Executive Committee, they suggest that the Certificate read as under :—

“We have examined the accounts attached, and compared them with the books
and vouchers of the Company. We certify that they are correct and that they
have been prepared strictly in accordance with the Memorandum of Instructions,
dated January, 1915, issued by the Railway Executive Committee with the
approval of His Majesty’s Government.”

As regards the signatures to be appended to the certificate, the Executive Committee
agree that in every case the Certificate should, in addition to that of the Chief Accountant
of the Company, bear the signature of a person or firm having recognised professional
qualifications. '

It is believed that the above are the only points outstanding with reference to the
Memorandum of Instructions, and in view of the necessity for the early issue of these
Instructions to the individual Railway Companies, the Executive Committee ask that
the formal approval of His Majesty’s Government may be conveyed to them at as early
a date as possible.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chairman,
Railway Executive Commattee,
The Assistant Secrefary

{Railway Department),
Board of Trade, S.W.

: (36)
R. 739.
F. 182. :
Boarp oF TRADE,
19th January, 1916.
Sir

" 'With reference to your letter of the 1st January (No. 28657/14) respecting the draft
Memorandum of Instructions for the preparation of Railway Companies’ Accounts, I am
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directed by the Board of Trade to transmit to you, to be laid before the Liords Commissioners
of His Majesty’s Treasury, the enclosed copy of a communication which they have received
from the Railway Executive Committee in the matter.

I have the honour to be, Sir,
Your obedient Servant,

(Signed) W. F. MARWOOD.
The Secretary, o

Treasury.
{Reilway Executive Committee letter of 16th January, 1915, enclozed, Document No, 35.)

(37)
F. 182,
?62/15.
TREASURY CHAMBERS,
10th February, 1915.
Sir,

With reference to Mr. Marwood’s letter of the 19th ultimo (R. 739), relative to the draft
Memorandum of Instructions for the preparation of Railway Companies’ Accounts, the Liords
Commissioners of His Majesty’s Treasury direct me to state that They agree as to the
Intention of the understanding with regard to Arrears of Maintenance Work as described
in the Railway Executive Committee’s letter of the 16th ultimo, a copy of which was
forwarded with the letter under reply. '

As regards the Certificates under Section 13 of the Memorandum, My Lords understand
that these will bear the signatures of (a) the Chief Accountants and (b) either the Auditors
or the Professional Accountants. Provided that the person or firm signing possesses
recognised professional qualifications My Lords are ready to accept this arrangement.

I am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH.
The Secretary,
Board of Trade.

(38)
R. 1959,
F. 182.
Boarp orF TRADE,
13th February, 1915.
Sir,

With reference to your letter of the 16th January and to previous correspondence
respecting the Memorandum of Instructions for the preparation of Railway Companies’
Accounts, I am directed by the Board of Trade to transmit to you, for the information
of the Railway Executive Committee, the enclosed copy of a letter from the Treasury
on the subject.

I am at the same time to state that His Majesty’s Government approve of the
Memorandum iir question, paragraph 4 (¢} being amended as indicated in the Treasury
letter of the 2nd January, and the certificate in paragraph 13 taking the form shown in
the Committee’s letter of the 16th January.

T am, Sir, _
Your cbedient Servant,
(Signed) W. F. MARWOOD.
Sir H. A. Walker,
Railway Executive Committee.

(Treasury letter of 10th February, 1915, enclosed, Document No, 37.)
(Note.—The Instructions as approved are given in Dooument No, 89.)
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(39)

MEMORANDUM OF INSTRUCTIONS TO RAILWAY COMPANIES FOR THE
PREPARATION OF THE ACCOUNTS TO BE PRESENTED BY EACH
CONTROLLED COMPANY TO ARRIVE AT THE AMOUNT OF COMPEN-
SATION PAYABLE BY HIS MAJESTY'S GOVERNMENT.

Issued to the Railway Companies on 4th March, 1915, and known as the BLUE BOOK.

Agreement with Railway Companies.

1. His Majesty’s Government have agreed with the Railway, Companies concerned
as follows :—

“ To ascertain the compensation payable, the aggregate net receipts of all the
“ Railways taken over during the period for which they are taken over shall be
““ compared with a similar aggregate for the corresponding period of the previous
““year. The ascertained deficiency shall be the amount of compensation due.
‘ Provided that if the aggregate net receipts for the first half of the year 1914 are
*“ less than the aggregate net receipts for the first half of the year 1913, the ascertained
* deficiency shall be reduced in the like proportion. Any question as to the amount
““of the deficiency shall, in default of agreement, be determined by the Railway
* and Canal Commission.”

This sum so payable as compensation, together with the net receipts of the Railways
taken over, shall be distributed among the Railway Companies in proportion to the net
receipts of each Company during the period with which comparison is made.

Definition of Net Receipts.

2. For the purposes of this Agreement, net receipts shall be taken to mean the net
receipts covered by the first seven items in Account No. 8 of the First Schedule to the
Railway Companies (Accounts and Returns) Act, 1911, and Miscellaneous Receipts (Net)
in that account shall not be included.

Revenue Account from 5th August, 1914.

3. For the period subsequent to the 4th August, 1914, each controlled Company
must compile an account of the gross revenue accrued during the control period.

Season Tickets.

(@) Season Ticket receipts to be brought to account by each Company in a similar
manner to that adopted in 1913—.e., whether upon a cash basis, or apportioned over
the period of validity.

Mazls.

() The sums received for the conveyance of mails for the quarter ended 30th
September, 1914, to be apportioned between the two periods, viz. :—
(1) 1st July to 4th August,
(2) 5th August to 30th September, _
on the basis of the number of days in each—viz., 35 and 57 respectively.

Paicel Post Receipts. -

(c) Parcel Post receipts for the quarter ended 30th September, 1914, to be
divided as under :— |
(1) For TaE PERIOD 18T JULY TO 4TH AUGUST, 1914.

(a) Actual figure for the period to be ascertained from the Postmaster-General.

() The amount so arrived at to be apportioned between the British and Irish
Pools in the same proportion as is shown in the settlement for half-year ended
31st December, 1913. .

(c) 'The amount so attributed to the British Companies to be divided between
the Companies in the same proportions as are shown by the settlement for the
half-year ended 31st December, 1913,



29

(2) For TBE PERIOD 6TH AUGUST TO 30TH SEPTEMBER, 1914.

(a) The balance of the receipts for the quarter to be apportioned between the
British and Irish Pools in the same proportion as is shown in the settlement for the
half-year ended 31st December, 1913.

(b) The amount so attributed to the British Companies to be divided between
the Companies in the same proportions as are shown by the settlement for the half-
year ended 31lst December, 1913.

Bad Debts. |

(d) Bad debts in respect of traffic originating prior to 5th August, 1914 (whether
for conveyance, demurrage, cartage, &c.), to be borne by the Companies concerned
urespective of the date at which the debts are ascertained to be irrecoverable. On
the other hand, bad debts in respect of traffic dealt with during the period of
Government control to be borne by the Government. A valuation to be included
of the net loss of all bad debts not finally disposed of during the control period.

If a reserve is made in 1914 for bad and doubtful debts, &c., such reserve
should not as a rule exceed the proportion which the charge in 1913 bore to the
outstandings at the close of that year.

Provisions for Estimated Revenue Liabilities. )

{€) Subject to the operation of Instruction No. 32, suspending during the period
of control divisions between Companies of through traffic in which no non-controlled
Company is interested, each Company, in determining the amount of revenue for
the control period, must follow strictly the method which regulated the preparation
of the accounts in 1913, and provisions to be made should be proportionate to the
sums necessary for the half-year ended 31st December, 1913.

Expenditure from Sth August, 1914.

4. The expenditure chargeable for the control period must be ascertained as far as
it is possible to do so, with the proviso that the amount charged for the renewal of
permanent way and rolling stock is not to exceed the amount inchided in the corresponding

eriod of 1913, except under special circumstances such as additions $o the length of
ine opened, additions to rolling stock in service, or an increase in the cost of renewal
work carried out during the period resulting from increased price of labour and materials.

Apportionment of Sundry Items of Ezpenditure:

(2) The following charges for the half-year ending 31st December; 1914, to be
apportioned to the control and non-control periods in proportion to the number of
days in each such period :— ‘

Clothing (all Expenditure Abstracts and Statements).

General Charges—Abstract E.

Rates and Taxes (all Expenditure Abstracts and Statements).
Law Charges.

Parliamentary Expenses.

Claims for Compensation, Goods and Parcels Traffic.

(b) Claims of all descriptions in respect of Goods and Parcels Traffic originating
prior to the 5th August, 1914, to be borne by the Companies concerned irrespective
of the date at which such claims are settled.

On the other hand, claims of all descriptions in respect of similar traffic dealt
with during the period of Government control to be borne by the Government. A
valuation to be included of claims outstanding at the end of the control period.

Prowisions for Estimated Ezpenditure Liabilities.

(¢) In determining the amount of revenue expenditure for the control period
each Company must follow strictly the method which regulated the preparation of
the accounts in 1913, and provisions to be made should be proportionate to the sums
necessary for the half-year ended 31st December, 1913, Particularly should this
principle be observed in setting up reserves for depreciation or provisions for main-
tenance of locomotives, carriages and wagons, permanent way, bridges, stations, &c.

Stores Stocks.

(d) I stocks of stores were not physically taken and inventoried on the 4th
August, 1914, a book figuré as shown by the stores stock ledgers to be used as
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evidence of the accuracy of the cost of stores and materials charged as having been
used for revenue purposes, subject to correction where necessary if an intermediate
stocktaking disclosed that issue prices did not correspond with cost. The measure
of withdrawals from stores in advance of actual use should be equal at the beginning
and end of the control period.

Arrears of Maintenance Work.

(¢) In the event of the Companies being of opinion that arrears of normal main-
tenance work have arisen during the control period, His Majesty’s Government have
undertaken to consider on their merits any representations submitted to them ;
and, if necessary, a statement should be prepared at the end of the control period
of any liabilities of this nature not included in the accounts prepared currently. (No
such statement will be required in cases where provision is made for maintenance by
carrymg definite sums to a special fund in anticipation of actual expenditure.) "

Published Accounts for 1913.

5. The net receipts (as defined) of each Company appearing in the published accounts
for the year 1913 must be used in arriving at “ Net Receipts ” for the corresponding
period of control, end for the first six months of that year respectively.

Net Receipts for Half-Year ended 3Ist December, 1913.

6. Method of arriving at the Net Receipts (as defined) for the half-year ended 31st
December, 1913, to be as follows :—

Take the figure of Net Receipts (as defined) for year 1913, as per
printed Accounts, and deduct therefrom the Net Receipts of J—Joint
Lines, as per Account No. 10. This will give the Net Receipts of the
Company (as defined) for the year 1913 .. .. .- . ..

From this must be deducted the Net Receipts (as defined) of half-
year ended 30th June, 1913, adjusted as under :—

Deduct the amount of Net Receipts of J—Joint
Lines, included in Account No. 10 .. .. ..

Add the amount included in respect of charges for
complete renewals of Permanent Way and Rolling
Stock and provisions therefor—Abstracts A, B (1),
(2) and (3} . . .. .. .. .

Deduct one-half of the amount shown in the
printed accounts for the year 1913 for completé
renewals ‘of Permanent Way and Rolling Stock and
provisions therefor—Abstracts A, B (1), (2) and (3).. £

This will give the Net Receipts of the Company (as defined) for the
half-year ended 31st December, 1913 : .. . - ..

‘Net Receipts for Corresponding Control Period in 1913.

7. Division of net receipts for half-year to 31st December, 1913, between corre-
sponding control and non-control periods to be arrived at as follows:—

“ Net Receipts ” (as defined) for the corresponding control period 1 1913 to
be arrived at by apportioning the net receipts of the half-year ended 31st December,
1913, on the basis of the ratio the total traffic receipts (Statement No. 10} for such
corresponding period bears to the total traffic receipts of that hali-year.

Division of Gross Railway Traific Receipts for August, 1913.

8. Having regard to the varying conditions of the holiday traffics of the Companies,
it is not practicable to devise a uniform method of dividing the total traffic receipts of
the month of August, 1913, between the corresponding control and non-control periods,
Each Company therefore to make such division in the manner which will, in their opinion,
fairly apportion the total traffic receipts of that month to such periods, provided that
27/92nds of the amounts received for the conveyance gt' ma.ﬂfg and parcel post for the
quarter ended 30th September, 1913, be apportioned to the period 5th to 31st August.
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Transfers for Reserves.

9. If transfers from impersonal accounts were made in 1913 for the purpose, for
example, of increasing the provisions or reserves for bad and doubtful debts, renewals,
pensions and provident funds, and such transfers were taken from accounts in credit
created in earlier years and not required for the objects and purposes for which they were
created, such transfers should not be allowed to affect the net receipts of the two years
for comparative purposes.

Net Receipts for Half-Year ended 30#h June, 1914.

10. In giving effect to the proviso in the agreement with the Government that in
the event of the aggregate net receipts for the half-year ended 30th June, 1914, being
less than for the corresponding period of 1913, the aggregate compensation payable by
the Government shall be proportionately reduced, the net receipts for the half-year ended
30th June, 1814, to be adjusted by adding thereto the amounts charged in respect of
complete renewals of permanent way and rolling stock for that period, and deducting
therefrom one-half of the total charges under those heads for the year 1914.

Interim accounts for the half-year ended 30th June, 1914, must be carefully reviewed
with the view to their revision, if necessary, in order to ensure that they shall be prepared,
for the purpose of the claim for compensation, on the same basis as the net receipts
for the half-year ended 30th June, 1913.

Form of Accounts for Control Period.

11. The accounts for the period of Government control in 1914 to be prepared in
the same form and with the same detail as are required by the Statutory Form of Financial
Accounts so far as such form deals with the Revenue Statements and Abstracts preceding
the heading “ Miscellaneous Receipts (Net) ” in Account No. 8, but omitting the Receipts
and Expenditure of J—Joint Lines appearing in Statement No. 10 (Receipts and Expendi-
ture in respect of Railway Working). The expenditure incurred in “ Watching, Patrolling,
&c.,”” and *‘ Payments to Families of Reservists, &c.,” to be shown as separate items in
Statement No. 10 after the item ““ Running Powers,” and included in * Total Traffic
Expenditure.”

Statements as to Reserves.

12. The Accounts to be submitted to the Board of Trade in support of the claim for
compensation to be accompanied by Statements, in the form appended hereto, giving
the particulars of all sums (&) provided out of, and (b) credited to, revenue, which afiected
the reserves of the Company for the years 1913 and 1914. ‘

Certificate.

13. The accounts as -submitted to the Board of Trade should have a certificate
attached signed by the Chief Accountant, the Auditors or the Professional Accountants
of each Railway Company, somewhat on the following lines :—

We have examined the Accounts attached, and compared them with the books
and vouchers of the Company. We certify that they are correct and that they have
been prepared strictly in accordance with the Memorandum of Instructions dated
Maxch, 1915, issued by the Railway Executive Committee with the approval of His
Majesty’s Government.
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RAILWAY COMPANY.

GOVERNMENT CONTROL OF RAILWAYS.

COMPENSATION payable under the Agreement made between the Government and
Railway Companies under the provisions of the Regulation of the Forces Act, 1871.

STATEMENT sHOWING THE TRANSACTIONS IN THE RESERVES AND SUSPENSE ACCOUNTS
oF THE COMPANY WHICH AFFECTED THE REVENUE OF THE YEARS 1913 AND 1914.

(Vide Clause 12 of Memorandum of Instructions.)

1913. 1914.

Title of Account. Basis on which
amount provided
Amount | Amount | Amount | Amount | has been caleulated.
Provided. { Expended.| Provided. | Expended.

DEPRECIATION AND SUSPENSE ACCOUNTS,
e.q.,

Permanent Way

Stations

Bridges

Signals

Ballast Wagons

Locomotives

Locomotive Machinery

Carriages

Carriage Machinery

Wagons

Wagon Machinery ...

Locomotive Coal, ete., Wagons ...
Hydraulics ..

Steamboats ...

Docks

Electric Power and Light Plant ...
Electrical Machinery

Etc., etc., ete.

Reserve for Bad*and Doubtful
Debts
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IV.—INTERPRETATION OF THE PROVISIONS OF THE INSTRUCTIONS AS TO

AMOUNTS CHARGEABLE IN RESPECT OF RENEWALS,

Document
Number.

(40). Circular letter, No. 686 (with enclosure) of 28th September, 1916, issued by the Railway
Executive Committee as to the interpretation agreed upon with the Government
Accountants of the provisions relating to the amounts chargeable in respect of renewals of
Permanent Way andfor Rolling Stock contained in Clause (4) of the Memorandum
of Instructions as o the preparation of the accounts of controlled Railway Companies

PAGER

34
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‘ (40)
{Circular Letter, No. 686).
Ranway ExecuTivE COMMITTEE,

35, PARLIAMENT STREET, WESTMINSTER, S.W.

28th September, 1916.

Dear Sir, -
CoMPENSATION PAYABLE UNDER THE ACT OF 1871.

Interpretation to be placed upon Clause (4) of the Memorandum of Instructions.

Differences of opinion having arisen as to the intention of Clause (4) of the Memorandum
of Instructions issued by the Executive Committee (Instruction No. 214)* the Government
Accountants have been approached with the object of agreeing with them an interpretion
which it is considered will more clearly express the intention of the original clause. A
copy of the agreed interpretation is enclosed herewith. -

Tt is, of course, understood that in arriving at the sums chargeable in respect of

(¢) Additional mileage of line, and .

(b) Additional units and increased first cost of rolling stock in service,
each Company must follow its established practice, if one exists, and that where no practice
exists the Company must satisfy the Investigators—and subsequently the Government
Accountants—that the claim made is reasonable having regard to all the circumstances.

Please acknowledge receipt.

, Yours faithfully,

(Signed) H. A. WALKER,
Acting Chairman.

The General Manager,
————— Railway.

(Enclosure to Railway Executive Committee Circular Letter, No. 686, of 28th September, 1916.)

MEMORANDUM OF INSTRUCTIONS TO RAILWAY COMPANIES FOR THE
PREPARATION OF THE ACCOUNTS TO BE PRESENTED BY EACH CON-
TROLLED COMPANY TO ARRIVE AT THE AMOUNT OF COMPENSATION
PAYABLE BY HIS MAJESTY’S GOVERNMENT.

ScreEDULE T0 Rammway Execurive CommirTeE, InsTRUcCTION No. 214.

Agreed interpretation of Article 4 so far as it relates to the amount chargeable for the
control period in respect of the renewal of Permanent Way and Rolling Stock :— '
All companies are entitled to include in their abstracts of expenditure, A and B, in
respect of the renewal of Permanent Way and Rolling Stock, respectively, an
amount equal to, but not exceeding, the amount so charged in the corresponding
period of 1913, together with such additional sums as—
(1) may be necessary to make provision for the renewal of
(a) additional mileage of line, or _ _
(b) additional units or increased first cost of rolling stock i
service.
(2) may be attributable to increased rates of pay or prices of materials
paid in respect of renewals carried out during the period and
chargeable against the Government. .
_ Ttis recommended that the agreed interpretation should take effect as from 1st January,
1915, and that any necessary adjustment of the claims for the year 1915 should be made
the subject of a supplementary claim.

* See the preceding document, No. 39.
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V.—PAYMENT IN RESPECT OF ARREARS OF MAINTENANCE AND RENEWAL WORK.

Document
Number. PAGE
{(41) Letter of 27th October, 1914, from the Railway Executive Committee to the Board of Trade,
pointing out that the undertaking of work by the Railway Companies for the Admiralty and the
War Office necessarily involved a postponement of renewal and repair work, and that in these
circumstances the Compantes might buve to include in their claim agamat the Government a
sum to cover the cost of the work which waa being deferred . e 36

{42) Memorandum dated 20th Mny, 1915, furnished by the Railway Executive Committee to the War
Office, on the financial questmna ans:.ng out of the manufacture of munitions of war by Rallwa.y
Compsnies .., . e . 36

{(43) Mr. Gurney Fowler’s report, dated 20th July, 1915, on ascertainment of cost of - deferred
maintensnce, stating that 12} per cent. was ]uatlﬁed as a fair allowance for increase of costs

since 1913, so far as the repairs and renewals of rolling stock were concerned .. 39
(44) Letter of 6th August, 1915, from the Board of Trade to the Treasury, makmg proposals with regand
to payments for arrears of repair and renewal of rolling stock 40

(45) Letter of 26th August', 1915, from the Treasury to the Board of Trade, agreeing to the proposal
that the Companies should be allowed to include in their monthly statements an amount cal-
culated to represent arrears of repair and renewal of rolllng stock on the basis of Mr. Gurney
Fowler’s report of 20th July, 1915 ... .. v v e e - 41

(46) Letter of 3rd September, 1915, from the Board of Trade to the Treasury, regarding payment for
deferred maintenance in respect of permanent way, signals, telegraphs, ete., enclosing proposal

of Railway Executive Committee and report by Mr. Gurney Fowler on basis of calculation .., 41
{47) Letter of 23rd Sept;ember, 1915 from the Trea.sury to the Board of Trade, agreemg to the above
proposals ... 43

(48) Letter of 23rd January, 1917, from the Railway Executive Committee to the Board of Trade,
suggesting that 33% per cent. should be substituted for 12% per cent. as the allowance for mcreased

cost in respect of the year 1916 . 44
{49) Letter of 13th February, 1917, from the Board of Trade to Sir Albert Wyon aak.mg lum to
discuss the matter with the Rsulway Companies’ Accountanta 4

(50} Communication of 3rd May, 1917, from the Board of Trade to the Treasury suggestmg & conference
with the Rallway Companies on the subject ... - . 45

(51) Letter of 1st June, 1917, from the Treasury to the Board of Trade, agreeing to a conferemce ... 47
(62) Letter of 26th June, 1917, from the Treasury to the Board of Trade, agreemg to an allowance on the

basis of 15 per cent. as from the Ist January, 1916 ... 48
{53) Letter of 3rd July, 1917, from the Board of Trade to the Raﬂway Executive Oommltt-ee, m.formmg

them of this decision e 49
(54) Communication of 30th August, 1917, from the Railway Executive Committee to the Board of Trade,

agreeing to the arrangements proposed and malking certain comments on the matter 49
{55) Communication of 8th May, 1918, from the Railway Executive Committee to the Board of dee,

. enclosing for submission to the Trea.sury a memorandum on the subject ... 52
(66} Letter of 23rd May, 1918, from the Board of Trade to the Treasury, in the matter ... .. B4
(67) Letter of 7th June, 1918, from the Treasury to the Board of Trade, agreeing oﬂimally to the

application of the 15 per cent. as from the commenoement of control - b4
{58) Letter of 13th June, 1918, from the Board of Tra.de to the Ballway Executive Commlttee, notxfymg

them of this decision o - b4

(= 16959) Cc2
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(41)
F. 188.
Rarwway Executive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
27th October, 1914.
Sir, ,

MANUFACTURING WORK PERFORMED BY THE RALway COMPANIES FOR THE
GOVERNMENT.

You will, no doubt, be aware that the Railway Companies have to some extent placed
their Locomotive, Carriage and Wagon Works at the disposal of the Government, and have
%omised to undertake the manufacture of any articles which are urgently required by the

ar Office or Admiralty.

Arrangements have already been carried out to comstruct 12,000 stretchers, and
7,000 general service wagons, and other matters are at the present time in course of
negotiation.

The Companies have no wish to make a profit out of such work, and they are willing to
receive nothing more than bare cost—that is to say, the amounts actually expended in
wages and materials with the usual percentage to cover supervision and general charges.

The Executive Committee think that you should be advised of this fact inasmuch as
the undertaking of such work necessarily involves the postponement of the usual renewal
and repair work which would othérwise have been carried out to the various Railway
Companies’ plant, the cost of which would, under the Agreement come to with the Govern-
ment, 1ha.ve been included in the expenses incurred during the period of Government
control.

All the work so postponed will have to be made good as soon as the manufacture of
articles undertaken on behalf of the Government is completed ; but as this latter work may
occupy some months and even extend as long as the Government control of Railways
continues, we think it should be made clear that the Railway Companies may sooner or later
have toincludein their claim against the Government a sum to cover the cost of the work

which is deferred and which will have to be overtaken.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chairman, Railway Executive Committee.
The President, .

Board of Trade.

(42)
F. 186.
20th May, 1915.

MEMORANDUM ON THE FINANCIAL QUESTIONS ARISING OUT OF THE
MANUFACTURE BY RAILWAY COMPANIES OF MUNITIONS OF WAR.

(Railway Ezecutive Committee Memorandum.)

The financial questions which call for decision in consequence of the Railway Companies
which are under Government control undertaking the manufacture of war munitions for
the Government on an extended scale fall under three heads :—

(1) The charge to be made.

(2) The mode of payment. _ _

(3) The effect of such manufacture upon the ordinary work of the Companies, and
the safeguards necessary in connection therewith.

(1) The charge to be made.

(@) If the work is being done directly for the War Office, very little difficulty arises.
The case seems to be fairly met by the Instruction already issued by the Executive Com-
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mittee (No. 1694.) and agreed to by the War Office, which provides that the charges for
articles manufactured for the Government are to be made up as follows :—-

(1) Materials. If bought specially—at cost price plus usual charges for carriage
and bandling. If used out of stock—at replacement prices plus usual charges
for carriage and handling.

(2) Labour. At cost price. .

(3) Workshop Expenses. Usual workshop expenses as applying to the various shops.

(4) Supervision and Establishment Charges. 12} per cent. to be added to the totals
of items (1), (2) and (3).

It is really immaterial what amounts are charged for workshop expenses and supervision
and establishment charges, as these will be credited to revenue expenditure ang so will
enure to the benefit of the Government. It has been suggested that some allowance
ought to be made for the use of the Companies’ premises and plant-—in other words, a
payment in the nature of rent or interest on capital, which would be retained by the Com-
panies. In principle there is much to be said ir support of such a claim, as the manufacture
of war munitions does not fall within the purpose of the Government control of Railways ;
butin view of the general readiness on the part of all connected with the Railways to assist
in Government work without profit, the Executive Committee do not wish to press this
* claim if the other points which call for consideration can be met. |

(b) If the work is being done for private armament firms thé matter is not on quite
the same footing, but it is assumed that steps will be taken by the Government to ensure that
such firms do not make a profit upon work carried out for them at cost price by a Railway
Company. This is & matter rather for the Government than for the Executive Committee,
but it is suggested that, if the price paid by the Government to a manufacturing firm
includes work done by a Railway Company, the case will perhaps be adequately met by
the Instruction already issued by the Executive Committee that, in the case of work for a
private firm, an additional charge of 10 per cent. for profit be added to the cost of the
work, such charge being credited to working expenses. It would probably be better if,
wherever practicable, the work done by a Railway Company were excluded from the
contract with the firm,

There is one point that has to be dealt with whether the work is being done for the
Government or for a Government contractor—uiz., payment for materials purchased but
not used, or work only partly executed, at the end of the control period. It is submitted
that in such cases either the work should be completed at the cost of the Government, or
the work and materials should be taken over and paid for as they stand.

(2) The mode of paymen.

Seeing that the Railway Companies will be working without profit to themselves, it is
essential that they should be adequately financed, and it is suggested that the following
- procedure be adopted :— .

The Executive Committee should from time to time submit to the War Office an
estimate of the total cost of all the new work which is being undertaken for the Government,
and also at the beginning of each month (four weeks) a statement, which would be prepared
for them by the Committee of Railway Accountants, giving the anticipated expenditure
1n wages and materials during the coming four weeks. Within 14 days after the submission
of the latter statement the War Office should pay over to the credit of the Executive Com-

mittee & sum equal to such anticipated expenditure, which would be distributed amongst
the Companies in proportion to the estimated outlay of each, so as to prevent any Company
having to withdraw its own money to pay for Government work. Accounts showing the
actual amount expended by each Company during each period of four weeks, together
with such certificates as may be required for audit purposes, should be submitted each
month to the Government, so as to show the actual outgoings as compared with the sums
paid to the credit of the Executive Committee, and any surplus or shortage should be
carried forward to the following month’s account. The sums received by each Company
from time to time would be treated as payments on account, and, as soon as each
manufacturing order was completed, the account for that order would be settled by the
Government, and any necessary adjustments of accounts made.

It will be realised that the essential features are—(1) That the shareholders of the
Companies shall not be called upon to find money for executing Government work at a
loss to themselves in the shape of interest charges; and (2) that.the accounts relating to
each order shall be finally settled as and when the order has been completely executed,
80 a8 to avoid an accumuﬂtion of small queries which would have to be cleared off perhaps
months after the work was finished.

(8 16959) C3
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These two points arise equally whether the work is being done directly for the Govern-
ment or for a private firm, and the procedure suggested is thought te be suitable in either
case. : ‘

(3) The effect of such manufacture upon the ordinary work of the Companies, and ths
safequards necessary in connection therewith. : '

No Railway Company can undertake manufacturing work for the Government with-
out its normal work suffering. In the case of renewals the difficulty is partly met by the
Memorandum of Instructions agreed with the Treasury, which recognises as one of the cir-
cumstances that justify a charge in excess of the amount included for renewals in the
accounts of 1913, an increase in the cost of renewal work carried out during the period of
Government control and resulting from increased prices of labour and materials. This,
however, only applies to renewals actually executed during the control period, and, there-
fore, the more that a Company does in the way of war manufactures, the less is its case
met by this provision.

The question of maintenance (using that word in its narrower sense as covering merely
repairs and minor renewals) is still more difficult. It hasbeen realised from the first that the
work of manufacture undertaken for the Government and other circumstances arising out.
of the war (e.g., the large number of men joining the Colours), would bring about what has
been spoken of as “ arrears of maintenance,” and the Treasury have admitted the principle
that the cost of such arrears, when they come to be executed, is a fair charge against the
Government. But the present understanding is that the claims of the various Companies
In respect of such arrears of maintenance shall be dealt with at the end of the period of
Government control. :

It may be doubted whether the decision to postpone dealing with this question until
the end of the period of control was a wise one in the interest of either the Government or
the Companies, for such postﬁonement is almost certain to lead to a number of difficult
‘and complicated questions. But if the Railway Companies are to undertake the manu-
facture of munitions of war on any considerable scale, the interference with the upkeep
of their rolling stock and plant may be so serious as to put it out of the question to deal
with the matter by each Company presenting at the end of the control period an account
against the Government for estimated arrears of maintenance. As stated in the Memoran-
dum submitted to the Secretary of State for War: “ It would mean a number of very
complicated arbitrations, and the position would be intolerable to the Government and
the Companies alike.” ' :

One method of dealing with the question would be for the Companies to charge in their
working expenses in respect of the repair of rolling stock during the Period of Government
control a sum based,on the corresponding items in the Companies’ accounts for 1913, a
percentage being added to the 1913 figures to cover the higher prices of 1915. An objection
to this method arises from the fact that, owing to the Companies making their contracts
for materials at different periods, they are not equally affected by the rise in prices. The
Government would presumably be unwilling, on account of the labour involved, to agree
to the different percentage being fixed for each separate Company, while it would be very
difficult to fix a uniform percentage that would at the same time be fair to all Companies
and not unfair to the Government. ) :

The Executive Committee therefore recommend that, as regards both renewals and
repairs actually executed, either by the Companies in their own shops or by contract, the
work be charged in the ordinary way at current prices, and that arrears of work—thatis
to say, the renewals and repairs which are due to be carried out, but which the Companies
have not been able to execute be charged at a uniform percentage above the amount
expended in 1913. It is impossible to say what prices will prevail in the future, either as
regards labour or materials, but it is suggested that 12} per cent. would be a fair addition
to make to 1913 figures for the period up to 3lst December, 1915, the figure being left
open to review as from the latter date. _ o

If this suggestion be adopted, it will be necessary to prescribe the mode of arriving at
the amount of arrears, but it is thought that there would be no difficulty in doing this
upon the basis of the amounts expended on or debited to renewals and repairs in 1913
and the control period respectively, after making allowance for the difference in prices in
.the two periods—that is to say, the amount by which the expenditure in 1914 or 1915 fell
.short of the amount spent upon similar items in 1913 after the necessary adjustments of
figures due to enhanced prices, would represent the arrears or shortage of work in the
control period. Allowance would also have to be made for any increase that a particular
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Company might be able to show in the quantity of its rolling stock or in the wear and
tear to which such stock had been subjected during the period of control.

In considering what percentage addition to the figures of 1913 would be fair, it must
be borne in mind not only that both prices and wages have gone up very much since 1913,
but also that in the case of repairs, even with prices remaining constant, the postponement
of work beyond the date when it properly falls due in itself involves additional cost. For
one thing, arrears have to be caught up and work done under pressure, involving overtime, -
and other extra payments, but more serious still is the fact that the plant itself falls into
a condition necessitating more extensive repairs than would have been required if the work
had been taken in hand in ordi course : the case is an exemplification of the old adage
that a stitch in time saves nine.

These last considerations do not admit of any very accurate estimate, but there is
no doubt that the money loss they represent is substantial, and, if the postponement were
for a long period, would be very serious indeed.

It is understood that it is not proposed that the Railway Companies should undertake
work involving the provision of additional plant or buildings on any considerable scale, but,
if such provision were necessary, it is assumed that the expense would be undertaken by
the Government, the provision of minor items being included in working expenses,

(43)
F. 183.
PricE, Waternouse & Co.,
' GrEssaM COLLEGE,
BASINGHALL STREET,
Loxpon, E.C.
20th July, 1915.

Dear Sir,

At a Meeting presided over by you on the 18th June, which I attended and at which
there were present representatives of the Treasury and of the Railways, the latter stated
that in their opinion it was inexpedient that the method of dealing with the arrears of
Maintenance Work (Clause 4, Sub-Clause E of the Memorandum of Instructions*) should’
be left in abeyance until the end of the control period. ' |

They suggested to the Treasury that the expenditure for the corresponding periods
of the year 1913 might be taken as representing fair figures on which to base future calcu-
lations ; that the Railways should be allowed to charge in their claim against the Govern-
ment up to the 31st December, 1915, the amount by which the 1914-15 expenditure
reduced to the basis of the 1913 prices should prove to fall short of the 1913 expenditure ;
that to this amount there should be added a percentage of 12} per cent. a3 representing
the 1ise in the rate of wages and in the prices of materials between 1913 and the date of
the Meeting. : :

The Treasury generally approved of the suggestion of ‘the Railway representatives,
but desired some evidence to be given them, justifying the 12} per cent. increase
referred to. . :

I was asked to examine figures to be produced to me by the Railways in support of
zh;iirdcfontention, and to report to you if, in my opinion, such figures justify the increase

ed for. B

I am now able to report that in accordance with my request, nine of the large Railway

Companies, viz. :(— -
Caledonian

Great Central

Great Northern

Great Western .
Lancashire and Yorkshire
London and North-Western
London and South-Western
Midland

North Eastern

have furnished me with returns showing the cost of building an engine, a carriage and a
wagon as at the end of June, 1915, compared with the cost of building similar vehicles of

See Document No. 39,
(B 16959) C14
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the same design, strength and capacity in each casein 1913. The following are the average
percentages of increased cost shown :—

Engine (two Railways less than 12} per cent.) .. .. 14'95
Carriage (one Railway less than 12} per cent.) .. .. 1521
Wagon (two Railways less than 124 per cent.) . 16-99

In accordance with my request the Great Western and Midland Railway Companies
have furnished me with statements of the cost of the principal articles used by them in the
repairs of locomotives, carriages and wagons. Items selected for comparison are stated
to cover from 78 per cent. to over 88 per cent. of the total cost in materials of the repairs
of locomotives, carriages and wagons. They may thus be regarded as being fairly
representative.

The percentage of increased cost is as follows ;—

.. ] . . Great Western. ﬁidland,
Principal materials used in repair of—

Locomotives =~ ., .. .. .. . 24°50 26 03
Carriages .. .. .. .. .. ..  31-36 1299
Wagons 2427 14-11

Having regard to the above figures, which have been certified by responsible officials,
I am of the opinion that the 12} per cent. asked for is justified as a fair charge up to the
31st December, 1915. It is to be observed that the above remarks relate only to repairs
of rolling stock. - .

If the Treasury approve of the suggestion made by the Railway Companies, the
following formula would give the required figures :—

The expenditure in 1914-15 or period under

consideration .. . ‘e . e e
*I,ess a percentage thereof to bring down to

1913 cost . . . .. ve eeerednees
The expenditure in 1913 or corresponding
period to that under consideration .. ..

Deficiency in expenditure .. . ..
Add 12} per cent. or one-eighth as representing
estimated increased cost of eventually carry-

ing out the arrears of Maintenance Work .. ...,

oooooooooo

Yours faithfully,
(Stgned) J. GURNEY FOWLER.

* This percentage will vary with the circumstances of each individual Company, and must be
controlled by the Investigators specially or at their next visit.

W. F. Marwood, Esq.,

Board of Trade,
Whitehall Gardens, S.W.

(44)
R. 8356.
F. 183.
' Boarp oF TRADE.
6th August, 1915.
Sir,

I am directed by the Board of Trade to state, for the information of the Lords Com-
missioners of His Majesty’s Treasury, that in view of the amount of manufacturing work
which the Railway Companies have undertaken for the Government, their maintenance
and renewal work has had to be postponed to a much greater extent than was contem-
plated, and the Railway Executive Committee have proposed that ihstead of leaving the
payment of arrears to the end of the control period, as was originally intended, the amount
of the arrears should be estimated and brought into account month by month.
 The grounds on which the proposal is based are set out in the 3rd Section of the
Memorandum submitted by the Committee to the War Office, of which a copy is enclosed
herewith.}

T See Document No. 42,
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The proposal, so far as it relates to rolling stock and the question of the allowance
which, if payment is to be made currently, will have to be made for the probable increased
cost of the work when it comes to be done, were discussed at a meeting at this office on
the 18th June, at which their Lordships were represented. It was arranged that the
Companies should furnish Mr. Gurney Fowler with particulars of the increase of cost in
-the construction of rolling stock, and that he should report on the reasonableness of the
addition t6 be made in estimating the arrears, which it was proposed should be 12} per
cent. up to the end of the present year. _

Mr. Fowler has now reported that this figure is in his opinion a reasonable one, and
a copy of his report is enclosed herewith.*

I am to inquire whether Their Lordships are willing to allow the Railway Executive
Committee to include in their monthly statements of the deficiency in the net receipts of
the Companies under control an amount calculated on the method proposed to represent
arrears of repair and renewal of rolling stock.

It is understood that a similar proposal will be made with regard to permanent way
maintenance, and when details are received, Mr. Gurney Fowler’s opinion thereon will be
obtained.

I have the honour to be, Sir,

Your obedient Servant,

(Signed) W. F. MARWOOD.
The Secretary,

Treasury.
See Dooument No. 43.

(45)
19007 /15.
TrEASURY CHAMBERS.

26th August, 1915,
Sir, :
In reply to Mr. Marwood’s letter of the 6th instant (R. 8356), I am directed by the
Lords Commussioners of His Majesty’s Treasury to request you to inform the Board of
Trade that Their Lordships are willing to allow the Railway Executive Committee to include

.in their monthly statements of the deficiency in the net receipts of the Companies under

+

control an amount calculated to represent arrears of repair and renewal of rolling stock.
My Lords also approve the method proposed as the basis of calculation which is set out
in the memo. enclosed with the letter under reply, and They also agree to the addition of
12} per cent. as suggested.
' I am, Sir,
Your obedient Servant, A

(Signed) JOHN BRADBURY.
The Secretary, ' )
Board of Trade.

(Copy of this letter sent to Railway Executive Committee, 27th August, 1915.)

46
R. 9633. (40

Boarp or TRADE.
S 3rd September, 1915.
ir, :

With further reference to the letter from this Department of the 6th August (No.
R. 8356) respecting the proposal of the Railway Executive Committee to estimate the
amount of certain arrears of maintenance and to bring them into account month by month,
I am directed by the Board of Trade to transmit to you, for the information of the Lords
Commissioners of His Majesty’s Treasury, the enclosed copy of a communication from the
Committee proposing that an increase of 12} per cent. up to the end of the present year
be added to the actual figures for deferred maintenance of permanent way, etc., under
Abstract “ A ” of the Railway Companies’ Accounts.

The Committee’s proposal has been submitted to Mr. Gurney Fowler, who has now

reported that in his opinion the above-mentioned figure is justified, and a copy of his report
18 enclosed herewith.
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I am to enquire whether Their Lordships are willing to allow the Railway Executive
Committee to include in their monthly statements of the deficiency in the net receipts
of the Railway Companies under control an amount calculated on the method proposed
to represent arrears of renewal and maintenance of permanent way, signals, telegraphs, etc.

I have the honour to be, Sir,
Your obedient Servant,

R (Signed) W. F. MARWOOD.
The Secretary,

Treasury.
(Enclosure No. 1 in Board of Trade letter of 3rd September, 1915.)
1017, _
Rannway ExscuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
Tth August, 1915.
My dear Marwood,

DEFERRED MAINTENANCE WORE—ABSTRACT “ A ” oF Rarbway CoMPANIES’ ACCOUNTS.

You will remember that at the meeting which was held at the Board of Trade on
18th June last to discuss the question of deferred maintenance on locomotives, carriages
and wagons, a proposal was made that a similar arrangement should be adopted with
regard to deferred maintenance under Abstract “ A’ of the Railway Companies’ Accounts,
and it was left for us to make a suggestion as to what should be the percentage to be added
to the actual amcunt due under the heading of * Deferred Maintenance > for renewal and
maintenance of permanent way, signals, telegraphs, ete.

Since that meeting our Accountants have been carefully considering the matter, and
they arrived at the ‘¢onclusion that we should ask for the same percentage under Abstract
““A " as has been suggested under Abstract “ B ’—viz., 12} per cent.

I think we may take it that the principle was adopted by the representatives of the
Treasury at the meeting above referred to, and it only remains therefore for you to ask
Mr. Gurney Fowler to arrange a meeting with the Accountants in order to enable them to
justify to him the increase of 12} per cent., which we propose to add to the actual figure for
work uncompleted. '

I shall be glad to hear that you agree to this course, so that I may advise the Accountants
to be prepared on hearing from Mr. Gurney Fowler.

Yours faithfully,

(Signed) H. A. WALKER,
Acting Chairman.
W. F. Marwood, Esq., C.B.,

Board of Trade, London, S.W.

(Bnclosure No. 2 in Board of Trade letter of 3rd September, 1915.)

Price, WaTerHOUSE & CoO.,
GresEaM COLLEGE, '
BasivgraLL StreeT, Lonpon, E.C.
27th August, 1915.
Dear Sir,

Referring to your letter of the 13th instant, I have now had an opportunity of examining
an account prepared by the Railway Executive Committee from returns furnished to it
by the following twelve Railways :—

Caledonian

Great Central

Great Eastern

(Great Northern

(Great Western

Lancashire and Yorkshire
London and North-Western
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London and South-Western
London Brighton and South Coast
Midland

North-Eastern

South-Eastern and Chatham.

Each of the Railways has been asked to supply a return showing the percentage
increase in the rate and cost of Wages, and in the prices of Materials under the main headings
in Abstract “ A” in 1915 over 1913.

I have examined these returns which in all cases have been certified by the Accountant
.or other responsible official with a summary thereof, and I find that the average percentage
increage of these twelve Railways is as follows :— .

Wages .. . .. .. increase  11-07
Materials R . . . 2007
Combined .. . ’ 1459

The above figures appear to me to justify 12} per cent. as a fair estimate of the increased
cost of doing the work under the Abstract as compared with 1913, and this figure, so far as
Ican at present form an opinion, might be considered as fair until the 31st December, 1915.

The following formula would give the required figures :—

The expenditure in 1914/15 or period under consideration -..........

* Less a percentage thereof to bring down to 1913 cost e

The expenditure-in 1913 or corresponding period to that ' .
under consideration .. ‘e ‘e .

..........

Deficiency in expenditure .. . .. .. ee e
Add 12} per cent. or one-eighth as representing estimated

increased cost of eventually carrylng out the arrears of
Maintenance Work . ..

----------

Yours faithfully,
(Signed) J. GURNEY FOWLER.

* This percentage will vary with the circumstances of each individual Company, and must be cop-
trolled by the Investigators specially or at their next wvisit.

W. F. Marwood, Esq.,
Board of Trade,
Whitehall Gardens, S.W.
F. 185. (4D
TREASURY CHAMBERS,
23rd September, 1915.

21069/15.
Sir

- In reply to Mr. Marwood’s letter of the 3rd instant (R. 9633), I am directed by the
Lords Commissioners of His Majesty’s Treasury to request you to inform the Board of
Trade that They are prepared to allow the Railway Executive Committee to include an
amount calculated to represent arrears of renewsl and maintenance of permanent way,
signals, telegraphs, &c., in their monthly statements of the deficiency in the net receipts
of the Railway Companies under control. '

My Lords agree to the addition as suggested of an amount of 12} per cent. up to the end
of the present year arrived at by the method of calculation set out in the Memorandum
accompanying the letter under reply. |
I am, Sir,

Your obedient Servant,

(Signed) T. L. HEATH,

Board of Trade.
(Copy of this letter sent to Railway Executive Committee, 24th September, 1915.)
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(48)
F. 188.
Rainway ExecuTive COMMITTEE,
35, -PARLIAMENT STREET, WESTMINSTER, S.W.
P/s. 23rd January, 1917.
Sir,

DEFERRED MAINTENANCE WORK—ABSTRACTS “A” AND “B” or RamLway
CoMPANIES’ ACCOUNTS.

In August and September, 1915, certain correspondence took Place between the
Treasury, the Board of Trade and this Committee in regard to charging in the Railway-
Companies’ Accounts an amount to represent arrears of renewal and maintenance of
permanent way, signals, telegraphs and rolling stock, it being agreed that after the figures
representing the amount of deferred maintenance had been arrived at, such figures should
be ﬁpplemented by an addition of 12} per cent. It was further agreed that this Ipercentage
should apply only up to the end of the year 1915, and that & further proposal should be
placed before the Government for succeeding years. I enclose copies of letters we received
from the Treasury dated 26th August, 1915, and 23rd September, 1915, conveying the
approval of the Treasury to the arrangement.

It now, therefore, becomes necessary to propose a figure by which the value of any
deferred work during the year 1916 shall be supplemented in order ‘that the Companies
may not suffer any loss when the time arrives to earry out deferred work, and I have been
requested to propose that that figure should be 334 per cent. ‘

Probably you will think it necessary for the Government Auditors to certify as to the
reasonableness of the percentage now proposed, and upon hearing from you we shall be
glad to give the necessary instructions to our Accountants.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chairman.
The President,

Board of Trade.
(Treasury letters of 26th August, 1915, and 23rd September, 1915, enclosed, Documents Nos. 45 and 47.)

| (49)
R. 638
F. 188
Boarp orF TRADE,
13th February, 1917.
Dear Mr. Wyon,

T enclose a copy of a letter from Sir Herbert Walker respecting the Railway Companies
charge for Deferred Maintenance for the year 1916. ] .

‘We should be glad if you will kindly arrange to see the Companies’ Accountants in the
matter, and I have told Sir H. Walker that we havé asked you to do so.

" Yours truly,

(Signed) ERNEST G. MOGGRIDGE.
AW Wyorégh‘Esq., - .

Messrs. Price, Waterhouse & Co.,
3, Frederick’s Place,

Old Jewry, E.C.
(Railway Executive Committee letter of 25rd January, 1917, enclosed, Document No, 48.)
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(50)
R. 638.
F. 188.
Boarb oF TRADE.
3rd May, 1917.
Sir,

I am directed by the Board of Trade to refer to the Treasury’s letters of the 26th August
and 23rd September, 1915, on the subject of the payment to the Railway Companies of
amounts calculated to represent arrears of repair and renewal of rolling stock and of per-
manent way respectively, together with an addition of 12} per cent., and I am to state,
for the information of the-Lords Commissioners of His Majesty’s Treasury, that the
Railway Companies have raised the question of an alteration in  the present
arrangements. _ '

The addition of 124 per cent. referred to was to be made for a period from 4th August,
1914, to 31st December, 1915, and a new figure was to be proposed for the year 1916. ~The
Railway Companies have in effect put forward a proposal that this figure for the year 1916
should be 33} per cent., but an alternative arrangement is now suggested under which the
payment of 124 per cent for the period ended 31st December, 1915, should be regarded
as a payment on account only, and that for 1916 and onwards a percentage should be
charged not representing the increase due to the risein cost of materials, but a payment
on account, and that when the time came for the deferred repairs to be carried out a final
settlement should be made.

The arrangement proposed is set out in Sir Alexander Butterworth’s letter of the
3rd April, 1917, of which a copy is enclosed, together with & copy of a letter from Mr, A, W.
Wyon of Messrs. Price, Waterhouse & Co., to whom a copy of IS)ir Alexander Butterworth’s
letter was forwarded. The matter has since been discussed at an interview with Sir
Alexander Butterworth and Mr. H. W. Thornton as representing the Railway Companies.
They expressed a desire to make an arrangement which should be fair alike to the Railway
Companies and the Government, the present arrangement being regarded as unbusinesslike
and very uncertain in its operation ; as, for instance, if the percentage for 1916 was 33} per
cent.—and possibly a much higher figure would be necessary for the present year —whilst
the repairs ultimately were carried out when the cost of materials was considerably lower
than 1t is now. The Railway Companies’ representatives expressed the opinion at this
mterview that the final adjustment, if their proposals were accepted, should take place
reasonably soon after the cessation of the period of control, and they would consider that
a settlement within a period of a year would be reasonable.

The question was raised at the interview why any additional percentage should be
paid now if a settlement is ultimately effected at prevailing prices, and it was suggested
that it might be more convenient to the Treasury to pay a sum on account now instead of a
large sum later on. There was some diversity of opinion amongst the representatives of
the Railway Companies as to what the additional percentage should be at the present
time, and 20 per cent. was mentioned ; but it is thought not unlikely that they would be
willing to continue to accept an addition of 12§ per cent. if it was recognised that the
payment already made for the period up to the 31st December, 1915, was a payment on
account only.

Mr. Wyon, who was present at the interview, is of opinion that from the information
before him the percentage to be allowed under the existing arrangement for 1916 must be
considerably in excess of 20 per cent., thoughin view of the present proposals he had not
gone fully into the claim for an additional percentage of 33} per cent.

The Board would be glad if Their Lordships would consider the proposals now made
in substitution for an arrangement which, though it seemed fair at the time, may become
very difficult to work on, and should any further information be desired by Their Lordships
it is suggested that it could be most conveniently furnished at & meeting with representatives
of the Railway Companies and of this Department.

I have the honour to be, Sir,

Your obedient Servant,

) Signed) W.F. MARWOOD.
The Secretary, (Segned) :

Treasury.
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(Enclosure No. 1 in Board of Trade letter of 3rd May, 1917.)

F. 188.
NorTE EASTERN RalLway,
4, CowLEY STREET, WESTMINSTER, S.W.
. 3rd April, 1917
G.
Dear Sir,

ARREARS OF MAINTENANCE.

Referring to our conversation on the 28th ultimo, I have seen Sir Thomas Heath
and explained to him the nature of the proposal that has been made, and he expressed
the view that the matter was one in the first instance for the Board of Trade, and not
for the Treasury, and suggested that I should communicate with you.

The proposal, as I explained, is that instead of fixing a new percentage in place of
the 12} per cent. which should govern the payments in respect of the year 1916, one per-
centage should be made to govern the whole period of control, and all payments made
during that period should be treated as payments on account.

As you will be aware, it was arranged that the 12} per cent should be revised after
31st December, 1915, and the Companies have asked that 33% per cent. may be substituted
for the 12} per cent. The question has been raised whether the revision of the 12} per cent.
will be retrospective—that is to say, will apply to 1914 and 1915, or whether the arrears
of those years are to be treated as a closed transaction. Whatever the intention may
have been when the 12} per cent. was fixed, it seems a curious arrangement that different

" percentages should be applied to different parts of the works executed after the period
of control, and it would not in point of fact be possible to earmark the arrears referable
to the different years of the control. Not only so, but if any of the arrears are overtaken
during the period of control (and if the control continues after the war, this might very
easily be the case) it seems impossible to devise any means for applying the correct per-
centage to the cost of such work. It has therefore been suggested that instead of revising
the percentage year by year, the better plan would be to treat all payments made during
the period of control as payments on account, and, when the control comes to an end,
to fix a percentage for all the arrears, which shall be fair, having regard to the period over
which the execution of the works of deferred maintenance is likely to extend and the
probable trend of prices during such period. . :

The only practicable alternative would seem to be to agree on a percentage now once
and for all, each side taking the chance of the figure being above or below the prices prevail-
ing ot likely to prevail after the war. This would have the advantage of avoiding further
question, but it would in effect be little more than a gamble, and probably great difficulty
would be experienced in coming to an agreement on such lines. Moreover, it must be
borne in mind that as regards arrears outside Abstracts “ A " and ““B,” it will be necessary
to agree some percentage or schedule of prices after the period of control, and there
ought not, one would think, to be any greater difficulty in doing this for the arrears
falling within those abstracts. o

As regards the existing arrangement, I suggest that there is not much object in con-
sidering whether or not it was intended to treat each year of the control as a separate
bargain and a closed transaction, because apart from the practical difficulties, it 18 not
clear that this course would be to the advantage of the Government. Suppose the prices
for 1916 were ascertained to be 33} per cent. above pre-war prices and those for 1917
twice that figure, it might well be that those prices would be considerably higher than
those prevailing or likely to prevail when the control comes to an end. _

When you have had an opportunity of considering the matter, Mr. Thornton and I will
be pleased to discuss it with you. )

. Yours faithfully,

(Signed) A. KAYE BUTTERWORTH.

W. F. Marwood, Esq.,
Board of Trade.
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(Enclosure No. 2 in Board of Trade letter of 3rd qu, 1917.)

Messrs. Price, WaTerEOUSE & Co.,
3, FrepErICK’Ss PLACE,
Oip Jewry, Lonpox, E.C.
12th April, 1917.
Dear Mr. Marwood, )
ARREARS OF MAINTENANCE.

As desired by you I have congidered the proposal upon this subject contsined in
Sir A. Kaye Butterworth’s letter of the 3rd inst., of which you sent me a copy.

I believe that it is clear from the Minutes of the proceedings, which took place when
the arrangement for making good arrears of maintenance was made with the Railway
Companies, that it was intended that the amounts at which the claims in respect of a year
were agreed should be regarded as definitely fixing the claims for that year. If this is so,
it follows that any revision of the allowance for increased costs made in respect of the
arrears accruing in 1916 would not affect the allowance already agreed upon for 1914
and 1915, the claims for those years being regarded as definitely ascertained.

The arrangement was no doubt of the nature of a compromise, as it does not seem
a necessary part of such an arrangement that the Government should pay forthwith for
work which would not be carried out until some indefinite time.in the future, and this
being so, it might well be regarded as a part of the compromise that the Railways should
accept as compensation for any increased costs they might be put to when they came
to carry out the work, a sum based upon the increases in the prices of materials and the rates
of wages ruling at the time when the claims accrued. ’

It 1s possible that when the terms of this compromise were agreed upon, it was not
foreseen that the war and consequently the period of control would be so prolonged, and it
may be that it would be better to revise the terms of the arrangement, so as to defer until
after the war the definite fixing of the allowance for increased costs.

This is the course which 1s suggested by Sir A. Kaye Butterworth on behalf of the
Railways, on the ground, as I understand it, partly that the present arrangement un-
avoidably contains an element of speculation and partly on the ground of practical
difficulties in working. .

I do not think that there is any objection frorm the Government’s point of view to
such a modification of the arrangement, as it is scarcely possible to foresee how prices
and wages after the war will compare with those ruling dur:ng the period of control, although
1t may be surmised that the 124 per cent. allowed for 1914 and 1915 is not likely to cover
the increased costs of carrying out after the war the arrears which accrued in those years.

If, however, the Government, upon the request of the Railways, consents to such
a revision of the existing arrangement, it may be advisable to reconsider also that part .
of the plan which provides for the immediate payment to the railways of sums which
they will not have to disburse until some time hence, which at the present high rate of
interest represents a valuable concession. Even if it be agreed to continue the present
system of current payment for arrears, the payment of any allowance for increased costs
might be allowed to stand over till after the war, when it is definitely fixed, or at all events
the payment, if continued, might be calculated at a moderate rate, say 124 per cent.

If I can be of service, I shall be pleased to attend the meeting which Sir A. Kaye
Blttterworth suggests that Mrx. Thornton and himself should have with you to discuss the
subject.

Yours very truly,
. (Signed) ALBERT W. WYON.
W. F. Marwood, Esq., C.B.,

Board of Trade,
Whitehall Gardens.

) (51)
F. 188.
14742117,

- TreasurYy CHAMBERS,
1st June, 1917.

Sir

" 1 have laid before the Lords Commissioners of His Majesty’s Treasury Mr. Marwood’s
letter of the 3rd ultimo (R. 638) and the enclosed copy of correspondence on the subject of
the amount to be paid to the Railway Companies in respect of arrears of repair and renewal

of rolling stock.
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In reply I am to request you to inform the Board of Trade that in Their Lordships
opinion it 18 desirable that the matter should be discussed at a conference between
representatives of the Companies and of your Department and this Department, and They
will be glad if the Board will make arrangements accordingly.

: ‘ I am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH.

The Secretary,
Board of Trade.
(52)
¥ 188. -
20441/17.
TREASURY CHAMBERS.
26tk June, 1917,

Sir,

1. The Lords Cominissioners of His Majesty’s Treasury have given further consideration
to Sir William Marwood’s letter of the 3rd ultimo (R. 638) which, as the Board are aware,
was discussed at a conference held on the 19th instant at the Board of Trade with
representatives of the Raillway Executive Committee.

2. The arrears of repairs and renewals of rolling stock and permanent way accruing
due in any year are represented by the difierence between the agreed pre-war standard
figure, adjusted for any extension of mileage, etc., less the cost at pre-war prices of the
works actually carried out in the year and charged to working expenses. '

If the pre-war value of the work so carried out in any year exceeds the standard
figure, the amount of such excess is due to be repaid by the Company concerned out of
the amount received by way of arrears for previous years, together with the appropriate
percentage on such excess. '

3. The arrears for the period 4th August, 1914, to 31st December, 1915, as determined
in the previous paragraph, have been paid by the Board to the Railway Executive Com-
mittee, with an addition of 12} per cent. to represent the enhanced cost, as compare_d
with 1913 prices, of carrying out the deferred works, and My Lords had understood this
payment to represent a definite bargain, not open to subsequent adjustment. ‘

4. The Railway Executive Committee now represent that, if similar arrangements
are to be continued, the percentage addition for 1916 will be 33} per cent., while a materially
higher figure will apply for 1917. Inasmuch as it is impossible to forecast when or at what
‘prices 1at“;he works will be carried out, the propriety of any given percentage must be highly
speculative. ' :

P 5. In view of these considerations, My Lords will not refuse to reopen the question
as from the commencement of the control, and to regard all the payments made up to
date, including those in respect of 1914 and 1915, as payments on account. The total
sumn payable to the Companies after the control period will therefore be the total arrears,
as determined under paragraph 2, plus & percentage representing increase of cost at the
date of execution of the works as compared with 1913, less the sums already paid on account.

6. For obvious reasons My Lords would have preferred to make no further payments
on account, deferring settlement until the Companies were themselves called upon to
defray the expenditure. The Companies have no alternative but to invest the money
paid to them on account; and the interest on such investments is credited to a General
Interest Account “below the line’” and not to Revenue, so as to reduce the compensation
payable under the guarantee. , .

7. My Lords are, however, satisfied that the claim of the Companies to this interest
cannot be lightly dismissed. While it is true that increased running expenses, due to

ostponement of repairs, etc., fall upon the Exchequer through the operation of the
%ua.ra.ntee, the increased amount of repairs, due to progressive deterioration and employ-
ment of rolling stock which would normally have been scrapped, falls upon the Companies,
the compensation for arrears heing based upon the 1913 standard. Further, some
appreciable period must necessarily elapse between the time that the Companies actually
meet their current payments for working expenses or special works for Government depart-
ments and the time they receive repayment (in the monthly advance of compensation
or otherwise) ; and the cost of providing working capital during that interval is not charge-
able against the Exchequer.
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8. After full consideration My Lords feel it would be inequitable, if not indeed
impolitic, to cease making payments on account of arrears. Their Lordships, however,
donot see Their way to making payments on account to so large an amount as the Railway
Executive Committee suggests ; but They authorise you to inform that Committee that They
are prepared to sanction the following arrangements—viz., that such payments should, as
from 1st January, 1916, be at the rate of 115 per cent.-of the arrears, calculated in the
manner described in paragraph 2 of this letter. In the revision of the percentage for the

urpose of the final settlement it will be necessary, as represented in Sir Alexander
%ut-terWorth’s letter of 3rd April, to have regard to the period over which the execution
of the deferred works is likely to extexid and the probable trend of prices during such period.

I am, Sir,
Your obedient Servant,

(Signed) ROBERT CHALMERS.
The Secretary,

Board of Trade.
R. 638. 53)
Fliss.
Boarp oF TrabE.
3rd July 1917,
Sir,

With reference to previous correspondence and to the recent meeting at this Office
on the subject of the payment to be made to the controlled Railway Companies in respect
of arrears of repair and renewal of rolling stock and permanent way, I am directed by the
Board of Trade to transmit herewith for the information and observations of the Railway
Executive Committee, a copy of a letter which has been received from the Treasury in the
matter.

, As will be observed, there is a slight misstatement in paragraph 3 of the Treasury
etter,
I am, Sir,
Your obedient Servant,

_ (Signed) GARNHAM ROPER.
The Acting Chairman,

Railway Executive Committee.

(Treasury letter of 26 June, 1917, encloged, Document No. 52.)

(54)
F. 188.

P. 192/6.
Rannway ExEcuTive COMMITTEE,

35, PARLIAMENT STREET, WESTMINSTER, S. W,

Sir, 30th August, 1917.
ARREARS OF MAINTENANCE.

* 1. The letter from the Treasury of the 26th June which you forwarded to me on the
3rd July has been carefully considered by the Railway Executive Committee, and I am
Instructed to say that they are prepared to accept, as a .settlement of their application
for an increased percentage in respect of the enhanced cost of carrying out deferred works
of Mamtenance {Abstracts “ A * and “ B ™) the arrangement outlined in paragraphs 5
and 8 of the Treasury letter—viz., (1) that payments as from the commencement of the
control period are to be regarded as payments on account, and (2) that they are to be
at the rate of 115 per cent. of the arrears, This is subject to a correct ascertainment of
the arrears, the method of arfiving at which is not, the Committee submit, accurately set
oub in paragraph 2 of the Treasury letter. °

2. The question of adjusting ““ excess” expenditure in those cases where a Company
has arrears in one period and an excess in another is not free from difficulty, and the

(B 16959) D



50

Railway Executive Committee think it would be well for the Accountants’ Sub-Committee
to get 1nto touch with Mr. Wyon as soon as possible with the object of agreeing upon a
practical method of giving effect to the arrangement proposed.

3. The Committee are not clear as to the object the Board of Trade had in view in
asking for their observations upon the letter of the Treasury, which, apart from the definite
offer contained in it, consists in part of a statement of the existing position, and in part
-of ‘an ‘explanation of the reasons why, in the view uf the Treasury, the proposals of the
Railway Companies should be accorded favourable consideration. It is not apparent
why these matters should have been introduced in connection with the present proposals.

4. You will remember that the only questions under considerations were—

(@) to determine the increased percentage in respect of the enhanced cost of carrying
out deferred works of maintenance, and
{b) the period which these payments should cover.

With regard to (@) the principle of paying an amount currently in respect of deferred
maintenance had been previously agreed, and the considerations referred to in Treas
letter as affecting the question of interest, so far as they were relevant, had no doubt already
been taken into account.

In the case of (b) a percentage was arrived at based on the average prices current
during the period from the commencement of the war to the end of 1815, leaving further
percentages to be agreed subsequently for each year.

5. As it was obvious that such an arrangement would be unfair to the Government if
at the end of control prices were lower than the amount due plus percentage, and to the
Companies if they were higher, it was suggested that the payment for the whole period
should be on account and adjusted at the end of control to the prices at which it seemed
likely that deferred work could be carried out, it being an essential part of the arrangement
with th> Government under which the Railways are being worked that the Companies are
entitled to have their property restored to them in no worse condition than when it was
taken over.

6. As you invite the observations of the Committee upon the letter of the Treasury
and as that letter lays down, expressly or by implication, a number of propositions which
the Committee are unable to accept as accurate, they have prepared a memorandum
setting out the main features of the position, as they understand it, in relation to the
matters referred to in the letter, and I am directed to enclose you a copy.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,
Acting Chairman.
The Assistant Secretary, '
Board of Trade
(Railway Department).

(Enclosure in Railway Executive Committee letter of 30th August, 1917.)
ARREARS OF MAINTENANCE,

Memorandum with reference to the letter of the Treasury to the Board of Trade, dated
26th June, 1917.

Clause 2 (Paragraphs 1 and 2).—The Committee cannot accept this clause as setting
out accurately the arrangements at present in force, with which it can readily be compared.
For example, any adjustment for additional mileage, &c., is made not in the 1913 figures,
but in the figures of the period under review, and the word “ less "’ in line 4 is obviously
an error.

What is more important is that the paragraphs make no reference to the fact that
separate claims for arrears have to be made by each Company in respect of Permanent
Way and Rolling Stock (Abstracts “ A” and “ B ” of the Railway Companies’ Accounts),
and that there is no set-off asbetween the two Abstracts (see clause 2 of the printed In-
structions). Further the paragraphs are silent as to thdse cases in which a period of
arreaTs is preceded by a period of excess, and in which, as the existing arrangement 18
understood by the Companies, the Government are entitled to insist on a set-off no less
than when the arrears precede the excess.
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Clause 3.—The Treasury have evidently overlooked the fact that the Companies
have at present only received 85 per cent. of the arrears for the period 4th August, 1914,
to 31st December, 1915. :

Clause 5.—It was agreed at the Meeting held at the Board of Trade on the 25th April
last that it was desirable that the final percentage should be agreed or settled within,
at the latest, twelve months after the termination of the period of Government control,
and the Accounts adjusted accordingly. As the clause stands it might be taken to imply
that the final percentage is not to be settled until the works of maintenance are actually
carried out, which would not be a practicable procedure.

Clause 6.—The final sentence ofsthis clause is not quite clear. It would be free from
ambiguity if the words “ and therefore does not ”’ were substituted for the words ““ so as
to,” and this no doubt is the meaning.

Clause 7.—Raises the questions of progressive deterioration and loss of interest,
which are only indirectly comnected with the matter under negotiation at the present
moment. As to the latter, it is noted that the Treasury recognise the fact that the system
of monthly payments on account of compensation involves cost to the Companies in the
provision of working capital, and apparently wish it to be recorded that they regard that
fact as affording a reason for continuing the system of monthly payments on account of
arrears of maintenance. The Committee in no way dissent from this view, but they
would point out that if any attempt were made to strike a debit and credit balance of interest,
many other items would have to be brought intoaccount—for example, the large additions
to working capital rendered necessary by the increased prices of materials, the loss of interest
from which in the case of a single Company is estimated to amount to something like £50,000
per annum. Indeed, it has always been the view of the Companies’ Accountayts that the
1tems of interest lost to the Companies are amply sufficient to counterbalance the interest
which accrues to them by reason of the system of monthly payments on account of arrears
of maintenancé. However that may be, the Comumittee cannot agree that in any such
calculation of interest anything would have to be brought into account, as seems to be
suggested in the letter of the Treasury, in respect of payment for special works executed
by the Companies for a Government Department. The right of the Companies to be
financed by the Government when they are asked to carry out such works, either through
their shops or through their Engineering Department, has already been recognised, and
although the number and magnitude of such works have diminished, it is important that
the principle should not be lost sight of.

There remain the questions arising in connection with progressive deterioration and
cognate matters, as to which the Treasury state that ‘‘ the increased amount of repairs
due to progressive deterioration and employment of rolling stock which would normally
have been scrapped falls upon the Companies.” It is not altogether clear what the words
““ progressive deterioration ” are intended to cover; but the sentence seems capable
of bearing an interpretation which would certainly not be fair to the Companies, nor,
it is submitted, in accordance with the spirit of the existing arrangements. It has on a
number of occasions been pointed out that in many cases the amount by which the work
done in a year of the control falls short of the work done in 1913 by no means represents
the total loss to the Company, because if repairs are unduly deferred, damage is incurred
In a more than corresponding degree. It is sufficient to draw attention to the reference
made to this point in the Memorandum submitted to the late Lord Kitchener by the
Railway Executive Committee as far back as May, 1915 ; but it should be borne in mind
that the seriousness of the point has been enormously increased since that date, partly
by the mere effluxion of time and partly from the difficulty (in many cases the impossibility)
of obtaining materials, due in large measure to the restrictions imposed by the action of
the Government itself. ' |

Apart from this feature of loss there are many cases where work has to be carried
out by a Company under war conditions, the cost of which by its inclusion in worki
expenses diminishes the Company’s claim for arrears of maintenance, while the benefit
derived by the Company from such work may be almost nil, or at any rate, is not fairly
represente| by the cost. Patch-work repairs to rolling stock which in normal times
would be scrapped—the case referred to in the Treasury letter—is an instance of this.
The use of uncreosoted sleepers is another. ,

D.flerent Companies are affected by these matters in different degrees, and it does
not seem to the Committee that they can be fairly ruled out of consideration when the
final settlement with the Government is made. It must be borne in mind that the existing
arrangement contains special provision with reference to abnormal wear and tear, which
would probably meet most of the cases of hardship which would undoubtedly arise if the

(B 16959) D2
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Treasury letter were to be read in a rigid sense, although it has not yet been found possible
to devise any satisfactory formula which will meet all cases. It ought to be clearly under-
stood that these provisions are in no way affected by the present proposal. The letter of
the Treasury makes it necessary to draw attention to the point, because not only does
that letter make no reference to these provisions, but it seems to suggest that the gain
to the Companies in interest arising from payments on account of arrears of maintenance
is sufficient not only to wipe out the loss of interest in other matters, but to cover the
indirect losses incurred by a Company, partly from doing repairs which in the circumstances
that have arisen must be done, though they are of little ultimate advantage, and partly
from undue postponement of repairs, which ought to be done at onée, but for which the
materials or labour are not forthcoming. Such a conclusion would be entirely at variance
with what the Committee believe to be the actual facts.

Clause 8.—The Committee accept the proposal made by the Treasury, subject to the
foregoing observations with reference to Clause 2. With reference to the last sentence
of the clause, the Committee agree generally with what is said in the letter of Sir Alexander
Butterworth referred to as to the matters to be taken in consideration in fixing the final -
percentage, but they consider that unless it is found possible to deal satisfactorily with
the matters raised in Clause 7 of the Treasury letter under the provisions above referred
to, these matters may have to be taken into consideration in fixing the percentage, as
suggested in the Memorandum to the late Lord ‘Kitchener.

(55)
F.188. .
Alfes. 45]Z. 192/6. .
Rammway ExecurivE COMMITTRE,
16, GREAT GEORGE STREET, WESTMINSTER, S.W.

8th May, 1918.
Dear Sir, '
ARREARS 0F MAINTENANCE.

With reference to the meeting held here on the 30th ultimo, which was attended by
Sir Alexander Butterworth and Mr. Isaac on behalf of the Railway Executive Committee,
I am desired to send you, for submission to the Treasury, a copy of the Memorandum
which was discussed at the meeting. The Committee wish it to be clearly understood
that they are not pressing the point with regard to the ante-dating of the 16 per cent. on
account of any pecuniary advantage accruing to the Companies from such ante-dating,
but simply to avoid the complications and possible misunderstandings which the Accoun-
tants foresee if the Companies have to be instructed to calculate the Arrears of Maintenance
at varying rates for different periods of the control. .

I am desired to say that if is hoped that it may be possible to give an early decision
upon the point, as the accounts for the Arrears of Maintenance, and the necessary -
structions with regard to their preparation, are necessarily being held up until this point

has been disposed of.
Yours faithfully,

(Signed) H. A. WALKER,

Acting Chawrman, Executive Commattee,

The Assistant Secretary
{Railway Department),
Board of Trade,
Whitehall, S.W.

- (Enclosure in Railway Executive Commitiee letter of 8th May, 1918.)
ARREARS OF MAINTENANCE AND RENEWAL WORE.
ABstTRaCTS “ A AND “B.”

Memorandum in regard to Treasury suggestion that the payments on account of Arrears
skould be at the rate of 1121 per cent. for the period 5th August, 1914, to 31st December,
1915, and at the rate of 115 per cent. subsequently.

1. For the purpose of obtaining payments on account of Arrears of Maintenance, a
formula was agreed with H.M. Government for comparing at the end of each year the
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amount of the expenditure of that year—after agreed adjustments in respect of increased
prices, &c., had been effected—with the corresponding charge in 19%3. Should this com-
parison reveal a shortage in the control period, such shortage is treated as Arrears ; should
an excess be shown, such excess falls to be deducted from any previous or subsequent
Arrears.

2. It is suggested that although independent calculations are made in respect of each
year, the Arrears produced by the respective calculations must not be regarded as
representing the true Arrears accrued during such year, and that the control period as a
whole must be treated as one. Thisds, of course, quite clear where an “ Excess ™" is pro-
duced, say, in 1916, as against an ““ Arrears ” in 1915, the true Arrears at the end of 1916
being the amount (if any) by which the Arrears to the end of 1915 exceed the * Excess ”
for 1916. Similarly in the case of a Company showing Arrears for each period to: the
end of 1918, the amount of Arrears as at the end of the latter year is the total.of the three
statements (1914, 1915 and 1918), the total amount having in practically all cases accrued
during the last year—viz.,1918—for the reason that the Company would obviously carry
out Arrears of 1914-1915 work before undertaking that relating to 1916.

3. For this reason it is argued that it is illogical to deal with the separate periods of
control as subject to different percentages. The aggregate Arrears at any one date by their
nature relate to the work which should have been done during the latest period, and all
Companies should receive payment therefore on the same basis. For example, three
Companies < A,” “ B ” and “ C * have Arrears at 31st December, 1916, of £500,000 made
up from the Arrears statements for each period as follows :—

(13 A')’ 11 B.’l (11 0',,
£ £ £
1914 Arrears 100,000 Arrears 200,000 Arrears 50,000
1915 Arrears 500,000 Arrears 100,000 Arrears 50,000
1916 Excess 100,000 Arrears 200,000 Arrears 400,000

£500,000 £500,000 £500,000

— —n —

The payments made to the thrée Companies if the percentage is changed at December, 1815,
would vary, however, as under:— -

ig A ” L1 B L] [ c.”
£562,500 £567,500 £572,500

4. Further, if the percentage is varied, a question will arise in 1917 and subsequently
as to which prior period any excess work relates, a different result being produced according
to whether such excess is regarded as relating to 1914-1915 or the subsequent period.
This question has so far not been discussed, and instructions would have to be drawn up
and the formula at present agreed would have to be amended, to provide for whatever
settlement was agreed upon.  The instructions and the formula. however, are sufficiently
complicated at present, and apart from any other consideration, it is suggested a constant
percentage should be adopted to aveid the confusion and inconvenience which would other-
wise arise in dealing with the 79 controlled Companies.

5. The first paragraph of the Executive Committee’s letter to the Board of Trade
dated 30th August, 1917, read as follows :—

“ The letter from the Treasury of the 26th June which you forwarded to me on 3rd
July has been carefully considered by the Railway Executive Committee, and I
am instructed to say that they are prepared to accept, as a settlement of their
application for an increased percentage in respect of the enhanced cost of carrying
out deferred works of maintenance (Abstracts “ A ” and ““ B ”’), the arrangement
outlined in paragraphs & and 8.of the Treasury letter,—viz., (1) that payments
as from the commencement of the control period are to be regarded as payments
on account, and (2) that they are to be at the rate of 115 per cent. of the arrears.
This is subject to a correct ascertainment of the arrears, the method of arriving at

which is not, the Committee submit, accurately set out in paragraph 2 of the
Treasury letter.”

1t is clear from this that the Executive Committee understood that the payments
:}s} frzm the commencement of the control period should be at the rate of 115 per cent. of
€ A rears, ' '

(B16959) D 3
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R. 643. (56)
F. 188
Boarp oF TrabpE.
23rd May, 1918.
Sir,

I am directed by the Board of Trade to transmit herewith, for the information of the
Lords Commissioners of His Majesty’s Treasury, the enclosed copy of a letter from the
Railway Executive Committee forwarding a Memorandum by Sir Alexander Butterworth
in support of the view urged by the Committee at the recent meeting at this Office, that
payments to the controlled Railway Companies in respect of arrears of maintenance should
be ?.t the rate of 115 per cent. of the arrears as from the commencement of the control
period. ° '

I am to state that in the circumstances set out in the Memorandum the Board of Trade
agree with the Committee’s proposal, and they would be glad to learn that the Lords Com-
missioners see their way to sanction it.

I bave the honour to be, Sir,

Your obedient Servant,

(Stgned) ERNEST G. MOGGRIDGE.
The Secretary, -
Treasury, S.W.

(Railway Executive Committee communication of 8th May, 1918, enclosed, Document No. 55.)

(57)
F. 188.
20459/18.
— TrEASURY CHAMBERS,
Loxpon, S.W.
7th June, 1918.
Sir,

In the circumstances represented in the Railway Executive Committee’s Memorandum
submitted in Mr. Moggridge’s letter of 23rd ultimo (R. 643), the Lord Commissioners of His
Majesty’s Treasury agree that the 15 per cent. addition to the figures on which are based
the provisional payments to the Railway Executive Committee on account of arrears of
maintenance may date back to the commencement of the control period instead of to 1st
January, 1916.

I am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH.
The Secretary, '
Board of Trade.

R. 643. (58)

F. 188.
Boarp oF TRADE.
13th June, 1918.
Sir,

With reference to previous correspondence on the subject of the payment to be made
to the controlled Railway Companies in respect of arrears of repairs and renewal of rolling
stock and permanent way,I am directed by the Board of Trade to state that with the
concurrence of the Treasury they agree that the 15 per cent. addition to the figures on which
are based the provisional payments to the Railway Executive Committee on account of
arrears of maintenance may date back to the commencement of the control period instead
of to the 1st January, 1916.

I am, Sir,
Your obedient Servant,
(Signed) ERNEST G. MOGGRIDGE.
The Secretary,

Railway Executive Committee.
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VL.—INSTRUCTIONS IN REGARD TO THE PREPARATION OF THE CLAIMS FOR
ARREARS OF MAINTENANCE AND RENEWAL WORK, ABSTRACTS A AND B,
1914—1918.

YELEOW BOOK (1914—1915).

Docament
Number. PAGE

(59) Letter of 31st December, 1915 from Mr. Fowler to Sir William Marwood, with regard to the
proposed Instructions for the preparation of the claims for Arrears of Maintenance for the
peried Gth Angust, 1914, to 3ist December, 1916 ... e ... b6

(60) Letter of 17th January, 1916, from Sir William Marwood to Mr. Fowler on the subject ... o 56

(61) Letter of 19th January, 1916, from the Railway Executive Committee to the Board of Trade, .
asking for the approval of the Arrears of Maintenance Instructions 56

(62) Letter of 24th January, 1916, from the Board of Trade to the Railway Executive Committee,

spproving the above Instructions subject to two slight amendments - . - 57
(63) Letter of 25th January, 1916, from the Railway Executive Committee to the Board of Trade,

noting that the Instructions are approved ... . . 58
(64) Instructions as approved —known as the Yellow Book .., .. B9
(65) Example of application of Inatructions; in the Yellow Book—known as the Heliotrope Book ... 64

GREEN BOOK (1916).
(66} Instructions with regard to the year 1916, issued 17th June, 1918—known as the Green Book ... 72

BROWN BOOK (as from 1917).

{67) Letter of 5th November, 1918, from the Chairman of the Accountants’ Sub-Committee to
Bir Albert Wyon, nskmg whether he had any questions to raise in connection with the
proposed Instructions, and proposed covering Circular Letter to the Railway Companies ... 78

(68) Letter of 12th November, 1918, from Sir Albert Wyon to the Chairman of the Accountants’
Sub-Committee, stating that he had no comments to make on the proposed Imstructions,
-and making an inquiry with regard to the reference in the draft covenng letter to the 12} per
cent. bonus to shop workers 79

(69) Lef._ter of 19th November, 1918, from the Chairman of the Accountants’ Sub-Committee to
Sir Albert Wyon, explaining the reference to the 124 per cent. bonus to shop workers ... ... 79

(70) Instructions as approved—known as the Brown Book ... ... .. ... e e . 80

(B16959) D4
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, (59)
F. 190.

Price, WatersousE & Co.,
3, FREDERICK’S PLACE,
OLp JEwry, Lonpon, E.C.
31st December, 1915.
Dear Mr. Marwood,
RarLway COMPENSATION.

The Railway Executive Committee have forwarded me the enclosed document showing
the manner in which the Railways propose to deal with the question of Arrears. of Main-
tenance and Renewal Work, in respect of which I reported to you under dates 20th July
and 27th August last.*

Sir William Plender and I have both perused this document with care, and we are of
opinion that it will meet the requirements of the case. We would, however, suggest that
in Clause 4, Sub-section {f), on page 4 of the document, after the word * evidence " in the
fourth line from the end of the clause, the words “ together with report thereon from the
Company’s Chief Executive Officer concerned " should be introduced.

This addition meets with the approval of the Railway Executive Committee.

Yours faithfully,
] (Signed) J. GURNEY FOWLER.
W. ¥. Marwood, Esq.,
Board of Trade,
Whitehall Gardens, S.W.

(Proof of Yellow Book enclosed. Thia book, ss approved, is printed below, Document No. 64.)

* Document No. 43 and Enclosure 2 to Docunent No. 48.

(60)
F. 190.
Boarp oF TRADE.

17th January, 1916.
Dear Mr. Fowler, '

Ranway COMPENSATION.

‘We have now looked through the print which you were good enough to enclose in your
letter of 81st December showing the manner in which the Railway Companies propose to
deal with the question of Arrears of Maintenance and Renewal Work.

‘We see no objection to the Instructions, and agree to the addition proposed to Clause 4,
Sub-section { f), on page 4 of the document, and the only other alteration we would suggest
is the substitution for “enable ” in paragraph 4, line 4 (page 2), and paragraph 5, line 4
(page 6), of the words “ render it necessary for.”

Yours faithfully,

(Stgned) W. F. MARWOOD.
J. Gurney Fowler, Esq.,
Messrs. Price, Waterhouse & Co.,

3, Frederick’s Place, Old Jewry, E.C.

(61)

F. 190.
192/6. Rainway ExecuTivE COMMITTEE,
85, PARLIAMENT STREET, WESTMINSTER, S.W.
’ 19th January, 1916.
Sir,

ARREARS OF MAINTENANCE.

I have to refer to the meetings and correspondence that took place some time ago with
regard to deferred maintenance work in connection with locomotives, carriages, wagons,
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permanent way, signals, telegraphs, etc., as shown in Abstracts “ A" and “ B of the
Railway Companies’ Accounts.

You will be aware that the proposals with regard to deferred maintenance on loco-
motives, carriages, and wagons were discussed at a meeting which was held at the Board of
Trade on 18th June last, at which meeting representatives of the Treasury, Board of
Trade, and Railway Companies were present.

~ The proposals with regard to deferred maintenance for permanent way, signals, tele-
graphs, etc., was also mentioned at that same meeting, and was confirmed in a letter
addressed by this Committee to the Board of Trade under date of 7th August, 1915.*

Both proposals have been agreed to in principle by the Treasury, their consent with
regard to locomotives, carriages and wagons being conveyed to you in a letter from the
Treasury Chambers dated 26th August, 19151, and that with regard to permanent way,
signals, telegraphs, etc., was approved by a letter under date of 23rd September, 1915.%

The instructions to be issued by this Committee to the Railway Companies, a copy of

which is forwarded with this letter, have been the subject of many meetings between the

Railway Companies’ Accountants, Mr. Gurney Fowler and Sir William Plender, and I
understand that both of these gentlemen have approved of the instructions as drafted.
Our object in sending a copy of the instructions to you is to ask you to approve of them
on behalf of the Government before they are finally circulated.
Ishall be glad if you will let me hear from you at an early date, as many of the Com-
panies would like to bave the question settled before the preparation of their final accounts
for the year 1915. :

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,

Acting Chavrman.
The Assistant Secretary,
(Railway Department),
Board of Trade.

{Proof of Yellow Book enclosed.)

* Enclosure 1 to Document No, 46,
1 Document, No, 45.
1 Document, No. 47.

(62)
R. 672.
F. 190. '
BoArp orF TRADE.
. 24k January, 1916,
Sir,

. With reference to your letter of 19th January (No. 192/6) forwarding a copy of the

Instructions which 1t is proposed to issue to the Railway Companies as regards Arrears of

Maintenance and Renewal Work, I am directed by the Board of Trade to state, for the

Information of the Railway Executive Committee, that they approve of the instructions

In question on behalf of His Majesty’s Government subject to the slight amendments

;llgglested and agreed in the accompanying copy of correspondence with Mr. J. Gurney
owler.

I am, Sir,
Your obedient Servant,

_ Signed) W. F. MAR .
Sir H. A. Walker, (Signed) W. WooD

Railway Executive Committee.

(Mr. Fowler's letter of 31st December, 1915, and Sir W. Marwood’ ly of 17th J 1916 ‘ 1
Documents Nos. 59 and 60 respectively).} RITOOTR TR e e renclosed,
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, (63)
F. 190.
192/6. ‘ Rarwway Execurive CoMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, 3. W.
 25th January, 1916.
Sir,

I am in receipt of your letter R. 672 of the 24th instant, and note that the instructions
it is proposed to issue to the Railway Companies as regards Arrears of Maintenance and
Renewal Work are approved, subject to the slight amendments suggested and agreed in the
copy of correspondence which accompanied your letter.

T am Sir,
S Vs nbedignt Servant,
(Stgned) H. A. WAI_.K.ER,

The Assistant Secretary Acting Chairman.

(Railway Department),
Board of Trade,

London, S.W.
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(64)

RAILWAY EXECUTIVE COMMITTEE.
Arrears of Maintenance and Renewal Work,
" ApsTRacTs “A,” “B” (1), (2) AND (3).
Issued to the Railway Companies on 25th January, 1916, and known as the YELLOW BOOK.

General.
1. The Executive Committee have obtained the assent of the Government to the in-

clusion in the monthly estimate of Revenue Receipts and Expenditure of an amount in
respeet of the ultimate cost of carrying out the arrears of repairs and renewals arising during
the Government control period, so far as Abstracts “ A” and “ B ” are concerned. The
Government have further agreed that for the control period from 5th August to 3lst
December, 1914, and for the year 1915, an addition of 12} per cent. may be made to the
arrears, arrived at as set out in these Instructions, to cover increased outlay which may have
to be incurred when the arrears of work are ultimately carried out.

Basis of the Claim.

2. Separate claims for arrears must be made in respect of Abstract “ A * and Abstract
“B,” but the three sections (1), (2) and (3) of Abstract “ B * are to be treated as one
Abstract and dealt with as a whole. Each claim must be based on the amount by which the
expenditure in the Government control period falls short of the total of the Abstract for the
corresponding period of 1913, after making allowance for (i) the difference between rates
of wages and between prices of materials in the two periods, (ii} any increased cost due to
additional length of line opened or additions to rolling stock in service, and (iii) any addi-
tional expenditure incurred during the period of Government control as the result of abnor-
mal wear and tear during such period.

Charges between Companies.

3. With reference to Executive Committee Instruction No. 32 suspending charges
between Companies : in order to make the control period comparable with the corresponding
period of 1913, Companies have been authorised by Circular Letters Nos. 409 and 456, to
ralse certain charges against other Companies as from 5th August, 1914, for (¢) expenditure
incurred in the repairs and renewal of Joint Lines, Stations jointly used and Junctions,
chargeable to Abstract “ A,” (b) expenditure incurred in the repairs and renewals of joint
rolling stock, and (c¢) expenditure incurred in the maintenance of other Companies’ rolling
atock, ete. ’ '

Formule for arriving at Claims.

4. The rules to be observed in making up claims are set out below (a) to (z), and in the
Appendix heretowill be found formule showing in detail the manner of arriving at the arrears
of work, which must be closely followed. Those Companies whose circumstances render
it necessary for them to make a claim under “ B ” (1), (2) and (3), must do so for the three
sections as a whole, and the expenditure in the control period in the separate sections,
arrived at as indicated in the formula, must be added together and placed in relation to the
total of the three sections of Abstract “ B ™ for the corresponding peried of 1913.

Expenditure during Control Period. . i

(¢) The actual expenditure incurred in the control period under all the headings in the
Abstracts arrived at in accordance with the Memorandum of Instructions, but
exclusive of the transfer to (or from) Depreciation Fund or Suspense Account,
and of the item “ Engine Power supplied to and by the Company (Balance)
in the case of “ B » (1), is to be the commencing figure in each formula.

Renewal Ezpenditure in Excess of Programme.

(). Those Coinpanies whose practice is to provide for renewal work on a fixed basis or
annual programme and whose expenditure in the control period in respect of
such renewal work is, after making allowance for the circumstances mentioned
in Clause 2, in excess of the charge (whether expended or not) made for the
corresponding period of 1913, must deduct the amount of such excess from the
total expenditure, such excess being chargeable against the Depreciation Fund
or Suspense Account as the case may be. '

Credits for Supervision, &c. War Manufactures, &c., Accounts.

(¢) Any credits for (a) supervision ‘charged to the Government in respect of War
Manufactures, etc., and (b) supervision and profit charged to Armament Firms,
must be added to the expenditure. : |
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Ezpenditure on Government Work charged to Revenue Expenditure.
(d) Any amounts included in the revenue expenditure for work done for the Govern-

ment—e.g., “sundry small works for the Government” (vide Instruction No.
294) ; special alterations, etc., to rolling stock necessary for the purpose of
conveying Naval and Military Traffic, etc., must be deducted therefrom.

New Lines opened and Additions to Rolling Stock in Service.
(¢) The amount presumed to be included in the expenditure during the control period

in respect of repairs and remewals of additional length of line or additions to
rolling stock in service, as compared with the year 1913 (and, therefore, to be
deducted from such expenditure in comparing it with the expenditure of the
corresponding period of 1913 for the purpose of determining the arrears of
maintenance in terms of money), is to be arrived at as follows :—

(1) RExeEwaLs.—In the case of “ Programme Companies ’—.e., Companies who
provide ‘for renewals (complete or partial) on a fixed basis—the amount
must be calculated in accordance with the usual practice of the Companies,
increased by a percentage to bring it up to 1915 rates of wages and prices
of materials ; in the case of other Companies, no deduction 1s to be made.

{(i1) RErarrs.—In the case of “ Programme Companies ” who provide on-a fixed
basis for repairs as well as renewals, the amount must be calculated in
accordance with the usual practice of the Companies, increased by a per-
centage to bring it up to 1915 rates of wages and prices of materials. In

-the case of Companies who do not provide for repairs on a fixed basis,
the amount is to be based upon the unit cost of repairs for the year 1913.

- The unit cost of repairs to be arrived at by dividing the expenditure
shown under the undermentioned headings in the published Accounts for
the year 1913 (increased by a percentage to bring it up to 1915 rates of
wages and prices of materials), by the number of the relative units as
given in the Statistical Returns for that year, and such unit costs are to be
multiplied by the number of additional units in each case.

AsBsTRACT “A.”

Repairs of Running Lines and Sidings } Unit—Per single mile of Track,

Maintenance of Signalling including Sidings.

Maintenance of Telegraphs
Apstracr “ B.”
(1) Locomotwes.
Repairs and Partial Renewals Unit—Per Locomotive.
(2) Carriages. _
Repairs and Partial Renewals Unit—Per Coaching Vehicle,
(3) Wagons. _ .
Repairs and Partial Renewals Unit—Per Merchandise and Min-
eral Vehicle, )
In the case of & *“ Programme Company ’ whose programme covers partial
as well as complete renewals, the unit cost of repairs must be reduced by elimi-
nating from the 1913 expenditure the amounts expended on partial renewals.

Additional Expenditure for Abnormal Wear and Tear. » )
(f) Any amount included in the expenditure, representing additional costs incurred -

28 the result of abnormal wear and tear to which the permanent way or rolling
stock of a Company has been subjected during the control period, should be
deducted from such expenditure. Owing to the varying circumstances of the
Companies, it is impossible to stereotype 2 method for arriving at the deductions
referred to in this paragraph. Each Company, therefore, who makes such a
deduction will be required to produce sufficient evidence, accompanied by a
report from the Chief Executive Officer concerned, to satisfy the Government
Auditor that the abnormal wear and tear so deducted has taken Place, and that
the expenditure has been incurred during the control period in making the
same good.

Allowance for Increased Rates of Wages and Prices of Materials.
(9) The deduction from the expenditure in the control period in order to make allow-

ance for the difference between rates of wages and between prices of materials
in the two periods is to be arrived at in the following manner, the year 1816
being taken as an example :—

Wages.—The rates of wages paid in 1915 to the grades of employees
engaged in maintenance and renewal work to be put in relation to the rates of
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wages paid in the year 1913, and the difference expressed in terms of a percentage
-on. the 1915 rates ; such percentage to be applied to the total amount of wages
paid in the year 1915 in connection with Abstract ““ A’ and Abstract “B”
separately (the three sections of Abstract *‘ B ”” being also separately dealt with),
and the 1915 figures so modified will be the wages cost of work carried out in
1915 at the 1913 rates of wages. In cases where there is a considerable variation
in the rate of increase in wages charged under the respective heading in Abstract
“ A,” due regard to be had to the relation between the amount of the wages
included under each heading and the gross total of the wages embraced in the
Abstract, in arriving at’the percentage increase on the total figures.
(NoTe.—The expression ““ Rates of Wages ”’ covers War Bonus Payments included
in the various abstracts, increase in Piece-Work rates, extra payments for
Overtime, and any other factor which has increased the cost of labour.)
MatEeRIALS.—In order to avoid the trouble of calculating the whole of
the materials used in 1915 at 1913 prices, not less than 80 per cent. in value of
the materials used in 1915 shall be so calculated and the difference between
the amount thus arrived at and the actual charge in 1915 for those materials to
be expressed as a percentage of the latter figure; such percentage to be
deducted from the cost of all materials used in 1915, in connection with
Abstract “A” and Abstract “ B ” separately (the three sections of Abstract
““ B ” being also separately dealt with). This will give the cost at 1913 prices
of materials used in maintenance and renewal work carried out in 1915.
WagEs AND MaTERIALS COMBINED.—The difference. between the cost of
wages in 1915 at 1913 rates of wages, and the cost of materials in 1915 at
1913 issue prices, when added together and applied to the actual cost of
wages and materials combined in 1915 will give the percentage which is to
be applied to the total amount of the particular Abstract or section of Abstract.
(Nore.—In the case of rolling stock purchased in 1915, in replacement of other
vehicles which under ordinary circumstances would have been built in the
Company’s workshops, the additional cost arising from that circumstance
will not be represented by the percentage arrived at as indicated above, and
should be the subject of a separate deduction from the 1915 figures in arriving
at the 1915 expenditure as compared with the 1913 expenditure.)

Abstract Totals for Corresponding Periods of 1913.

(») 61H AvucusT TO 31sT DECEMBER, 1913.—The totals of the Abstracts for the half-
year ended 3Ist December, 1913, shown in the ‘ Statement of Revenue Receipts
and Expendtture for the half-years ended 81st December, 1914, and 31st Decem-
ber, 1913,” prepared in accordance with Instruction No. 236, exclusive of the
item “ Engine Power supplied to and by the Company (balance)  in the case
of “ B (1) is to be appartioned to the periods July 1st to 4th August and 5th
August to 31st December, in ratio to the Total Traffic Receipts of those periods
for the purpose of arriving at the Abstract total to be placed in relation to the
expenditure (as adjusted) of the control period in 1914.

YEAR, 1913.—The.total of the Abstracts for the year 1913, as shown in the
published Accounts, exclusive of the Engine Power item in “ B (1) is to be
placed in relation to the expenditure (as adjusted) of the year 1915.

Renewal Exzpenditure less than Provisions.

{#) Those Companies who provide for renewals on a fixed basis, and whose expendi-
ture for the control period is less than the amount chargeable for that period,
will have debited or will debit the amount so unexpended to the respective
Abstracts under the heading “ Transfer to Depreciation Fund or Suspense
Account.” The unexpended amounts so charged must therefore be deducted
from the “ Amount chargeable for Arrears of Work.”,

Manner of Oblaining Payments on Account of Claims.

5. As indicated in Clause 1, the Government have expressed their willingness to make
monthly payments on account of the arrears of maintenance and renewal work as part of
- the monthly estimated deficiencies. Each Company, therefore, whose circumstances
render it necessary for them to make a claim under these Instructions should take steps,
as soon as the adjustment of the charges referred to under Clause 8 has been effected, to
prepare the necessary information for the purpose of arriving at the Claim or Claims for the -
pertod to 31st December, 1914, and for the year 1915 (regard being had to the provisions of
the following Clause 6), and include such amounts as separate items in the monthly Estimate
of Revenue Receipts and Expenditure under the following headings—viz. : * Maintenance
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and Renewal of Way and Works—Arrears,” and for “ Maintenance and Renewal of Rolling
Stock—Arrears.”
Submission of Final Claims.

6. The Claims made under these Instructions for the period 5th August to 31st Decem-
ber, 1914, and for the year 1915, should in their final form be submitted as part of the
Claim for compensation for the year 1915, and an Instruction will be issued at a later date
setting out the precise form of the Claim and the information it will be necessary to
furnish in proof of the increased rates of wages and prices of materials.

It must be noted that any Company making a Claim for Arrears of Work under these
Instructions for either period must render statements compiled on the methods set out herein
for both periods, and the final Claim will only be admitted in respect of the balance of
Arrears of Work disclosed by the two statements. Those Compantes therefore making a
Claim under these Instructions in respect of either Abstract for the period 5th August
to 31st December, 1914, must reduce the amount claimed in respect of that period by the
amount by which the expenditure in that Abstract in the year 1915 (after being adjusted
as provided in this Instruction) may exceed the total of the Abstract for the year 1913.
Stmilarly, those Companies making a Claim under these Instructions for the year 1915 must
reduce the amount claimed in respect of that year by the amount by which the expenditure
in the corresponding Abstract or Abstracts in the period 5th August to 31st December, 1914
(after being adjusted as provided in this Instruction), may exceed the total of the respective
Abstract or Abstracts for the corresponding period of 1913.

Abnormal Wear and Tear.

7. It should be noted that the Claims to be made under these Instructions do not
take into account the abnormal wear and tear to which the permanent way and rolling
stock of certain Companies may have been.subjected during the control period, so far as
such abnormal wear and tear has nof been made good during that period, and that any
Company who is in a position to substantiate a claim under this head should make its Claim
independently of the Claims submitted for Arrears of Work.

25th January, 19186.
Appendix (vide Clause 4).

FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF WAY AND
WORES FOR THE PERIOD 5ta AUGUST, 1914, TO 3lsr DECEMBER, 1916.

See Clause 4 of AssTRACT “* A" (Taking year 1915 as an example.)
Instruction-
Section.
£ £
{a) Total Expenditure under all headings in Abstract “ A,” exclusive of
Transfer to (or from) Depreciation Fund or Suspense Account—
Year 1915 ... e e
® Less Renewal Expenditure in excess of programme—chargeable to
Depreciation Fund or Suspense Account ... e,
Total Expenditure chargeable to Revenue ... . - e e
{e) Add Credits for supervision charged to the Government ...
Less—
(%) Expenditure on Work for Government charged to Revenue—eyg.,
Small Works under £10 ... e e
(e) - For New Lines opened, arrived at in the prescribed manner ... ...
{f) Additional expenditure for Abnormal Wear and Tear ... v e
(N Less  per cent. (srrived at in the prescribed manner) to reduce
to the 1913 cost ... .-

Expenditure in 1915 adjusted for comparison with the year 1913 ... ...
[4:)) Total of Abstract ** A,” year 1913, as per printed Accounts ... ...
Arrears of Work subject to addition of 12} per cent. ..

Add 12} per cent. e e

Amount chargeable for Arrears of Work .
® Less Amount transferred to credit of Depreciation Fund or Sus-
pense Account—Year 1915

Net amount to be claimed for Arrears o_i Work, Abstract “ A" ... £
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF ROLLING
STOCK FOR THE PERIOD bte AUGUST, 1914, TO 31st DECEMBER, 1916,

Angrracr “ B” (1), (2) anp (3). (Zakeng year 1915 as an szample.)

See Clause (4) of
Instruction-
Seotion
£ £
(@) Total Expenditure under all headings in Abstract, exclusive of
Transfer to (or from) Depréciation Fund or Suspenss Account,
and of the Engine Poweritem in “ B’ (1}—Year 1915 . e
® Less Renewal Expenditure in excess of progmmme—chnrgeable to
Depreciation Fund or Suspense Account ... ... .. .. ...
Total Expenditure chargeable to Revenue ... e e
{c) Add Credits for Bupervision and Profit on War Manufactures arvers
(d) Less Expenditure on Work for Government charged to Revenue—e.g.,
8mall Works under £10; alterations, &c., to rollmg stock for
the Military Authorities ... v e mee e e eeen
{e) Hor additions to rolling stock in service, arrived atin the prescribed
manner ... e s e
4] Additional Expenditure for Abnormal Wear and Tear ... e eeemas
{9) Additional Cost of rolling stock purchased ... e
(@ Less  per'cent. (amved atin the presoribed manner) fo reduce o~
the 1913 cost . e
Expenditure in 1915 adjusted for comparison with the year 1913 ... £

The above process to be applied in the case of each of the 3
Sections of Abstract “ B ™ separately. The resulting
figures to be totalled thus :— B(1) ...

B(2) ...
B (3)

(%) Total of Abstract *“ B (1), (2) and (3), year 1913, as per printed
Accounts, exclusive of the Engine Power item in the case of

“B (1) _ B() ...
B(2 ...
): )
Arrears of Work subject to addition of 124 per cent. o
ddd 12§ percent. ... ... .. .. e e
Amount chargeable for arrears of Work . ﬁ__* N
{5} Less Amount transferred to credit of Deprematmn Pund or
Suspénse Account, Year 1915 :— By ...
B(@ ...
BB e e

Net amount to be clamed for A.rrears of Work Abstract “ B ” (l). ’
(2)snd (3) ... £
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(65)

ARREARS OF MAINTENANCE AND RENEWAL WORK.
ABSTRACTS ““A,” “B” (1), (2) AND (3).

EXAMPLE OF APPLICATION OF INSTRUCTIONS APPENDED TO
CIRCULAR LETTER No. 483.*

Issued to the Railway Companies on 3rd April, 1916, and known as the HELIOTROPE BOOK.

AsstracT * B (1)—Maintenance and Renewsal of Locomotives is taken as the example, and the assumed
figures in the years 1913 and 1915 are as follows :—

1913, 1915,
) £ £ £ £
Superintendence e e e e 12,000 10,000
Complete renewals— '
Wages ... 20,000 14,000
Materials ... 50,000 36,000
. . E— 70,000 ———— 50,000
Repairs and partial renewals— .
Wages ... ... 170,000 136,000
Materials ... we .- 100,000 64,000
: 270000 @ — 200,000
Purchase of new locomatives 15,000
Workshop expenses .., 60,000 50,000
Less Credits for Supervmon on War Manufactures
Accounts .. _ Cr. 1,000
412,000 324,000
Transfer to (or from) Depreeiation Fund ... Dr. 30,000 ~ Dr. 45,680t
Total of Abstract (a.part from the Engme Power ’
item) o -, £442,000 £369,680

CLAUSE 4 (¢).—ADDITIONS TO ROLLING STOCK IN SERVICE.
The Company had 20 additional locomotives in 1915 as compared with 1913.

Rerarms.
Repairs and partial renewals in 1913 .. we . £270,000 ¢
Number of locomotives 1,350
£270,000
Unit cost of repairs ————— = £200
1,350 —
20 new locomotives at £200 — £4,000

Add 3th in order %o express the £4 000 in terms of 1915 pnces, it havmg been
ascertained under Clause 4 {g) that the increased cost is equal to 10 per cent.
of the 1915 expenditure ... ve . 446

£4,445

* This was the circular issuing the Yellow Book.
+ This figure has been arrived at in accordance with the Memorandum of Instructions, as under :—

£ £
Renewal Provision in 1913 :—
{Expenditure ... 70,000
Transfer 30,000
: — 100,000
Add for 20 new engines as per Clause 4 (¢} ... 1,480

Add for inereased cost of work executed—
Additional cost of § engines purchased as per Clause 4 (g) 3,000
Increased cost as compared with 1913 aa per Clause 4 (g) 6,200

(being 10 per cent. of £62,000) —_— 9,200
Amount chargeable under Memorandum of Instructions 110,680
Less Expenditure ;— '
}Complete renewals "... ... 50,000
Purchase of new locomotives 16,000
_—_— 65,000
Amount to be transferred to credit of Depreciation Fund ... - £45,680

t For convenience * Workshop Expenses® in respect of Complete Renewals have not been dealt with.
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Renewsl provision in 1913 for 1,350 locomotives :—

Expenditure

Transfer to Depreoi.:;tlon Fund ...

Renewal provision in 1913 per locometive

For 20 additional locomotives at £74 .-
Add }th in order to express the £1, 480 in terms of 1915 pnces, ‘it ha.vmg been

ascertained under Clause 4 (g) that the increased cost ia equnl to 10 per cent.

of the 1915 expenditure

Total repairs and renewals

£74
£1,480

164
£1,644
£6,089

CLAUSE ¢ (f)—ADDITIONAL EXPENDITURE FOR ABNORMAL WEAR AND TEAR.

The amount ascertained to be included in the 1915 expendlture in reapect of abnormal
wear and tear mcu.rred during ¢

e control period is..

£1,000

CLAUSE ¢ (). —ALLOWANCE FOR INCREASED RATES OF WAGES AND PRICES OF MATE%!.IALS.

WAGES.

The four assumed selected weeks, togetber with the periods represented thereby, are as under :—

PERIOD REPRESENTED.

Week ended
1913. 1915.
January 21st .. | 18 weeks, from January 1st to April 1st | T weeks, from January st to February
June 24th _. 13 weeks, from April 2nd to July Ist .. 2212::ek5 from February 19th to July
September 16th 20 weeks, from July 2od to November 10‘23::;113, from July 23rd to September
November 25th 6 :'::}l;, from Nolvember 19th o Decem- 133?:&31:31:3, from October Ist to December

ber 3lst.

3lst.

Note.—The only variation in the rates
of Wages, &c., in the year 1913,
operated as from November 19th. '

Nore.—The variations in the rates of
Wages, &c., in the year 1915, operated
as from the following dates :—

February 19th.
July 23rd.

The total actual hours worked in the selected weeks in 1913, together with the total earnings in respect
of such hours, are as follows :—

Aversge |No. of weeks {a)
Week ended. Actual Amount of per in period | multiplied

hours earnings. hour. | represented. by

worked. {a) )] (b).

£ o d d. d.
January 22nd 110000 | 3,354 10 10 7-319 13 95-147
June 25th .. 108,000 | 3,.293. 2 O 7-318 18 95-134
September 17th 115,000 | 8,507 19 7 7-321 90 | 146-420
November 26th 112,000 | 342812 O 7-347 6 44-082
ToTAL 880-783

(B16959) E
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CLADSE 4 (g)—ALLOWANCE FOR INCREASED RATES OF WaeEs AND PricEs oF MATERIALG—
com'mued
WAGES—conéinued.

The total actual hours worked in the selected weeks in 1915, together with the total earnings in respect
of such hours, are as follows :—

Ave‘mge No. of weeks {a)
Week ended. Actual Amount of per in period | multiplied

hours earnings. hour. | represented. by

worked. | (a) @) @)

£ 8 d d. d.
January 22nd .. 95000 | 2907 0 O 7-344 7 51408
June 25th .., . 98000 | 3,344 5 O 8-190 22 180-180
Heptember 17Tth ... .1 92,000 3,361 1T 4 8-T44 10 87-440
November 26th ... «.f 90,000 3219 7 & 8-745 13 113-685
' ToraL 432-713

d. . : d.
The 1915 average = 432-713 divided by 52 8-3214
The 1913 average = 380783 divided by 52 7-3228
Increase in 1915 0-9986
d. d.
0-9986 = 12 per cent. of 8-3214.
Wages paid in 1915 :— £
Complete Renewals ... 14,000
Repairs and Partial Renewals... 136,000
—_ 150,000
Less 12 per cent. ... 18,000
Wages cost of 1915 work at 1913 rates ... ... £132,000

MATERIALS.
The gross debit for materials used in 1915 was...

1]

Eaid
el
b2
o

80 per cent. in value of those materials is represented by the following

commodities :— ¢
Copper ... 22,000
Steel 54,000
Wrought Iron ... 3,000
Castings, Iron ... 8,000
Tin, Block 9,000
Lead 4,000
£100,000
The quantities of the above materials calculated at the 1913 prices gives
the following result :—
£
Copper ... ... .. e e e 20,460
Steel 50,220
Wrought Iron ... 2,790
Caatings, Iron ... 7,440
Tin, Block 8,370
Lead 3,720
£93,000
Inorease in 1915 ... -vo. b eee e o e e e ew £1,000

Representing 7 per cent. of the 1915 charge for the selected materials.
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CLavse £ (9)—AuLowance roR INoREAsED RaTEs oF WacEs aND Prices of MaTERIALS—

mrmm—oontinuad.

This percentage has to be deducted from the cost of materials used in 1915
and charged to Abstract “ B " (1) a8 under :—

£
Complete Renewals ... ... 36,000
Repairs and Partial Renewals ... e 64,000 £
. _— 100,000
Less T per cent. ., 7,000
Cost of materisls used in 1915 at 1913 prieesl . £93,000
Waoss aAND Mareriais CoMpINED.
Wages. £ £
Actual cost in 1915 ... 150,000
Cost at 1913 rates ... 132,000
18,000
Materials.
Actual cost in 19158 .., 100,000
Cost ot 1913 rates .., 93,000
' — 7,000
Increased oost in 1915 arising from increased rates of pa*y —————
and increased prices of materials .- £25,000
Actual cost of wages and materials in 1915 :— - .
£
Wages ... 150,000
Materials e e e 100,000
—— £250,000

The ircreased cost is thus equal to 10 per cent. of the 1915 expenditure.

Cravse 4 (g).—(NoTe oN Page 5 or IngTRUCTION) ADDITIONAY CoST OF ROLLING §T0CK PURCHASED.

The Company bought 5 engines from outside firms in 1915 at 4 cost of ... £15,000
These engines in the ordinary course would have been built in the Company’s

workshops, snd would have cost at 1915 rates of wages and pnces of

materials - 12,000

The additional cost arising from the purchase is therefore ... ... .. £3,000

(B 16959) E 2
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF
ROLLING STOCK FOR THE PERIOD, 5th AUGUST, 1914, TO 31st DECEMBER, 1915.

ApsTRACT “ B 7 (1), (2) AND (3).
See Clause 4 of

Instruction-
Section.
£ £
() Total Expenditure under all headings in Abstmct exclusive
of Transfer to (or from) Depreciation -Fund or Suspense
Account, and of the Engme Power item in “B” (1)—~
Year 1915 .- . 324,000
(b) Less Renewal Expendlture in excess of programme—chargenb]e
to Depreciation Fund or Suspense Account e e e
Total Expenditure chargeable to Revenue e e e 324,000
() Add Credits for Supervision and Profit on War Manufactures 1,000
325,000
Less— )
(4) Expenditure on Work for Government charged to Revenue
—e.g., Small Works under £10; alterations, &c., to
Rolling Btock for the Military Authorities e e eeeee
(e) For additions to Relling Stock in servme, srrived at in the
prescribed manner ... - 6,089
N Additional Expenditure for Abnormal Wear and Tear 1,000
@ Additional Cost of Rolling Stock purchased ... 3,000
' —_— 10,089
314,911
()] Less 10 per cent. (amved at in the preacnbed manner) to reduce
. to the 1913 cost.. .. ce - e 31,491
Expenditure in 1915 adjusted for comparison with the year 1913 283,420
§ The above process to be applied in the case of each of the
3 Bections of Abstract “ B ™ separately. The resulting
figures to be totalled thus :— B (1) 283,420
B(2 ...
B3 ...

' —_— 283,420
()  §Total of Abstract “B” (1), (2) and (3), year 1913, as per
printed Accounts, exclusive of the Engine Power item in

the cese of “ B (1) — B (1) 442,000
B2 ...
B8 ...
—_— 442,000
Arrears of Work subject to addition of 12} per cent. ... ... 158,680
Add 12} per cent. 19,822
Amount chargeable for Arrears of Work 178,462
(9  § Less Amount transferred to credit Depreciation ¥und or
Buspense Account year 1915 :— B (1)’ 45,680
B2 ...
B(3 ... 45,680
Net amount to be claimed for Arrears of Work, Abstract “ B ”
(), (2) snd (3) . - . . £132,722

Nore—Abstracts “ B ” (2) and (3) have not been dealt with.
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PROOF OF RESULT OF APPLICATION OF FORMULA.

ARREARS OF RENEWALS.

Amount charged for Renewals in 1913 :—
Expenditure . -
Transfer .

Expenditure in 1915 :—
Engines purchased
Less additional cost as per Clause 4 (g)

Expenditure in Company’s Shops

Less 10 per cent. for increased cost as
per Clanse 4 (g) .

Less for 20 additional Englnes a8 per
Clause 4 (e)

ARBEARE OF REPAIRS.

Expenditure in 1913 :—
Superintendence e
Repairs and Partial Renewals ...
Workshop Expenses

Expenditure in 1915 :—
Superintendence
Repairs and Partial Renewals ..
Workshop Expenses

Less for Abnormal Wear and Tear as
per Clause £ {f) -

Less 10 per cent. for incressed cost as
per Clause 4 (g)

Less for Repau-s of additional Stock as
per Clause 4 (e) -

Arrears of Repairs and Renewals
Add 12} per cent. -

15,000
3,000

70,000
30,000

12,000
50,000

62,000
6,200
55,800
1,480

- 12,000
270,000
60,000

10,000
200,000
50,000
260,000
1,000
259,000

25,900

233,100
4,000

100,000

54,820

342,000

299100

Less Amount transferred to credit of Depreciation Fund—Year 1915

Arm;unt of Claim

(B 16959)

45,680

112,900

158,580

19,822

178,402

45,680

£132,722
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ARREARS OF MAINTENANCE AND RENEWAL WORK.
AnsTRACTS “ A,” “B" (1), (2) and (3).

Method to be adopted by each Company for arriving at the allowance for increased rates of Wages and
priced of Materials referred to in Clause 4 (g) of the Instructions appended to Circular Letter No. 483.

- ABSTRACT “AY
Waaes.

(i) Year 1915 as compared with Year 1913,

(@) Each Company to select in the year 1915 one week prior to the introduction of the War Bonus
in February, 1915, and one week in each of the three remaining quarters of the year (the
corresponding weeks being taken for the year 1913), so as to comprise within each period
any variation which may have arisen eitherin 1913 or in 1915 in the rates of pay, piece-work
allowances, overtime allowances, or War Bonus payments (Non-Conciliation grades) charged
to Abstract * A.”

(6) Each Company to ascertain the total actusl days or hours worked by employees in the grades
engaged in Maintenance and Renewal Work and mainly chargeable to Abstract “ A,” in
each of the selected weeks in 1915, and in the corresponding weeks in 1913—whether at
ordinary, piece-work or overtime rates—together with the total amount of earnings paid
to the employees in respect of suck days or hours.

{¢) The total earnings for each selected week to be divided by the total days or hours actually worked
for the same week. This will give for each of the four weeks in both years the average daily
or hourly wages cost. The average rates per day or per hour to be calculated to not less than
three places of decimals.

(d) The average daily or hourly wages cost for each of the four selected weeks in each year to be
multiplied by the number of weeks within the period represented by that week as defined
in Clause {a) above, and the total of the four resulting figures for each year when divided by
52 will give the comparison of the average daily or hourly wages cost in the two years, and
the inerease which is to be expressed in the terms of & percentage of the 1915 average.

The percentage increase so ascertained to be applied to the total amount of the wages
paid in the year 1915 in connection with Abstract “ A,” and the 1916 figures so modified
will be “ the wages cost of work carried out in 1915 at the 1913 rates of wages " referred to
in Clause 4 (g) of the Instructions.

(ii) Period 5th August to 31st December, 1914, as compared with Corresponding Period of 1913.
A comparison of the average dsily or hourly wages cost to be made by the same method as for the
year 1915, based on the figures for one week in the period Gth August to 31st December, the
week to be the same as that taken in the last quarter of the year for the purpose of the 1915-
1913 comparieon.

MATERIALS. :
(i) Year 1915 as compared with Year 1913.

(o) In determining the minimum of 80 per cent. (in value) referred to in the Instructions, the gross
debit for the materials issued and used at the actual issue prices —i.e., before taking credit
for scrap materials returned—should be adopted as the basis for the total value of the materials
mainly charged to Abstract “ A,” divided into the following groups :—

(1) Permanent Way Materials (including Electric Track Equipment).

(2) Bignal and Telegraph Materials.

(3) SBundry Materials-—Stations, Buildings, Roads and Bridges and all other Materials
not coming under (1) or (2).

(8) The actusl quantities issued and used of the Materials, mainly chargeable to Abstract™* A,”
selected to represent the 80 per cent. in the year 1915, and the cost thereof in 1915 at actual
issue prices, to be tabulated in detail for each of the three groups referred to under (a), and
compared in the total with the cost for similar quantities at the 1913-issue prices, the net
increase 8¢ ascertained to be expressed as s percentage of the 1915 cost.

The percentage increase so ascertained to be deducted from the cost of all mhaterials used
in 1915 and charged to Abstract “A,” which will give ““ the cost at 1913.prices, of Materials
used in Maintenance and Renewal Work carried out in 1915 * referred to in Clause 4 (9)

of the Instructions. .

(1) Period 5th August to 318t December, 1914, as compared with Corresponding Period of 1913.
An exsactly similar procedure to that adopted for 1915-1913 to be applied in the case of the Materials
issued and used in the period from 5th August to 31st December, 1914. If the figures disclose
a net decrease as compared with the corresponding period of 1913, the percentage to be added
to the cost of all materials used, and charged to Abstract “ A,” in the period 5th August to
31st December, 1914,
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ABSTRACTS “B ¥ (1), (2) a~D (3).
Waaes,
(i) Year 1915 as compared with Year 1913.

{a) Each Company to select in the year 1915 one week prior to the introduction of the War Bonus
in February, 1915, and one week in each of the three remaining quarters of the year (the
corresponding weeka being taken for the year 1913), so a8 to comprise within each period any
variation which may have arigen either in 1913 or in 1915 in the rates of pay, piece-work
allowances, overtime allowances, or War Bonus paymenta,

(5) Each Company to ascertain the total actual hours worked by employees in the grades engaged
in Maintenance and Renewal Work and mainly chargeable to Abstracts *“ B (1), (2) and
{3), in each of the selected W¥eeks in 1915, and in the clrresponding weeks in 1913—whether
at ordinary, piece-work or overtime rates—together with the total amount of earnings. paid
to the employees in respect of such hours.  Each section of Abstract ‘* B ” to he separately
dealt with as provided in the Instructions. . T

{(¢) The total earnings for each selected week to be divided by the total hours actuslly worked for
the same week. This will give for each of the four weeks in both years the average hourly
wages cost. The average rates per hour to be calculated to not less than three places of
decimals, .

(d) The average hourly wages ocost for each of the four selected weeks in each year to be multiplied
by the number of weeks within the period represented by that week as defined in Clause ()
above, and the total of the four resulting figures for each year when divided by 52 will give
the comparison of the average hourly wages cost in the two years, and the increase which
is to be expressed in the terms of a percentage of the 1915 average.

The percentage increase so sscertained to be applied to the * Wages ” items shown under the
headings * Complete Renewals ** and * Repairs and Partial Renewals " in Abstracts “ B *
(1), (2} and (3) respectively, for the year 1915, and the 1915 figlres so modified will be * the
wages cost of work carried out in 1915 at the 1913 rates of Wages " referred to in Clause 4 {g)
of the Instructions. ‘ -

(i) Period Bth August to 31st December, 1814, as compared with Corresponding Period of 1913.
A comparicon of the average hourly wages cost to be made by the same method as for the year
1915, based on the figures for one week in the period 5th August to 31st December—the week
to be the same as that taken in the last quarter of the year for the purpose of the 1915-1913
comparison.

MATERIALS.
(i) Year 1915 as compared with Year 1913,
{a) In determining the minimum of 80 per cent. (in value), referred to in the Instructions, the gross
" debit for the materials issued and used at the actual issue prices—i.e., before taking credit
for scrap materials returned—should be adopted as the basis for the total value of the materials
mainly charged under the headings “ Complete Renewals ” and ** Repaira and Partial
Renewals ” in Abstracts *“ B ** (1), (2) and (3) respectively.
(5) The actual quantities issued and used of the Materials mainly chargeable to Abstracts “ B ”
(1), {2) and (3) respectively, aelected to represent the 80 per cent. in the year 1915, and the
cost thereof in 1915 at actual issue prices, to be tabulated in detail, and compared in the total
with the cost for similar quantities at the 1913 issue prices, the net increase so ascertained
to be expressed as a percentage of the 1915 coss. X .
The percentage increase so ascertained to be deducted from the charge for * Materials ”
under the headings ** Complete Renewals ” and *‘ Repairs and Partial Renewals " in Abatracts
“ B (1), (2) and (3) respectively, in the year 1915, which will give * the cost at 1913 prices
of materials used in Maintenance and Renewal Work carried out in 19156 ” referred to in
Clause 4 (g) of the Instructions. . :

(ii) Period 5th August to 31st December, 1914, as compared m'th‘Cowesponding Period of 1913.

An exactly similar procedure to that adopted for 1915-1913 to be applied in the case of Materials
issued and used in the period from 5th August to 31st December, 1914, If the figures disclose
& net decrease as compared with the corresponding period of 1913, the percentage to be added
to the charge for ** Materials ”* under the headings ** Complete Renewals ” and ** Repairs and
Partial Renewals "’ in Abstracts “ B (1), (2) and (3) respectively, in the period 5th Auguat
to 3lst Decembes, 1914.

(816959) E 4
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(66)
RAILWAY EXECUTIVE COMMITTEE.
Arrears of Maintenance and Renewal Work.
ABsTrRACTS “A” AND “B” (1), (2) and (3). Year 1916.
Issued to the Railway Companies on the 12th June, 1918 and known as the GREEN BOOK.

Percentage Addition. _

1. With reference to Clause 1 of the Appendix to Circular Letter No. 483 of 25th
January, 1916 (hereinafter referred to as the Yellow Book), the Government have agreed
that the Arrears of Maintenance and Renewal Work, Abstracts ““ A’ and “ B,” as at the
31st December, 1916, arrived at as set out in these Instructions, may be increased by the
addition of 15 per cent. on account of the increased outlay which may have to be incurred
when the Arrears of Work have ultimately to be carried out.

New Lines opened and Additions to Rolling Stock in Service.

2. (a) With reference to Clause 4 (¢) of the Yellow Book : as a result of the agreed
interpretation of Clause 4 of the Memorandum of Instructions (vide Circular Letter No. 686),
all Companies, whether “ programme ” or “ non-programme,’”” will be entitled to &n
allowance in respect of the renewal of New Lines opened and additions to Rolling Stock
in service, as indicated in Circular Letter No. 686. The amount so arrived at must be
increased by a percentage to bring it up to 1916 rates of wages and prices of materials
as provided in Clause 4 (e) referred to.

() In view of the fact that the relative statistical returns have not been published
for the year 19186, it will be necessary to submit to the Investigators such returns duly
certified by the responsible officer concerned.

Reduction in Numbers of Rolling Stock in Service.

3. In the event of the number of Locomotives, Carriages, or Wagons respectively, in
gervice at the 31st December, 1918, being less than the number in service at the 31st
December, 1913, the expenditure during the year 1916 must be increased by an amount
arrived at as follows, unless it can be shown that the capacity or first cost of the Loco-
motives, Carriages, or Wagons respectively, in service at the 31st December, 1918, is not .
less than the capacity or first cost of the vehicles existing at the end of 1913 :(—

() RENEwWALS.—In the case of * programme ’ Companies—i.e., Companies who
provide for Renewals (Complete or Partial) on a fixed basis—the amount, if
any, must be calculated in accordance with the usual practice of the Com-
panies, increased by a E;arcentage to bring it ug to the 1916 rates of wages and
prices of materials. the case of other Companies, the Company must
satisfy the Investigators that the amount dealt with is reasonable having
regard to all the circumstances.

(6) RepaIrs.—In the case of “ programme '’ Companies who provide on a fixed basis
for repairs as well as renewals, the amount, if any, must be. calculated in
accordance with the usual practice of the Companies, increased by a percentage
to bring it up to the 1918 rates of wages and prices of materials. In the case
of Companies who do not provide for repairs on a fixed basis, the amount is
to be based upon the unit cost of repairs for the year 1913, arrived at as set
out in sub-section (ii) of Clause 4 () of the Yellow Book.

Rolling Stock built or repaired otherwise than in the Companies’ Workshops.

4. With reference to the note to Clause 4 (g), (page &) of the Yellow Book, a deduction
similar to that authorised in connection with Rolling Stock ]éurchased must be made from
the 1916 figures in respect of the additional cost of Rolling Stock repaired otherwise than
in the Companies’ Workshops which under ordinary circumstances would have been
repaired in the Companies’ Workshops. Inarriving at the deductions in respect of Rolling
Stock so built or repaired outside, the amount paid in respect of such work must be put
in relation to the cost which would have been incurred in doing the work in the Companies’
Workshops at 1916 rates of wages and prices of materials, including a due allowance for
workshop expenses. '
Additional Renewal or Depreciated Provisions other than in respect of New Lines and/or

Rolling Stock.

5. The amount allowed to a Company through Abstracts ““ A and “B ™ (1), (2)
and (3) in the Account of the Net Receipts, by way of & renewal or depreciation provision,
in excess of, or additional to, the 1913 provision, in respect of works or equipment other
than Permanent Way and/or Rolling Stock, should be dealt with as a deduction on the
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same lines as those adopted in the case of “ New Lines Opened "’ and additions to “ Rolling.
Stock in Service (vide Clause 2 (a) hereof).

Special |Expenditure sncurved in the Lifting and Restoration of Permanent Way due to
Shortage of Materials.

6. In cases where a Company, owing to the shortage of materials, has lifted rails, etc.,
from a line which would not otherwise have been disturbed, for use on a more important
section of line, the cost incurred in such lifting operations may be deducted from the
expenditure in arriving at the claim for Arrears of Maintenance, together with the labour
cost incurred in the restoration of the former line. In the event of the restoration not
having been effected prior to the end of the period of Control, the estimated cost of the
labour to be expended in conmnection with such restoration should be claimed specially
from the Government.

Transfers to or from Depreciation Funds or Suspense Accounts.

7. The net amounts shown in the Abstracts for 1916 under the heading of “ Transfer
to or from Depreciation Fund or Suspense Account ” must be deducted from or added
to the “ Amount Chargeable for Axrears of Work,” as provided in the Formulsee—i.e., the
net amount transferred to the credit of Depreciation KFunds or Suspense Accounts would
be a deduction from the Arrears, and the net amount transferred from Depreciation Funds
or Suspense Acoounts to the credit of the Abstract would be an addition to the Arrears.

J Joint Lines. -
_ 8. (@) The wages percentage for Abstract “ A ’’ in the case of J Joint Lines main-
tained by one or more of the owning or leasing Companies to be arrived at as follows :—

() If wholly maintained by one Company the wages percentage arrived at by such

... .. Company for its own line to be adopted. :

(1) If maintained by two or more Companies, the wages percentages of such Com-
panies to be combined on the basis of the wages incurred in respect of the
J Joint Line Maintenance under the supervision of, or charged by, the respective
maintaining Companies.

(6) The materials percentage for Abstract ““ A *’ to be ascertained in the case of each
J Joint Line in accordance with these Instructions. .

Alowance for Increased Rates of Wages. Year 1916 s compared with 1913. Abstract *“ A.”
. 9. (a) Each Company to select in the year 1916 four weeks (no more and no less), one
in each quarter. These weeks should, so far as possible, correspond with those selected in
tl{e case of the year 1915, and in the event of there being any variation, the Investigators
will require to be satisfied as to the circumstances under which such variation has been made.
The periods in 1916 represented by the selected weeks must be fixed so as to comprise
within each such period any variation which may have arisen in the rates of pay per
hour, piece-work “allowances, overtime allowances, or War Bonus payments (Non-
Conciliation grades) charged to Abstract ““ A.”

(b) Each Company to ascertain the total actual days or hours worked by employees
whose wages are mainly chargeable to Abstract *“ A,” in each of the selected weeks in 1916,
whether at ordinary, piece-work or overtime rates, together with the total amount of
earnings paid to the employees in respect of such days or hours (excluding Conciliation
War Bonus).

. (0) The total earnings for each selected week to be divided by the total days or hours
actually worked for the same week. This will give for each of the four weeks the average
daily or hourly wages cost.. The average rates per day or hour to be calculated to not
leas than three places of decimals.

(d) The average daily or hourly wages cost for each of the four selected weeks to be
multiplied by the number of weeks within the period represented by that week as defined
in Section (a) of this Clause, and the total of the four resulting figures when divided by 52
will ﬂv_e the average daily or hourly wages cost in the year 1916, which must be placed
lu relation to the average daily or hourly wages cost in 1913 ascertained for the purpose
of the 1915 Arrears Statement. The increase shown to be expessed in the terms of a
percentage of the 1916 average.

.. The percentage increase so ascertained to be apgh'ed to the total amount of the wages
paid in the year 1916 in connection with Abstract * A * and the 1916 figures so modified
will be “ the wages cost of work carried out in 1916 at the 1913 rates of wages ' referred
to 1n Clause 4 (g) of the Yellow Book.,



74

Allowance for Increased Prices of Materials. Year 1916 as compared with 1913, Abstract
£t A.Q,

~ 10. (@) In determining the minimum of 80 per cent. (in value referred to in the
Yellow Book the gross debit for the materials issued and used at the actual issue prices—
i.e., before taking credit for the amount dealt with in respect of scrap materials returned—
should be adopted as the basis for the total value of the materials mainly charged to
Abstract “ A.” 8o far as possible the materials selected for the year 1916 should
correspond with the materials selected in the case of 1915 Arrears Statement.

(b) The actual quantities of the materials issued and used mainly chargeable to
Abstract “ A,” selected to represent the 80 per cent. in the year 1916, and the cost thereof
‘in 1916 at actual issue prices, to be tabulated in detail and compared in the total with the
cost for similar quantities at the 1913 issue prices, the net increase so ascertdined to be
expressed as a percentage of the 1916 cost.

The percentage increase so ascertained to be applied to the cost of all material used
in 1916 and charged to Abstract ““ A,” after taking credit for the amount dealt with in
respect of scrap materials returned, which will give “ the cost at 1913 prices of materials
use in Maintenance and Renewal Work carried out in 1916,” referred to in Clause 4 (¢)
of the Yellow Book.

{In ascertaining the amounts included in Abstract “ A ”’ in the year 1916 for ““ Wages ”
and “ Materials ” respectively, amounts paid to Contractors for work done to be
excluded from the respective items unless it has been the practice of the Company
to make an actual allocation of such amounts to the two headings.)

Allowance. for Increased Rates of Wages. Year 1816 as compared with 1913. Abstract
“B” (1), (2) and (3). :

11. (o) Each Company to select in the year 1918, four weeks (no more and no less),
one in each quarter. These weeks should, so far as possible, correspond with those selected
in the case of the year 1915, and in the event of there being any variation, the Investigators
will require to be satisfied as to the circumstances under which such variation has been
made. The periods in 1916 represented by the selected weeks must be fixed so as to
comprise within each such period any variation which may have arisen in the rates of pay
per hour, piece-work allowances, overtime allowances, or War Bonus payments. _

(b) Each Company to ascertain the total actual hours worked by employees whose
wages are mainly chargeable to Abstract “ B ” (1), (2) and (3), in each of the selected weeks
in 1916, whether at ordinary, piece-work or overtime rates, together with the total amount
of earnings paid to the empﬁ)yees in respect of such hours. Each section of Abstract
“B " to be dealt with separately as provided in the Yellow Book.

(¢c) The total earnings for each selected week to be divided by the total hours actually
worked for the same week. This will give for each of the four weeks the average hourly
‘Wages (I:ost. The average rates per hour to be calculated to not less than three places of
decimals,

(@) The average hourly wages cost for each of the four selected weeks to be multiplied
by the number of weeks within the period represented by that week as defined in section
(@) of this Clause, and the total of the four resulting figures when divided by 52 will give
the average hourly wages cost in 1916, which must be placed in relation to the average
hourly wages cost in 1913, ascertained for the purpose of the 1915 Arrears Statements.
The increase shown to be expressed in the terms of a percentage of the 1916 average.

The percentage increase so ascertained to be applied to the “ Wages ” items shown
under the headings “ Complete Renewals”” and “ Repairs and Partial Renewals” in
Abstract “ B ” (1), (2) and (3) respectively, for the year 1916, and the 1916 figures so
modified will be * the wages cost of work carried out in 1916 at the 1913 rates of wages ”
referred to in Clause 4 (g) of the Yellow Book.

Allowance for Increased Prices of Materials. Year 1918 as compared with 1913. Abstracts
“B*¥ (1), (2) and (3). . _
~ 12. (@) In determining the minimum of 80 per cent. (in value), referred to in the
Instructions, the gross debit for the materials issued and used at the actual issue prices—
w.¢. before taking credit for the amount dealt with in respect of scrap materials returned—
should be adopted as the basis for the total value of the materials mainly charged under
the headings “ Complete Renewals ”” and “ Repairs and Partial Renewals ” in Abstract
“B” (1), (2) and (3) respectively. So far as possible the materials selected for the year
1916 should correspond with the materials selected in the case of the 1915 Arrears
Statements. :
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.(0) The actual quantities of the materials issued and used mainly chargeable to
Abstract “ B (1), (2) and (3) respectively, selected to represent the 80 per cent. in the year
1916, and the cost thereof in 1918 at actual issue prices, to be tabulated in detail and
compared in the total with the cost for similar quantities at the 1913 issue prices, the
net Increase so ascertained to be expressed as a percentage of the 1916 cost. -

The percentage increase so ascertained to be applied to the charge for * Materials,”
under the headings ‘“ Complete Renewals ” and * Repairs and Partial Renewals” in
Abstract “ B ” (1), (2) and (3) respectively, in the year 1916, which will give “ the cost at
1913 prices of materials used in Maifitenance and. Renewal Work carried out in 1916
referred to in Clause 4 (g) of the Yellow Book.

Percentages. '
13. The percentages arrived at under the foregoing paragraphs to be worked out to
three places of decimals.

Submission of Final Claims. |

14, With reference to the second paragraph of Clause 6 of the Yellow Book, it must
be noted that all Companies are required to compile a statement in the form provided, in
respect of the year 1916, and that no Company will be entitled to retain or receive any
amount in respect of Arrears of Maintenance to the 31st December, 1916, unless the state-
ment shows that there are Arrears of Work for the whole period from 5th August, 1914,
to the 31st December, 1916. Those Companies therefore making a claim in respect of
either Abstract for the year 1916 must reduce the amount so claimed by the net excess,
if any, shown in the statements rendered in respect of that Abstract for the period 5th
Angust to 31st December, 1914, and the year 1915, respectively. Similarly, those Companies
who show an excess of work in either Abstract for the year 1916 will be required to refund
the amount of such excess, with the proviso that the amount so refunded shall not exceed
the amount received by the Company in respect of that Abstract for Arrears of Maintenance
to the 31st December, 1915.

Formule. -

15. Appended hereto are formulze showing the manner in which the amount of arrears
or excess of work at the 31st December, 1918, 18 to be arrived at. It will be noted that in
ascertaining the net arrears or excess of work as at that date, the arrears or excess of work
produced by the formule for each of the three periods—viz., 5th August to 31st December,
1914, year 1915 and year 1816—must be combined before the addition of any percentage.

General,

16. In all other respects the Instructions contained in the Yellow Book are to be
strictly followed.
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APPENDIX (vide Clause 15).

FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWA.L OF WAY

AND WORKS—YEAR 1916.
ABsTRACT “ A.”

Total Expenditure under all headings in Abstract “ A,” exchusive of Tra.mlfers to
{or from) Depreciation Fund or Suspense Account—Year 1916 -
Add Credits for supervision charged to the Government

Less—

Expenditure on Work for Government chsrged to Revenue—e g Small Works
under £10 . e "

For New Lines opened, armved at in the preacnbed roanner

For Renewals and Depreciation of additional works or equipment other than
Permanent Way . . .

Additional Expenditure for Abnormal Wear ‘and Tear ...

Special Expenditure for hftmg and restoration of Permanent Wa.y due to shorba.ge
of materials

Less  per cent. {arrived at in the prescribed manner) tp reduce to the 1913 cost

Expenditure in 1916 adjusted for comparison with the year 1913
Total of Abstract “ A,” year 1913, as per printed Accounts ...

Arrears of Work, yvear 1916
Add (or Deduct)—
Arrears (or excess) of work (before addition of 12} per cent. ), Gth ‘August to
31ist December, 1914 ..
Year 1915

Arrears of Work to 31st December, 1916, subject to addition of 15 per cent.
Add 15 per cent.., .- .-

Amount chargeable for Arrears of Work to 31st December, 1916
Deduct (or Addy—
Amount ftransferred to crecht or debit of Depreciation Fund or Suspense
Account :—
*5th August to 31st December, 1914
*Year 1915 . ;
Year 1916
Amount claimed in respect ‘of Arrests of Malntenance, bth August 1914
to 31st December, 1915 ee .

Net amount to be claimed for Arrears of Work, Abstract * A" to 3lst
December, 1916 .- . .

......

......

......

......

......

------

*To be the amounts dealt with as “ Transferred to eredit of Deprecistion Fund or Suspense Acnounr '

at the foos of the Arrears of Maintenance Statements for the respective periods.
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF ROLLING
STOCK—YEAR 1916.

AnstRACT “B " (1), (2) AND (3).

Total Expenditure under all headings in Abstract, exclusive of Transfer to (or

from) Depreciation Fund or Suspense Acoount and of the Engme Power

item in *“ B (1)—Year 1916 e .- .
Add—

Credits for Supervision and Profit on War Manufacturers e mre eer wesens

For reduction in Rolling Stock in Service, arrived at in the prescnbed manner ...

-----

Leso—
Expenditure on Work for Government charged to Revenue—e.g., Small Works
under £10; Alterations to Rolling Stock for the Military Authorities ...  ......
For additions to Rolling Stock in service, arrived at in the prescribed manner.
For Renewals and Depreciation of additional equipment other than Rolling Stock ...
Additiona]l Expenditure for Abnormal Wear and Tear ... v s
Additional Cost oi Rolling Stock purchased from or repaired by outside frms ... ...

......

Less  per cent. (arrived at in the prescribed manner) to reduce to the 1913 cost ... ' ceern
Expenditure in 1916 adjusted for comparison with the year 1913 .., £

The above process to be applied in the case of each of the 3 Sections of
Abstract * B ” geparately. The resulting figures to be totalled thus —
B{) ...
B(2) ..
B3 ... .
Total of Abstracts “ B " (1), (2) and (3), year 1913, as per printed Accounts,
exclusive of the Engine Power item in the caae of B ) — B
1 e
B@ ...
B3 ...

Arrears of Work, year 1916 ... ol - e
Add (or Deduct)—
Arrears (or excess) of work (before addition of 12} per cent. ), 5th August to
31st December, 1914 .. ver e e e e e eer eerees
Year 1915 ... - . . .

Arrears of Work to 31st December, 1916. subject to addition of 15 per cent. = ...
Add 15 per cent... .- e

Amount chargeable for Arrears of Work to 31st December, 1916 ... - diea
Deduct (or Addy—
Amount transferred to credit or debit of Depreciation Fund or Suspense
Agccount, *“ B ” (1), (2) and (3) combined

*5th August to 3lat Deeember, 1914 .. ver eeeaes

*Year 1915 .- v aeees

Year 1916 ch e e e e e e e aeeens
Amount claimed in respect of Arrears of antena.nce, 5th Auguat 1914

to 3lat December, 1915 e e e eee e e e

Net amount to be claimed for Arrears of Work, Abstract “B "’ (1), (2) and £
(3), to 31st December, 1916 .

*To be.the amount dealt with as * Transferred to credit of Depreciation Fund or Suspense Aecount ™
at the foot of the Arrears of Maintenance Statements for the respective periods.
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(67)

Accountants’ SusB-COMMITTEE,
¢cfo Ramway ExEcuTIvR COMMITTEE,
16, GREAT GEORGE STREET, WESTMINSTER, S.W.

5th November, 1918,
Dear Sir,
ARREARS OF MAINTENANCE AND RENEWAL WoORK. ABSTRACTS “A” AND“B?”
(1), (2) anp (3).

I have the pleasure to send you herewith a copy of the Instructions relating to the
preparation of the Arrears of Maintenance claims for the year 1917 and subsequently, which
1t is proposed to issue to the controlled Railway Companies, together with a copy of the
covering Circular Letter which will accompany the document.

 Will you be good enough to give the matter your consideration and advise me, as early
as possible, whether you have any questions to raise in connection therewith.

Yours faithfully,
(Signed) J. CHAS. ISAAC,
. - Chatrman.
A. W. Wyon, Esq.,
3, Frederick’s Place,
- Old Jewry, E.C.

(Enclosure No. 1 in Railway Executive Committee letter of Bth Novembber, 1918, consisted of s copy of
the document printed at No. 70 below.) .

(Enclosure No. 2 in Railway Executive Comvmittee letler of 5th November, 1918).

Draft Circular Letter.
Rarway Execurive COMMITTEE,

35, PARLIAMENT STREET, S.W.
Dear Sir,

ARREARS OF MAINTENANCE AND RENEWAL WoRE. ABSTRACTS “A” AND “B”
(1), (2) anND (3).

I have the pleasure to send you herewith the Instructions relating to the preparation
of the Statements in respect of Arrears of Maintenance and Renewal Work—Abstracts
“-A” and “B” (1), (2) and (3) as from and including the year 1917. These Instructions
_ consolidate all the provisions contained in the documents issued with Circular Letters No.
483 (Yellow Book*), No. 536 (Heliotrope Bookt) and No. 1400 (Green Book}), so far as such
provisions are now applicable, and the three documents named are hereby cancelled so
far as the year 1917 and subsequent periods are concerned. o

With regard to Clauses Nos. 16 and 17 of the Instructions, the prescribed number of
weeks for the year 1917 is 5 (five) for Abstract “ A’ and 4 (four) for Abstract “ B > (1),
(2) and (3). So far as the latter Abstract is concerned the payment of the additional
12} per cent. in the case of shopworkers made in the year 1918, but operating as from Octo-
ber, 1917, should be ignored in compiling the Arrears Statements for 1917, the intention
being to make a special provision for the item in the Arrears Statements for the year 1918.

Will you please take steps to prepare statements for the year 1917 in accordance with
the Instructions appended hereto, on &e lines adopted for previous Arrears Claims, whether
your Company has a claim for Arrears of Maintenance or not, and render the formul only
by 31st December next to 16, Great George Street, Westminster, S.W. 1., before being
investigated, in order that the Government may be approached with the object of obtaining
a further payment on account to the end of 1917. e complete statements will be investa-
gated subsequently by Investigators from the Company appointed to examine your account
of the net receipts, ,

Please acknowledge receipt.

The General Manager,
Railway.
* Document No. 84.

+ Document No. 65,
t Document No. 66.
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(68)

Price, WarereoUsE & Co.,
3, FREDERICK’S PLACE,
OLp Jewry, E.C.

12th November, 1918.
Dear Mr. Isaac,
ARREARS OF MAINTENANCE AND RENEWAL,_ 1917.

I am in receipt of your letter of, the 5th instant and have examined the draft of the
instructions proposed to be issued and have no comments to make thereon. ‘
I do not understand the reference in the enclosing circular letter to the additional 12}
per cent. paid in the case of shopworkers. ;
Will you kindly explain to what it relates ? -
Yours truly, .
(Signed) ALBERT W. WYON
J. C. Isaac, Esq.,

Chairman, Accountants’ Sub-Committee,
c¢/o Railway Executive Committee,
16, Great George Street, S.W.

(69)

AccounTants’ SUB-COMMITTEE,
¢/o Rartway Execumve COMMITTEE,
' 16, GrEAT GEORGE STREET, S.W.
19th November, 1918.
Dear Sir, - _ .
ARREARS OF MAINTENANCE AND RENEWAL WORK. YEAR 1917.

I am obliged for your letter of the 12th instant, and with regard to the second para-
graph thereof the additional 12} per cent. referred to in the covering Circular Letter is a
bonus on earnings granted to shopworkers in lieu of War Bonus in January, 1918, dating
back to Qctober, 1917. It will therefore be seen that the 1918 accounts include an amount
in respect of the year 1917, and it is proposed to deal with the matter in 1918 by means of a
special deduction in the formule. : :

The paragraph is inserted in the Circular Letter in order that Companies may not
endeavour to deal with the retrospective payment in the 1917 Arrears of Maintenance

claims.
Yours faithfully,

(Swned) J. CHAS. ISAAC,
Charrman.
A. W. Wyon, Esq.,
3, Frederick’s Place,
Old Jewry, E.C.
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(70)
Arrears of Maintenance and Renewal Work.
ABsTRACTS “ A" AND “B” (1), (2) AND (3).
Issued to the Railway Companies on 18th December, 1918, and known as the BROWN BOOK.

General. : :

1. The Executive Committee have obtained the assent of the Government to payments
on account in respect of the ultimate cost of carrying out the arrears of repairs and renewals
arising during the Government control period, so far as Abstracts “X ” and “B” are
concerned. The Government have further agreed that an addition of 15 per cent. may
be made to the Arrears, arrived at as set out in these Instructions, on account of the

increased outlay which may have to be incurred when the arrears of work are ultimately
carried out.

Basis of the Claim. _

2. Separate claims for arrears must be made in respect of Abstract A *’ and Abstract
“B,” but the three sections (1),(2) and (3) of Abstract “B’’ are to be treated as one Abstract
and dealt with as a whole. Each claim must be based on the amount by which the
expenditure in the Government control period falls short of the total of the Abstract for
the year 1913, after making such allowances as are provided for in these Instructions,

Formula for arriving at Claims,

3. The rules to be observed in making up claims are set out herein (Clauses 4 to 25),
and in the Appendix hereto will be found formule showing in detail the manner of arriving
at the arrears of work. Those Companies whose circumstances render it necessary for
them to make a claim under “ B ”* (1), (2) and (3), must do so for the three sections as a whole,
and the expenditure in the control period in the separate sections, arrived at as indicated
in the formula, must be added together and placed in relation to the total of the three
sections of Abstract ““ B for the year 1913.

Expenditure during Control Period.

4. The actual expenditure incurred under all the headings in thé Abstracts arrived
al in accordance with the Memorandum of Instructions, but exclusive of the transfer to
(or from) Depreciation Fund or SusPense Account, and of the item “ Engine Power supplied
to and by the Company (balance) ** in the case of “ B ”’ (1), is to be the commencing figure
in each formuyla. :

Credits for Supervision, &c., War Manufactures, &c., Accounts.

5. Any credits for () supervision charged to the Government in respect of War
Manufactures, &c., and (b) supervision and profit charged to Armament Firms, must be
added to the expenditure. '

Expenditure on Government Work charged to Revenue Expenditure.

6. Any amounts included in the revenue expenditure for work done for the Government
—¢.g., " Sundry small works for the Government” (vide Instruction No. 294), special
alterations, &c., to rolling stock necessary for the purpose of conveying Naval and Military
Traffic, &c.—must be deducted therefrom.

New Lines opened and Additions to Rolling Stock in Service. .

7. The amount presumed to be included in the expenditure in respect of repairs and
renewals of additional length of line or additions to Rolling Stock in service, as compared
with the year 1913 (and, therefore, to be deducted from such expenditure in comparing
it with the expenditure of the year 1913 for the purpose of determining the arrears of
maintenance in terms of money), is to be arrived at as follows :—

(2) RENEWALS.—The amount to which the Company is entitled under the
provisions of the agreed interpretation of Clause 4 of the Memorandum of Instructions
(vide Circular Letter No. 686) must be adopted, increased by & percentage to bring
it up to the rates of wages and prices of materials of the control period under review.

(b) RePaTRs.—In the case of *“ Programme * Companies, who provide on a fixed
basis for repairs as well as renewals, the amount must be calculated in accordance
with the usual practice of the Companies, increased by a percentage to bring it up
to the rates of wages and prices of materials of the control period under review. In
the case of Companies who do not provide for repairs on a'fixed basis, the amount
is to be based upon the unit cost of repairs for the year 1913. The unit cost of repairs
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to be arrived at by dividing the expenditure shown under the undermentioned headings
in the published accounts for the year 1913 by the number of the relative units as
given in the Statistical Returns for that year, and such unit costs are to be multiplied
by the number of additional units in each case, the resulting figure to be increased
by a percentage to bring it up to the rates of wages and prices of materials of the
control period under rewew.
AsmstrACT ¢ A',I,{ 18
Repairs of Running Lines and Sidings. . . .
‘Mall)ntenance of Siggnalling. ‘e o U?;ngz g}gilles mile -of Track,
Maintenance of Telegraphs. : g gs:
AssTRACT “B..
(1) Locomotives.

Repairs and Partial Renewals. Unit—Per Locomotive,
(2) Carriages.
Repairs and Partial Renewals. Unit—Per Coaching Vehicle.
(3) Wagons.
Repairs and Partial Renewals. Um;‘i;—}-l?cir Merchandise and Mineral
ehicle.

In the case of a “ Programme * ('ompany whose programme covers partial as
well as complete renewals, the unit cost of repairs must be ascertained after eliminating
from the expenditure for the year 1913 the amounts expended on partial renewals.

Reduction in Mileage of Line open for Traffic.

8. In the event of the number of miles of line open for traffic having been reduced
in consequence of the taking up of lines for the purpose of sending Permanent Way materials.
to France, or otherwise, due allowance should be made in each control period for such
reduction both in respect of repairs and renewals, unless it can be shown that the circum-
stances justify the omission of such an allowance.

Reduction in Numbers of Rolling Stock in Service.

9. In the event of the number of Locomotives, Carriages or Wagons respectively, in
service at the 31st December of the year of control under review being less than the number
in service at the 31st December, 1913, the expenditure during the control year must be
increased by an amount arrived at as follows, unless it can be shown that the capacity
or first cost of the Locomotives, Carriages ox Wagons respectively in service at the 31st
December of the control year is not less than the capacity or first cost of the vehicles
existing at the end of 1913 :—

{a) RENEWALS.—In the case of “ Programme ” Companies—i.e., Companies who
provide for renewals (complete or partial) on a fixed basis—the amount, if any, must -
be calculated in accordance with the usual practice of the Companies, increased by
a percentage to bring it up to the rates of wages and prices of materials of the control
period under réview. In the case of other Companies, the Company must satisfy
the Investigators that the amount dealt with is reasonable having regard to all the
circumstances, _

(6) REPAIRS.—In the case of ““ Programme * Companies who provide on a fixed
basis for repairs as well as renewals, the amount, if any, must be calculated in
accordance with the usual practice of the Companies, increased by a percentage to
bring it up t¢ the rates of wages and prices of materials of the control period under
review. In the case of Companies who do not provide for repairs on a fixed basis,
the amount is to be based upon the unit cost of repairs for the year 1913, arrived at
as set out in section (b) of Clause 7 hereof,

Statistical Returns la and 1l of the Published Accounts and Returns.

10. With reference to the foregoing Clauses Nos. 7, 8 and 9 : in view of the fact that
Statistical Returns Ia and II have not been published since 1915 it will be necessary to
submit to the Investigators, and append to the claims, such returns, duly certified by
the responsible officer concerned. ~So far as Statistical Return Ia iz concerned, any
reductlpn in the mileage due to the taking up of Permanent Way materials for France or
otherwise should be indicated. So far as Statistical Return No. II—Rolling Stock, is
concerned, no alteration should be made in the numbers in respect of Rolling Stock on
loan to the Government for use oversess, i.e., Rolling Stock for which the Government
have made no payment, A ‘ '

(316559) F
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Rolling Stock built or repaired otherwise than in the Companies’ Workshops.

11, In the case of Rolling Stock purchased in the control period in replacement of
other vehicles, or in the case of Rolling Stock repaired by outside firms, which under ordinary
circumstances ‘would have been built or repaired in the Companies’ Workshops, the
additional cost arising from that circumstance will not be represented by the percentage
arrived at as indicated in these Instructions, and should be the subject of a separate
deduction from the expenditure of the control period under review as compared with the
expenditure of the year 1913. In arriving at this deduction, the amount paid in respect
of such work must be put in relation to the cost which would have been incurred in doing
the work in the Companies’ Workshops in the control period under review, including a due
allowance for workshop expenses. o

It must be noted that the amount included in Abstract “B” {1), (2) and (3) under
the headings of “ Wages ” and/or “ Materials ” on account of work executed by outside
firms, in respect of which a special deduction is made under this clause, should be excluded
from the headings referred to for the purpose of ascertaining the percentage increase under
 Clauses 17, 19 and 20 hereof. .

Additional Renewal or Depreciation Provisions other than in respect of New Lines and/or
Rolling Stock.

12. The amount allowed to a Company through Abstracts “A " and “B” (1), (2)
and (3) in the Government Account, by way of a renewal or depreciation provision, in excess
of, or additional to, the provision for the year 1913, in respect of works or equipment
other than Permanent Way and/or Rolling Stock, should be dealt with as a deduction
on the same lines as those adopted in the case of “ New Lines opened ” and “ Additions
to Rolling Stock in Service”’ (vide Clause 7 hereof).

Special Expenditure incurred in the lifting and restoration of Permanent Way due to
Shortage of Materials.

13. In cases where a Company, owing to the shortage of materials, has lifted rails,
&c., from a line which would not otherwise have been disturbed, for use on a more important
section of line, the cost incurred in such lifting operations may be deducted from the
expenditure in arriving at the claim for Arrears of Maintenance, together with the labour
cost incurred in the restoration of the former line. In the event of the restoration not
having been effected prior to the end of the period of control, the estimated cost of the
labour to be expended in connection with such restoration should be claimed specially
from the Government.

Additional Expenditure for Abnormal Wear and Tear.

14. Any amount included in the expenditure, representing additional costs incurred,
. a3 the result of abnormal wear and tear to which the Permanent Way or Rolling Stock
of a Company has been subjected during the control period, should be deducted from
such expenditure. Owing to the varying circumstances of the Companies, it is impossible
to stereotype a method for arriving at the deductions referred to in this paragraph. Each
Company, therefore, who makes such a deduction wiil be required to produce suﬂim.ent,
evidence, accompanied by a report from the Chief Executive Officer concerned, to satisfy
the Government Auditor that the abnormal wear and tear so deducted has taken place
and that the expenditure has been incurred during the control period in making the same
good.

Allowange for Increased Rates of Wages and Prices of Materials.

15. The deduction from the expenditure in the control period, in order to make
allowance for the difference between rates of wages and between gnces of materials in
the two periods, is to be arrived at as provided in the following Clauses, Nos. 16 to 20
inclusive. -

Increased Rates of Wages. Abstract “ A.”

16. (a) Each Company to select in the control period under review the prescribed
number of weeks. These weeks should, so far as possible, correspond with those selected
in the case of the year 1913, and in the event of there being any variation, the Investigators
will require to be satisfied as to the circumstances under which such variation has been,
made. The periods represented by the selected weeks must be fixed so as to comprise,
within each such period any variation which may have arisen in the rates of pay per hour,
piece-work allowances, overtime allowances, or War Bonus payments..
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() Each Company to ascertain the total actual daya or hours worked by emplojees
whose wages are mainly chargeable to Abstract “ A,” in each of the selected weeks, whether
at ordinary, piece-work or overtime Tates, together with the total amount of earnings paid
to the employees in respect of such days or hours. :

(¢) The total earnings for each selected week to be divided by the total days or hours
actually worked for the same week, This will give for each of the selected weeks the average
daily or hourly wages cost. The average rates per day or hour to be calculated to not less
than three placés of decimals. ' - ‘

(It should be noted that as e result of the issue of Circular Letter No. 984, which
provided for Conciliation War Bonus following the wages as from 1st January, 1917,
the amount of the Conciliation War Bonus should be included with the total earnings.)

" . (d).The -average daily or hourly wages cost for each of the selected weeks to be
multiplied by the nunber of weeks within the period represented by that week as defined
in section (a) of this Clause, and the total of the resulting figures when divided by 52 will
give the average daily or hourly wages cost for the control period under review, which
must be placed in re{emtion to the average daily or hourly wages cost in the year 1913
ascertained for the purpose of previous Arrears Statements. The increase shown to be
expressed in the terms of a percentage of the former average.

The percentage increase so ascertained to be applied to the total amount. of the wages
paid in the control Period under review in connection with Abstract *‘ A,” and the figures
so.modified will be “ the wages cost of work carried out in the control period under review
&t the rates of wages for the year 1918 *” referred to in Clause 20 hereof.

Increased Rates of "'Wages. Abstract “ B ” (1), (2) and (3). y

17. (a) Each Company to select in the control period under review the prescribed
nunmber of weeks. These weeks should, as far as possible, correspond with those sélected
ih the case of the year 1913, and in the event of there being any variation, the Investigators
will require to be:satisfied as to the circumstances under which such variation has beett
made. The periods represented by the selected weeks must be fixed so as to comprise
within each such period any variation which may have arisen in the rates of pay per hous,
picce-work allowances, overtimé allowances, or War Bonus payments. B

{5) Each Company to ascertain the total actual hours worked by employees whose
wages aTe mainly chargeable to Abstract “B ™ (1), (2) and (3), in each of selected weeks,
whether at ordinary, piece-work or overtime rates, together with the total amount of
earnings paid to the employees in respect of such hours. Bach section of Abstract “B ™
to be dealt with separately as provided herein. '

(¢) The total earnings for each selected week to be divided by the total hours actually
worked for the same week. This will give for each of the selected weeks the average
hourly ‘wages cost. The average rates per hour to be calculated to not less than three
places of decimals.: : ‘ ' B

(It should be noted that as a tesult of the issiie of Circular Letter No. 984, which

provided for Conciliation War Bonus following the wages as from 1st January, 1917,

- the amount of the Conciliation War Bonus should be included with the total earnings.)

(d) The average hourly wages cost for each of the seledted weeks to be multiplied by
the number of weeks within the period represented by'that week as defined in section
(a) of this Clause, and the total of the resulting figures when divided by 62 will give the
average hourly wages cost for the control period under review, which must be placed in
relation to the average hourly wages cost in 1913, ascertained for the purpose of previous
Arrears Statements. The increase shown to be expressed in the terms of a percentage
of the former average. : '

The percentage increase so ascertained to be applied to the “ Wages” items shown
under the headings “ Complete Renewals” and * Repairs and Partial Renewals” in
Abstract “ B ” (1), (2) and (3) respectively, for the control period under review, and the
figures so modified will be “* the wages cost of work cartied out in the control period under
review at' the rates of wages for the year 1913 referfed to in Clause 20 hereof. ’

Increased Prices of Materials. Abstract “ A.” ,
~18. (@) In order to avoid the trouble of calculating the whole of the matérials ‘ised
in the control period at prices for the year 1913, not less than 80 per cent. (ih value) shall
be so calculated. ' ' ' . o

() In determining the minimum of 80 per cent. (in value) the gross debit for the
materials issued and used at the actual issue prices—i.e:, before taking eredit for the-amount
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dealt with in respect of scrap materials returned should be adopted as the basis for the
total value of the materials mainly charged to Abstract “ A.” So far as possible the
materials selected should correspond with the materials selected in the case of previous
Arrears Statements. '

(¢) The actual quantities of the materials issued and used mainly chargeable to
Abstract “ A,” selected to represent the 80 per cent. in the control period under review,
and the cost thereof at actual issue prices, to be tabulated in detail and compared in the
total with the cost for similar quantities at the issue prices for the year 1913, the net
increase so ascertained to be expressed as a percentage of the former cost,

The percentage increase so ascertained to be applied to the cost of all materials used
in the control period under review and charged to Abstract “ A,” after taking credit for
the amount dealt with in respect of scrap materials returned, which will give “the cost at
the prices for the year 1913 of materials used in Maintenance and Renewal Work carried
out in the control period under review,” referred to in Clause 20 hereof.

(In_ascertaining the amounts included in Abstract “ A* for “ Wages* and
‘ Materials ” respectively, amounts paid to Contractors for work done to be excluded
from the respective items, unless it has been the practice of the Company to make an
actual allocation of such amounts to the two headings.)

Increased Prices of Materials. Abstract “B ™ (1), (2) and (3).

19. (a) In order to avoid the trouble of calculating the whole of the materials used
in the control period at the prices for the year 1913, not less than 80 per cent. (in value)
shall be so calculated. ]

(6) In determining the minimum of 80 per cent. (in value), the gross debit for the
materialsissued and used at the actual issue prices—i.e., before taking credit for the amount
dealt with in respect of scrap materials returned—should be adopted as the basis for the
total value of the materials mainly charged under the headings *“ Complete Renewals ”
and “Repairs and Partial Renewals ” in Abstract “B” (1), (2) and (3) respectively. So
far as possible the materials selected should correspond with the materials selected in the
case of previous Arrears Statements.

(¢} The actual quantities of the materials issued and used mainly chargeable to the
headings “ Complete Renewals” and “ Repairs and Partial Renewals” in Abstract
“B” (1), (2) and (3) respectively, selected to represent the 80 per cent. in the contrel period
under review, and the cost thereof at actual issue prices, to be tabulated in detail and
compared in the total with the cost for similar quantities at the issue prices for the year
1913, the net increase so ascertained to be expressed as a percentage of the former cost.

The percentage increase so ascertained to be applied to the charge for “ Materials,”
under the headings “ Complete Renewals ” and “ Repairs and Parfial Renewals ” in
Abstract “ B ” (1), (2) and (3) respectively, in the control period under review, which will
give “the cost at the prices for the year 1913 of materials used in Maintenance and
Renewal Work carried out in the control period under review ” referred to in Clause 20
hereof, '

Allowance for Increased Rates of Wages and Prices of Materials. Abstracts “A* and
' “B” (1), (2) and (3).

20. The difference between— ) .

(1) The wages cost of work carried out in the control pericd under review at the
rates of wages for the year 1913, and

(ii) The actual charge for such wages,

to be added to the difference between— . .

(iil) The cost at the prices for the year 1913 of materials used in Maintenance
and Renewal Work carried out in the control period under review, and

(iv) The actual charge for such materials,

and applied to the actual charge for wages and materials combined, in order to give the
percentage which is to be applied to the total amount of the particular Abstract or section
of Abstract.

J. Joint Lines. ‘
21. (@) The wages percentage for Abstract “ A * in the case of J. J oint Lines main-
tained by one or more of the owning or leasing Companies to be arrived at as follows :—
(i) ¥f wholly maintained by one Company the wages percentage arrived at by
such Company for its own line to be adopted,
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(i) 1f maintained by two or more Companies, the wages percentages of such
Companies to be combined on the basis of the wages incurred in respect of the J.
Joint Line Maintenance under the supervision of, or charged by, the respective main-
taining Companies.

(5) The materials percentage for Abstract “ A  to be ascertained in the case of each
J. Joint Line in accordance with these Instructions.

Percentages.
22. The percentages arrived at wnder the foregoing paragraphs to be worked out to
three places of decimals.

Abstract Totals for Year 1913.

23. The totals of the Abstracts for the year 1913, as shown in the published Accounts,
exclusive of the Engine Power item in Abstract “ B * (1) is to be placed in relation to the
expenditure (as adjusted) of the control period under review.

Transfers to (or from) Depreciation Funds or Suspense Accounts.

24. The net amounts shown in the Abstracts for the control period under review under
the heading of * Transfer to (or from) Depreciation Fund or Suspense Account ” must be
deducted from, or added to, the “ Amount chargeable for Arrears of Work,” as provided
in the Formulee—i.e. the net amount transferred to the credit of Depreciation Funds or
Suspense Accounts would be a deduction from the Arrears, and the net amount transferred
from Depreciation Funds or Suspense Accounts to the credit of the Abstract would be an
addition to the Arrears.

Submission of Final Claims.

25, It must be noted that all Companies are required to compile a statement in the
form provided, and that no Company will be entitled to retain or receive any amount in
respect of Arrears of Maintenance unless there are Arrears of Work for the whole period
of control. Those Companies, therefore, making a claim in respect of either Abstract
for the control period under review must reduce the amount so claimed by the net excess,
if any, produced by the statements rendered in respect of that Abstract for the control
period to the previous 31st December. Similarly, those Companies who show an excess
of work in either Abstract for the control period under review will be required to refund
the amount of such excess, with the proviso that the amount so refunded shall not exceed
the amount received by the Company in respect of that Abstract for Arrears of Main-
tenance to the previous 31st December.

Abnormal Wear and Tear.

26. It should be noted that the claims to be made under these Instructions do not
take into account the abnormal wear and tear to which the Permanent Way and Rolling
Stock of certain Companies may have been subjected during the control period, so far as
such abnormal wear and tear has not been made good during that period, and that any
Company who is in a position to substantiste a claim under this head should make its
claim independently of the claims submitted for Arrears of Work.

(B 16959) Fs
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Appendix (vide Clause 3).

FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF WAY

AND WORKS-—-YEARS 1917 AND 1918.
ApsTrACT ¢ A."

Total Expenditure under all headings in Abstract *“ A,” exclusive of Transfem to
(or from) Depreciation Funds or Suspense Accounts—Year
Add—
.Credits for supervision. charged to the Government
For reduction in Mileage of Line open for Traffic

Less—
Expenditure on Work for Government charged to Revenue—e g » Sm&ll Works
under £10 o .-
For New Lines opened, arrived st in the prescnbed ‘manner

For Renewals and Depreciation of additional works or eqmpn:;e.mt other than
Permanent Way

Additional Fxpenchttlr.e for Abnormal Wear and Tear

Bpecial Expenditure forhftmg and restoration oi Permane:i}:.Way due to shortage
of matenals -

Less  per-cent. (arrived atin the prescribed manner) to reduce to 1913 cost

Expenﬂlture in Year adjusted for comparison with the Year 1913
Total of Abstract “A,” Year 1913, »s per Printed Accounts ..

Arrears of Work, Year »subject to addition of 15 per cent.
Add 15 per cent.... e e e e e

Amount chergeable for Arrears of Work, Year
Deduct (or Add)—
' Amount transferred to credit or debit of Depreciation Funds or Buspense
Accounts, Year e e e s

Net amount to be claimed for Arrears of Work, Ahstract “ A,” Year

......

------

------

oooooo

------

......

------

------

------

------

------
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF ROLLING
STOCK—YEARS 1917 AND 1918.

AngTrACT “B" (1), (2) AND (3).

Total Expenditure under all headings in Abstract, exclusive of Transfer to (or
from) Deprecmhon Funds or Suspense Accounts, and of the Engme Power
itemin “ B” (1)—Year ... . s e v - - . e reeees

Credits for Supervision and Profit on War Manufactures ... .
For reduction in Rolling Stock in service, arrived at in the prescnbed manner ...

Less— L,
Expenditure on Work for Government charged to Revenue—e.g., Small Works
under £10; Alterations to Rolling Stock for the Military Authorities .
For additions to Rolling Stock in sexvice arrived at in the prescribed manner ... ...,
For Renewals and Depreciation of additional equipment other than Rolling Stock ...
Additional Expenditure for Abnormal Wear and Tear .. ... ... .. ...
Addltmna.l Cost of Rolling Stock. purchased from, or repaired by, outslde firme ...

------

......

Less  per cent. (artived at in the prescribed manner) to reduce to 1913 vost ...
Expenditure ix_x__-Year, adjusted for comparison with the Yeaz 1913 ... £

The above process to be applied in the eise of each of the 3 Sections of Abstract

‘ B’ separately. The resulting figures to be totalled thus :— B ...
, . B(® ... .
B(3 ...

Total of Abstract * B ” (1, (2) snd (3), Year 1913, ss per printed Accounts, oo
exclusive of the Engine Power item in the case of ** B (1) :— B{1) ...
B(®) ...
B(®) .

vapany

Arrears ‘of Work, Year , subject to addition of 15 per cent. ... .. e e
Add 15 per cent.... te e e

Amount chargeable for Arrears of Work, Year e e e s e e

Deduct (or Add)y— '
Amount transferred to credit or debit of Depreciation Funds or Suspeme

Accounts, “ B ” (1), {2} and (3) combined, Year e e e e e

heltf amount to be claimed for Arrears of Work, Abstra.ct “B” (1) (2) and (3),
ear .- . . - . £

(B 16959) F 4
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VII.—FORMAL APPROVAL OF SUPPLEMENTARY CLAUSES TO AGREEMENT AND

CORRESPONDENCE IN REGARD TO ARREARS OF MAINTENANCE OTHER THAN

"ABSTRACTS “ A’ AND *“B.”
Document

Number,

PAGE

(71) Supplementary Clauses to the Railway Agreement, as finally approved—known as the Pink Book

(72) Letber of 12th August, 1916, from the Treasury to the Board of Trade, stating that theyhad been
in communication with the Railway Executive Committee and the Board with regard to the
Supplementary Agreement and enclosmg the Clauses proposed S .

(73) Letter from the President of the Board of Trade to Sir Herbert Walker, inquiring whether sll
the controlled Railway Companies are prepared to accept the proposed Clauses . .

(74) Letter of 27Tth October, 1916, from the Railway Executive Commiitee to the Board of Trade,
" stating that sll the Compames agreed to the proposed Clauses, and asking for an agsurance with
regard to Arrears of Maintenance outside Abstracts A and “B” ves s

(76) Letter of 8th November, 1916, from the Board of Trade to the Trea.sury, statlng that they propose
to give the Companies the assurance asked for above

(76) Letter of 9th December, 1916, from the Treasury to the Board of Trade, stating that they will be
prepared under certain conditions to consider the extension of the Arrears of Mamtens.nee
arrangements to Abstracts other than “ A’ and “B " . . - .

(77) Leétter of 16th December, 1916, from the Board of Trade to the Raﬂway Ezxecutive Committee,
forwarding a copy of Treaaury letter of 9th December, 1916

(78) Letter of 23rd December, 1916, from the Railway Executive Committee to the Board of Trade,
-asking for a specific assurance that the Railway Companies will have a claim against the Govern-
" ment at the end of the period of the war, or at the end ot the period of control, in regard to
Arrears of Maintenance in the case of works not included in any arrangements now made or to be

made for the payment of Deferred Maintenance

(79) Letter of 6th January, 1917, from the Board of Trade to the Treasury, stating that they assumed
that the posn;lon was as stated by the Ra]lwa.y Ezecutive Committee in their letter of 23rd
December, 1916 . L o “

(80) Letter of 23rd .Tanuary, 1917, from the Treasury to the Board of Trade, gwmg the assurance asked
for above ... e

Vide also Appendix XVII.

94

96

95

96

96
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98

98
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SUPPLEMENTARY CLAUSES TO AGREEMENT WITH HIS MAJESTY'S GOVERNMENT.
Issued to the Railway Companies on 14th November, 1916, and known as the PINK BOOK.

I. Capital Expenditure.

Interest to be allowed upon all sums expended upon (1) works (including in that
term rolling stock and plant and alsp the land used in connection with works) brought
into use since 31st December, 1912, or (2) mineral support in connection with lines actually
in use during the period of control which has been acquired since 31st December, 1912,
under the mining clauses of the Railway Clauses Consolidation Act, 1845, or similar
statutory provisions, which are properly chargeable to capital and have in fact been so
charged.

1. Works brought into Use (or Mineral Support acquired) during 1913.

Interest to be allowed thereon in 1914, from 5th August, to the date corresponding
to the date in 1913, when the works were brought into use (or mineral support acquired),
and in subsequent years of control for the period in those years which corresponds with
the period in 1913, during which the works were not in use (or mineral support not
acquired). :

2. Works brought info Use (or Mineral Support acquired) during 1914, or in Subsequent
- Years tncluded in the Period of Conirol.
(a) Prior to the 5th August, 1914. .

Interest to be allowed thereon from the 5th Aungust, 1914, throughout the period of

control.
(b) From the 5th August, 1914. '

Interest to be allowed thereon from the date when such works were brought into
use (or mineral support acquired) and throughout the remainder of the period of control.

The rate of interest to be 4 per cent. per annum for the whole period of control.

Regulations in regard to the calculation of interest in the case of works brought
gradually into use, and generally as to giving effect to this clause, to be agreed between
the Government Accountants and the Railway Executive Committee. Such regulations.
shall include a provision that, in ascertaining the capital expenditure on which interest
is to be calculated, deduction must be made for the vaﬁue of works replaced. (For agreed
Regulations, see pages 10 and 11 hereof.)

The Government to pay in three equal monthly instalments 85 per cent. of the amounts
claimed under this head in respect of the period to 81st December, 1915, and the balance
from time to time as scon as amounts due are agreed.

I1. Stores.

At the end of the period of Government control, a cash payment to be made by the
Government to each of the controlled Companies equal to the difference between (a) the
book value of the stores in stock st the 5th August, 1914, and (b) the value of the same
quantities of similar stores calculated

(1) As to the extent those quantities are in stock at the end of the control peried,
at the book values then ruling. :

(2) As to the shortage in the quantity at the end of the control period as com-
pared with the quantity at the beginning, ‘at replacement prices.

The replacement prices to be agreed between the Treasury and the Railway Executive
Committee as fairly representing the prices at which the shortage could be made good,
having regard to quoted market prices at the end of the control period, the probable
movement of prices and -the other circumstances of the case. Any amounts already
received by the Companies for replacement value of material used on work done for the
Government must be brought into account when fixing the amount to be allowed under-
this Clause.
~ Regulations in regard to the caleulation of prices, the definition of stores, and generally
as to giving effect to this Clause, to be agreed between the Government Accountants and
the Railway Executive Committee.

1IL. Allowances to Dépendants of Men serving with H.M. Forces.

As from the commencement of the period of control the Government to beax the
cost of any allowance made by a Company in accordance with the Circular Letters issued,
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or which may, with the assent of the Goverijment, be hereafter issued by the Railway
Executive Committee on thg matter to the dependants of an employee serving with H.M.
Forces (other thani a commissionéd officer), whéther dick: alldwarcé rxcadds. 10K, A wdek:
or not. : : L S

In the case of comm'ssioned officers, the arrangement set dut in Circular Letters
Nos. 274, 277, 288 and 32! issued by _thg Railway Executive Committee to continue.

- Y. Damage to Railway Property .by Bombardment or Hostile Aircraft..

(1) The Government to bear the cost of making good any damage to property or
plant (other than property the rent of which would normally be included. in the lower’
half of Account No. 8 of the Statutory Form of Railway Accounts) caused by bombard-
ment or hostile aircraft (including any damage which' may be caused through measures
taken against such bombardment or hostile aircraft); whether such damage ‘has been
or can be made good during the period of Government control or not. i o

(2) Any premiums paid in respect of any such property or plant already insured:
against such risks to be included in the Companies’ ordinary working expenditure, and
credit, to be given to the Government for any sums received by the Companies under
policies of insurance. - : ;

(3) In the case of premises held by a Company on lease or agréement, and which
if owned by the Company would fall within clause (1), the Government to indenmify the.
_Compa}.:ly to the extent of their legal liability under the terms of the lease or agreement
in each case. . C

V. Charges for Services rendered by Railway Companies: to the’ Governimient,

The tules to be observed as regards charges for services rendered to, or accommodation
or other things provided for, Government Departments-by controlled Railway Companies
shall be those set forth in-the Schedule annexed hereto, except 8o far as may be otherwise
agreed from time to time between the Treasury and the Railway Executive Committee.

: . _ Y. Adjustment of Accounts,
Every Company to give an undertaking to repay to.the Treasury or to any person:
nominated by them any sums which 'on a final settlement of the accounts of any petiod’
ending 31st December may be found to have been received or refained by such Comipany-
i excess of the amounts due to them, together with interest at the rate of 5 per cent,
to Tun from the 1st March following the close of any such period. : '

CHARGES FOR SERVICES RENDERED BY RAILWAY COMPANIES TO THE
GOVERNMENT.

Schedule referred ‘to in Clause V of the Supplementaty Clauses to'Agreement ‘with
: His Majesty’s Government. - ,

~ Section 1.

A. Direct cash payments will be made to the Railway Companies by the G’oqunwm
Departments concerned for— - o

All services rendered to Public Departments other than to the Admiralty, War Office,

or Ministry of Munitions. ’ ' ' '

B. Direct “cash payments will be made by the Admiraity, War Office, or Munstry of .
Munitions, as follows i— ) _ R 7 _

1. Special services called for by the Admiraljy, War Office, or Ministry of Munitions:
undertaken by the Companies outside their ordinary fanctions of transportation and
warehousing, which involve constructional services oxr the supply: or manuficture of stores-
or plant for those departments, or the repair of property belonging to them, together with.
the labour cost in connection with' any of those. services except as otherwise herein
provided for. A separate account is to be kept of the expenditure incurred under this head,
and payment made in accordance with the financial procedure arranged with the Railway.
Executive Committee.

2. Season Tickets, S

3. Conveyance of Dockyard Officials and Dockyard Workmen, between their places
of residence and. duty.
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4. Agreed payments for occupation of and for damage to property the proceeds of
which Wogﬂr(ei nof b{?ncluded ordingrily “ above the line *” in Account No. 8 of the Schedule
to the Railway Companies (Accounts and Returns) Act, 1911. : -’ .

" 5. (a) Supplies of Water, (8) Supplies of Gas and Electric Lighting, and (c) Wages
of Staff employed, under pre-war contracts or agreements applying to these groups (a),
B) or (0). | | ' N
(' 6. Work done of £10 and upwards in value in each case for or on His Majesty’s ships
and other ships under the control of the Admiralty, but not on Railway-owned boats:
(See Section II, paragraph 14.) |

7. Apy other services which are agreed by the Companies and the Admiralty, War
Office, or Ministry of Munitions, to be of a similar character to those detailed above, 1.:]1&
cost of which is ot chargeable to working expenses and recoverable through the operation
of the guarantee. . _ | 5

- The folowing item has been agreed since the issue of Circular Letter No. 655 =—

8. Conveyance of members of Naval and Military Forces travelling upon Police
Warrants endorsed “On Admiralty Service” or “Military.” (See Circular Letters
Nos. 589 and 721.)

Section 1I.

Direct cash payments will not be made to the Railway Compenies by the Admiralty, War
Office, or Ministry of Munitions, in the following cases, the cost being charged
by the Companies in normal course to working expenses and recovered through
the operation of the guaraniee — T

1. Conveyance of Naval and Military Officers and Men travelling under Warrants.

2. Conveyance of Civil Officers and Men (including Dockyard Workmen) belonging
to the Admiralty and Naval Establishments when travelling on duty under Warrants.

3. Conveyance of wives, widows and children of Members of the Naval and Militazy
Forces, and other persons when entitled to be conveyed at the public expense, on Naval
and Military Warrants,

4. Conveyance of Members of the Naval and Military Forces travelling upon Warrants
endorsed “ On repayment.” )

5. Conveyance of personal luggage of the foregoing up to the authorised quantity,
and Government baggage. : : L

6. Conveyance of Corpses of Members of the Naval and Military Forces, also of
Civilians (e.g., Dockyard Workmen dying when away from their Dockyard on detached
duty) allowed to be carried st the public expense. ' '

7. Special trains on Naval or Military service, under instructions from the Admiralty
or War Office. . o

.8, Conveyance (including all services provided for in the rate} of stores, arms and-
ammunition and other- necessaries and things the carriage of which is authorised on:
Admiralty Notes (. 80), War Office Notes (G. 980 or . 996) or Munitions Notes (R. 365).
In cases where traffic is carried without the use of these Notes, the Companies will clear
the charges on certification by the Department concerned that the charges are a Govern-
ment liability. '

.9. Conveyance of Carrier Pigeons for the Naval and Military sexrvices. ,
.10. Meals supplied to Naval Ratings under the established meal order system.

_ 11. Small Steamboat, Railway or Dock Works (other than Stores) under £10 each
in value not otherwise herein provided for.

12. Controlled Railway Companies’ Dock and Harbour Dues and Berthing and
Mooring charges ; also out payments on through traffic to publicly owned Ports, Docks,
and Harbours—e.g., Port of London Authority, and Mersey Dock and Harbour Board.
13, Water, Gas Power or Electrical Lighting obtained from the Railway Companies’
own sources of supply. ‘Where any special arrangement is installed or provided for these.
purposes to the Government Departments and the user can be measured, and the charges
raised thereon have to be paid to third parties, the Company making the payment will
be reimbursed by the Department for which the supply is rendered. o

., 14. Work done by the Companies or by outside firms at the request of the Companies.
for and on any Railway-owned ships forming part of His Majesty’s Navy for the time
b_emg ; also cost of food, working of vessels and all other charges in connection therewith.
" 15. Damage done by His Majesty’s ships to Railway-owned boats not requisitioned
by the Crown, the charge for which in any one case does not exceed £100, L
~ 16, Damage other than that provided for in Clause 15 (to Piers, Stations and other
property for which the Railway Companies are resporsible) not exceeding £100 in each
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ease and not due to the cuIEable negligence or mischief of the servants of the Crown.
Where the damage is traceable to the culpable negligence or mischief of the servants
of the Crown, irrespective of amount, and in all cases where the value exceeds £100, a
direct cash reimbursement is to be madé by the Department concerned to the Company
affected.

17. Loss of Railway-owned steamers requisitioned by the Government.

18- Rent of premises which would normally fall above the line in Account No. 8
of the Railway Companies’ Statutory Form of Accounts.

19. Carriage of Timber for His Majesty’s Office of Works as laid down in Circular
Letter No. 602, or any other traffic service for which the Railway Executive Committee
have agreed not to demand cash payments. :

20. Maintenance of Sidings constructed on Gfovernment Acéount, whether within or
outside the boundary of a Company’s property.

The following items have been agreed since the issue of Circular Letter No. 655 :—

21. Teeming or Tipping and Trimming of Admiralty Coal (including that consigned
to the Admiralty Agents, Messrs. Mathwin & Son, or such other authorised agents of
whom the Admiralty may notify the Railway Executive Committee) for ships of His
Majesty’s Navy, including Transports. (See Circular Letter No. 713.)

22. Conveyance (including all services provided for in the rate) on behalf of the
Admiralty, War Office, or Ministry of Munitions, of Stores, Arms and Ammunition, and
other necessaries and things intended for the Russian and other Allied Governments—
the carriage of which is authorised on Admiralty Notes (D. 80), War Office Notes {G. 980
or G. 996), or Munitions Notes (R. 385). (See Circular Letter No. 713.)

Section III.

Any service, not hereinbefore specified, shall fall under Sections I or II, but the
question as to under which section it shall fall shall in default of agreement between the
Companies and the Department concerned be referred to the Treasury.

Section IV.
Carriers’ and Transit Notes.
1. The issue of Admiralty, War Office and Ministry of Munitions Notes will hence-
forth be regarded as being restricted to cases where the hability for conveyance is a charge
against the Government.

2. There will be no change in the existing forms of Admiralty (D. 80) and War Office

(G. 980 and G. 996) Notes. . )

3. The existing procedure will be followed as regards the disposal of Admiralty and
'War Office Notes where both Consignor and Consignee are Naval or Military Officers or
Departments ; but for the future, instead of pricing and raising charges on Notes where
the Consignor or Consignee is a Contractor, the Companies will collect and forward the
Notes to the Admiralty or War Office weekly for scrutiny, with a yview to establishing
Government liability. “Any cases where such notes have been wrongly used for traffic
for which the Government is not liable will be referred back to the Companies, who will
advise the Department concerned of the amount chargeable, and the Department will
take steps to effect recovery, retaining the amounts so recovered. (The Companies will
give any information required as to the Rates to be charged, and in the case of any
questioned Rates, the Companies will advise the Department what reductions (if any)
can be allowed, and the Departments will adjust matters with the Contractors.) )

4. The Companies will return weekly to the Ministry of Munitions the Notes in their
possession upon which free conveyance has been afforded, and the Ministry of Munitions
will compare these Notes currently with the Contracts, and where it is found that the
Contracts do not provide for carriage being a Government liability, the Ministry will
deduct the carriage in the Cost Account and retain the sum so deducted. (The Com-
%a;,nies will give the Ministry any information required as to the rates to be charged.

the case of any questioned rates the Companies will advise the Ministry of Munitions
what reductions {if any) can be allowed, and the Ministry will adjust matters with the
Contractors.) ’ .

5. The Companies will draw the attention of the Admiralty, War Office, or Ministry
of Munitions to any Notes which prima flicie appear to be irregular, and will on the apph-
cation of the Admiralty or War Office be prepared to select specified classes of Notes and
send them to those Departments for scrutiny.
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Section V.

All existing outstanding accounts, irrespective of the Clauses of this Memorandum
under which they may fall, to be treated as settled and closed so soon as the Departments
concerned return the accounts rendered with endorsements that the charges are Govern-
ment liabilities, when the Companies will cancel the transactions in their books and
recover the sums due through_gile Compensation Account.

INTEREST ON CAPITAL EXPENDITURE.

REGULATIONS IN REGARD TO THE COMPILATION OF CLAIMS FOR
' INTEREST ON CAPITAL EXPENDITURE.

I. Definition of Capital Expendifure.

Capital Expenditure means sums charged to Capital (including expenditure on
Leased and Worked Lines), or in the case of land subject to a rent charge or feu duty,
the capitalised value of such rent charge or feu duty, calculated at 25 years’ purchase,
in connection with—

(1) The first seven items in Account No. 8 in respect of lines, works, rolling
stock and plant (hereinafter described as * works, &c.”), brought into use during or
subsequent to the year 1913, irrespective of the period during which the expenditure
was Incurred. ' :

(2) Purchase money-or compensation paid for mineral sugporb acquired under
the mining clauses of the Railways Clauses Consolidation Act, 1845, or similar
statutory provisions, during or subsequent to the year 1913, in respect of Lines, &ec.,
actually in use. ‘

The cost of any works replaced to be deducted from the capital expenditure on any
new works upon the cost of which interest is charged.

2. Works, &c., brought into Use in Sections.

In the case of works, &e., sections of which are brought into use from time to time,
interest to be allowed upon the cost of the section brought inte use in so far as that can
be separated from the cost of the remainder of the work, together with a proportion of
such items of cost as cannot be so separated corresponding to the proportion of the entire
work which is brought into use.

3. Land.

Except in the case of land, the rent of which would before the construction of the
works, &c., in question have normally been included in the lower half of Account No. 8,
the purchase price of the land upon which any of such works, &c., are constructed shall
not be taken into account unless it can be shown that it was specifically acquired for
such purpose, '

4. Certificates.

The actual dates upon which the works, &c., or sections of works, &c., are completely
brought into use must be ascertained, and the following certificates given by the Com-
pany’s Chief Departmental Officer concerned :—

(a) Dates for Works, de.
That the works, &c., or sections of works, &c., specified were brought into use
on the dates shown. '

(6) Allocation of Cost as between Different Sections of Work.

That so far as the expenditure can be divided between the respective sections
of works, &c., the expenditure shown is solely in respect of the section or sections
brought into use ; and that in those items the cost of which cannot be divided between
the respective sections (such as excavations, under-structures, station roofs, &ec.)
the expenditure shown is the proportion of the whole corresponding to the proportion
of the entire work which is brought into use. '

(¢) Land.

That the land upon which the works, &c., were constructed was specifically
acquired for such purpose, or that the rent of such land would before the construction
of the works, &c., in question have pormally been included in the lower half of
Account No. 8,
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5. Calculation of Interest.
(a) “Rate to be 4 per cent. per annum for the Whole Period of Control.

(b) WOTkS, dc.,, brought into Use during 1913. .
- .. Interest to be calculated during the control period, for such' portions of that
period as correspond with the period in 1913 prior to the date on which the work
was brought into use, e.g.:—
Works, &c., brought into use 1st April, 1013—
. --Interest will be allowed during the control for the months of January,
February and March in the year 1915, and for these months in subsequent
years. '

~'Works, &c., brought into use 1st October, 1913—

- Interest will, be allowed during the control for the months of January to
September, inclusive—i.e., from 5th August to 30th September in the period
‘to-31st December, 1914, and for the first nine months of 1915, and for these
months in subsequent years.

{c) 'Works, d’:é.,.,.brougkt into Use during the Period 1st January to 5th August, 1914,
Interest to be calculated throughout the control period.

(d) Works; &c., brought into Use subsequent to 5th August, 1914.
‘ Interest to be calculated as from the date on which the work is brought into
use and throughout the remainder of the control period.

6. These regulations are supplementary to and not in substitution for the arrange-
ment set out in Clause I, page 3 hereof.

(72)
F. 184,
21119/16.
: TrEASURY CHAMBERS.
12th August, 1916.
Sir,

T am directed by the Lords Commissioners of His Majesty’s Treasury to state that,
a8 you are aware, They have been in communication with the Railway Executive Committee
and your Depariment with a view to securing a more specific interpretation of certain un-
settled points in connection with the Railway Agreement. ) .

It 18 now necessary to submit the new proposals to the Railway Executive Committee
for their concurrence, and My Lords have thought if most convenient to set them out in
the form of a draft letter which They suggest might, if the Board of Trade concur,be addressed
by the President to the Acting Chairman of the Committee. o

A copy of the draft letter approved by Their Lordships is enclosed herewith, together
with a copy of the Schedule referred to in Section V of the draft letter, which has also been
approved of by Their Lordships. '

When the Railway Executive Committee has formally notified its acceptance of the
proposals set out in the President’s letter and the Schedule, My Lords would be glad to be
informed. They also suggest that the Admiralty, the War Office, and the Ministry of
Munitions should also be furnished by your Department with copies of the relevant docu-
ments,

I am, Sir,

Your obedient Servant,
{Signed) T. L. HEATH.
The Secretary,
- Board of Trade.

‘{The draft letter contained the Supplementary Clauses to the Agreement.’ Theso clﬁtpses a8 _ﬁ:.nally
approved are printed in Document No. 71.) - o
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)
R. 3655.

F. 184.
Boarp or TRADE.

: 23rd August, 1916, .
My dear Sir Herbert Walker,

'With reference to Mr. Marwood’s letter to yourself of the 12th October, 1914,* and sub-
sequent, correspondence on the subject-of the Agreement as to the compensation to be paid
by His Majesty’s Government to the Railway Companies under the Regulation of the Forces
Act, 1871, and to the recent discussions between representatives of the Treasury and of the -
Railway Executive Committee, I am now in a position to state that the Treasury have
signified their readiness 10 accept the Clauses, of which copies are enclosed, as interpretingand
amplifying ‘that Agreément, on the understanding that the Clauses are accepted in their
entirety by all the Companies concerned. | . . _

' As'the matter i3 one which will havé to be dealt'with by the individual Boards of
Directors, the Board of* Trade will be obliged if the Railway Executive Committee will
take steps to ascertain whether the controlled Railway-Companies are prepared to accept

the Clauses.
) Yours faithfully,
' (Signed) WALTER RUNCIMAN.
The Acting Chairman,
" Railway Executive Committee.
Document No. 11.
(74)
F. 184,
W. S ‘ .
‘Rantway ExgcuTivE COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
27th October, 19186.
Sir,

1 am pleased to be able to inform you that we have received assent to the proposals
containedin your letter of the 23rd August from all the Companies. Some of the Companies,
however, have raised a question with regard to arrears of maintenance ; one Company in
particular, whose interest in. docks. is very large in proportion to the size of its Railway
undertsking, is pressing strongly that their position-should be clearly defined before the
new proposalsare accepted. In the Railway Accounts, Docks are not included in the same
Abstract as'thé permanent way and the works relating to it, and,; under the arrangements
come to with the Government, it is only the arrears on permanent way (Abstract A) and
engines, ¢arriages and" wagons (Abstract  B) that are included in the monthly estimates
and paid for by the Government currently. o '

: So far as I am aware, there is no difference in principle between one Abstract and
another, but it is not so easy to-devise a working formula for-the other Abstracts; and
Abstracts A and B cover by far the greater part of the works of maintenance. "

~ We have told the Companies that arrears of maintenance in the case of works not
included in those Abstracts will, under the existing arrangement with the Government, be
dealt with at the conclusion of the war, as in the case of Steamships, which you will remem-
ber were specially mentioned in connection with the recent negotiations. I do not think
there is any doubt as 1o the position, because the general principle of making good to the
Companies their arrears of maintenance has been recognised by the Government from
the first; but, as the point has definitely been taken in connection with the present settle-
ment, the Executive Committee would be glad to have a definite confirmation by the
Treasury of their understanding of the position.

.+Of course, there will be nothing to prevent the Companies submitting to the Treasury
a scheme for including further items of maintenance arrears in the monthly statements—
that is, extending to other Abstracts the procedure already adopted in the case of Abstracts
A and B—so as to avoid an undue accumulation. of detail at the end of the Government
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control ; but the Executive Committee are not in a position to do this at the present moment,
and any such proposal would, I presume, have to be dealt with on its merits when made.
: I am, Sir,
Your obedient Servant,

(Signed) H. A. WALKER,
Acting Chairman.
The President,
Board of Trade.

)
R. 3655.
F. 184. ’
Boarp oF TrADE,
S 8th November, 1916.
ir,

With reference to your letter of the 12th August (No. 21119) and its enclosures on the
subject of the Agreement as to the compensation to be paid by His Majesty’s Government to
the Railway Companies under the Regulation of the Forces Act, 1871, I am directed by the
Board of Trade to transmit to you, for the information of the Lords Commissioners of His
Majesty’s Treasury, the enclosed copy of a letter* from the Railway Executive Committee
notifying the accéptance by the Companies of the Clauses approved by Their Lordships for
the interpretation and amplification of the Agreement in question.

I am to add that, subject to the views of the Lords Commissioners, the Board propose
to express agreement with the remarks made in the third paragraph of the Committee’s-
letter respecting arrears of maintenance.

I have the honour to be, Sir,
~Your obedient Servant,

(Signed) ERNEST G. MOGGRIDGE.
The Secretary,
Treasury.

* Railway Executive Committee letter of 27th October, 1916, Document No. 74,

(76)
F. 184.
29991 /16.
' TrEASURY CHAMBERS.
9th December, 1916.
Sir,

T have laid before the Lords Commissioners of His Majesty’s Treasury Mr. Moggridge’s
letter of the 8th ultimo (R. 3655) enclosing copy of a letter of the 27th October last in which
the Railway Executive Committee, while notifying the concurrence of the controlled
Railway Companies in the Memorandum enclosed in Treasury letter 21119/16 of the
12th August last, raise a question in regard to arrears of maintenance not falling under
Abstract A or B of Account No. 10 in the Schedule to the Railway Companies {Accounts
and Returns) Act 1911. .

In reply, I am to request you to inform the Board of Trade that My Lords will be
prepared, if necessary, to consider the extension to other Abstracts of the procedure already
adopted in the case of Abstracts A and B, provided that the arrears involved are of sub-
stantial amount and that satisfactory working formuie can be devised.

I am to take this opportunity of enclosing copy of an Appendix (No. 1)¥ to the Schedule
of services to be included in and excluded from the operation of the guarantee, which
My Lords understand to have been accepted by all the parties concerned, and 1 am to
request that you will inform the Railway Executive Committee that They have no observa-
tions to offer in regard thereto. The Admiralty, War Office and Ministry of Munitions
have been informed accordingly.

I am, Sir,

Your obedient Servant,

: (Signed) T. L. HEATH.
The Secretary,
Board of Trade.

* Thig was embodied subsequently jn the Supplementary Clayses as approved, Document No, 71,
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(77)
R. 3655.
F. 184,
Boarp or TraADE. _
16tk December, 1916.
Sir, :

With reference to your.letter of the 27th QOctober last (/W) on the subject of the
Supplementary Agreement as to the dompensation to be paid by the Government to the
Railway Companies under the Regulation of the Forces Xct, 1871, I am directed by the
Board of Trade to transmit to you, for the information of the Railway Executive Committee,
the enclosed copy of a letter* from the Treasury on the question raised in your letter
respecting arrears of maintenance.

I am, Sir,

Your obedient Servant,

(Signed) ERNEST G. MOGGRIDGE.
The Acting Chairman,

Railway Exzecutive Committee.

* Treaaury letter of 9th December, 1916, Document No. 76.

(78)
F. 184.
P. Pad.
Rannway ExscuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
23rd December, 1918.
Sir,

I am obliged for your letter (R. 3655) of the 16th instant on the subject of the Supple-
mentary Agreement as to the compensation to be paid by the Government to the Railway
Companies under the Regulation of the Forces Act, 1871. I am afraid the letter from
the Treasury, dated 9th December, does not go quite far enough. It is noted that Sir
Thomas Heath states that My Lords of the Treasury will be prepared if necessary to con-
sider the extension to other Abstracts of the procedure already adopted in the case of
Abstracts A and B, provided that the arrears involved are of substantial amount and
that satisfactory working formul® can be devised.

If you will read the last paragraph of my letter of the 27th October you will notice
that 1t is therein stated that the Executive Committee are not in a position at present
to put forward such a proposal. What certain Railway Companies, however, do ask
18 that the Treasury shall agree that the Railway Companies will have s claim against
the Government at the end of the period of the war or at the end of the period of control
in regard to arrears of maintenance in the case of worlks not included in any arrangement
now made or to be made for the payment of deferred maintenance.

Will you be good enough to put this point definitely to the Treasury and get an
understanding from them: I cannot think that there can be any question of difference,
or that there can be any doubt upon the matter.

I am, Sir,
Your. obedient Servant,
(Signedy H. A. WALKER,

. Acting Chavrman.
The Assistant Secretary :
(Railway Department),

Board of Trade, London, 8.W,

(B 16959) G
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(79
R. 36565.
F. 184,
BoArRp OF TRADE.
6th January, 1917,
Sir,

With reference to your letter of the 9th December (No. 29991) respecting the
Supplementary Agreemert with the controlled British Railway companies, I am directed
by the Board of Trade to transmit to you, for the information and observations of the
Lords Commissioners of His Majesty’s Treasury, the enclosed copy of a letter* from the
Railway Executive Committee on the question of arrears of mawntenance which do not
fall under Abstract A or B of Account No. 10 in the Companies Statutory Accounts.

The Board of Trade assume that the position is as indicated in the second paragraph
of the Committee’s letter. :

I have the honour to be, Sir,

Your obedient Servant,

(Sigred) ERNEST G. MOGGRIDGE.
The Secretary,

Treasury.
* Railway Executive Committee letter of 23rd December, 1916, Document No. 78,

(30)
F. 184.
867/17.
TREASURY CHAMBERS,
23rd January, 1917.
Sir,

In reply to Mr. Moggridge’s letter of 6th instant (R. 8655) I am directed by the Lords
Commissioners of His Majesty’s Treasury to request you to convey to the Board of Trade,
for communication to the Railway Exzecutive Committee, Their Lordships assurance

-that They recognize that the Railway Companies will have a claim against His Majesty’s
Government at the end of the period of the war or at the end of the period of control in
regard to arrears of maintenance in the case of works falling within the scope of the General
Agreement and not included in any special arrangement now made or to be made for the
payment of deferred maintenance.
I am, Sir,
Your obedient Servant,

(Signed) T. L. HEATH.
The Secretary,

Board of Trade.

(A copy of this letter was forwarded by the Board of Trade to the Railway Executive Committee op
30th January, 1917.)
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VIII.—INSTRUCTIONS IN REGARD TO THE PREPARATION OF THE CLAIMS FOR
- ARREARS OF MAINTENANCE AND RENEWAL WORK, ABSTRACTS ‘“A’’ AND

“B **—YEAR 1919.

Document
Number.

(81) Letter of 20th July, 1920, from the Railway Accountants’ Committee to the Ministry of
Transport, as to the adoption of certain Amendments to & draft Ciroular letter, subject to
the question of the retrospective application of Clauses relatlng to permanent way and
rolling stock sent to France being considercd later

(82) Letter of 31st July, 1920, from Ministry of Transport to the Chairman of the Railway
Accountants’ Committee, stating that the Amendments referred to above are approved,
subject to the retrospective application of Clauses relating to permanent way and rollmg
stock sent to France. . .

(83) Letter of 9th September, 1920, from Ministry of Transport to the Railway Accountants’
Committee, approving formally the draft Circular letter to the Railway Companies

(84) Circular Letter No. 8. 111 of 13th September, 1920, from the Standing Committee of General
Managers, to the Railway Compames contalmng Instructions for the prepara.tuon of state-
ments for the year 1919 ... . ..

(B 16959) G2
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MINISTRY OF TRANSPORT CORRESPONDENCE.

81

45.
Ranway AccountTanTs’ COMMITTEE,
16, GrREAT GEORGE STREET,
WESTMINSTER, S.W.
29th July, 1920.
Dear Sir,
ARREARS OF MAINTENANCE AND RENEWAL WORK, ABSTRACTS “A " anp “B.”

Yrar 1919.

MAINTENANCE AND DEPRECIATION OF ADDITIONAL WORKS AND EQUIPMENT (ABSTRACTS
“A” AnD “B”) oreER THAN PERMANENT Wayvy anp Rorrmng STtock.

With reference to the Metting held at the Ministry this morning, I shall be glad to
have your confirmation of the assent you then gave to the suggestions made by the
Accountants which are shown on the attached Memorandum,* on the amendments proposed
in your letter of the 9th June.t ,

_ So far as the question of permanent way and rolling stock sent to France is concerned,
I understand from Mr. Wood you are prepared to adopt the suggestion made by
Sir Alexander Butterworth that, in order to hasten the issue of the Instructions, the question
of the retrospective application of the Clauses proposed by you in this regard should be
left over for the present—i.e.,, you are prepared to delete from additional Clause (2) the
words “in each Control period.” In these circumstances Sir Alexander Butterworth is
prepared to recommend to the other members of the Compensation Accounts Sub-
Committee the acceptance of the Arrears of Maintenance Instructions for 1919 as now
amended, together with the instructions dealing with the maintenance and depreciation
of additional wo.ks and equipment (Abstracts ““ A’ and ““ B ) other than permanent
way and rolling stock as agreed at the Meeting this morning.

Yours faithfully,

(Signed) J. CHAS. ISAAC.

Sir George Beharrell, _
Ministry of Transport.
* This wes a schedule of alterations which were subsequently embedied in Circular Letter 8. 11—

Document No. 84; o ) )
T This letter set out the proposed amendments tothe Accountants’ Committee’s original draft instructions.

(82)

MinisTRY OF TRANSPORT,
FINANCIAL AND STATISTICAL DEPT.
31st July, 1920.

Sir, )

I am directed by the Minister of Transport to acknowledge receipt of your letter,
No. 45, of 29th inst., with reference to Arrears of Maintenance and Reqewal Work,
Abstracts “A” and “B,” for year 1919, and the Depreciation and Maintenance of
Additional Works and Equipment, and to inform you that the Minister concurs in the
amendments shown on the Schedule* attached to your letter, subject to the question of
the retrospective application of the Clauses relating to Permanent Way and Rolling Stock
sent to France being considered by the Railway Companies Association. _

Sir Eric Geddes will be glad if you will let him have six copies of the Instructions
‘which you are about to issue to the Railway Companies.

I am, Sir,
Your obedient Servant,
(Stgned) J. G. BEHARRELL.
J. Chas. Isaac, Esq., C.B.E.,
16, Great George Street, S.W.

* This was a schedule of alterations which were subsequently embodied in Circular Letter 8. 111—
Document No. 84,
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(83)

MINISTRY OF TRANSPORT,
Finanvcian AND StarisTical Depr.
9th September,1920.
F. 1182 and 1463.
Sir,
ARREARS OF MAINTENANCE AND RENEWAL WORK, ABsTRACTS “A” anD “ B.”
YEAr 1919.

I am directed by the Minister of Transport to refer to Sir George Beharrell’s letter
of the 31st July last, and to say that Sir Eric Geddes approves of the draft Circular letter*
enclosed with your communication of the 6th inst. and agrees to it being issued to the
Railway Companies. :

The Minister will be glad to be furnished with 12 copies of the Instruction so soon
as it is circulated to the Railway Companies. )
I am, Sir,
Your obedient Servant,
(Signed) C. HURCOMB.
The Chairman,
Railway Accountants’ Committee,

16, Great George Street, S.W.

* The letter of the 6th inst. forwarded a final draft of the Instructions {printed below as Document
No. 84). 'This draft was approved by the Treasury.

(Circular Letter No. S. 111.) -~ (84)

SpeEciaL COMMITTEE OF STANDING COMMITTEE OF (GENERAL MANAGERS,
35, PARLIAMENT STREET,
WESTMINSTER, S.W.
13tk September, 1920.
Dear Sir,

ARREARS OF MAINTENANCE AND RENEWAL WORK, ABSTRACTS “A” aND “B” (1), (2)
(3). YEar 1919,

1. With reference to Circular Letter No. 1650* ; will you please take steps to prepare
statements for the year 1919 in accordance with the Instructions appended thereto, on
the lines adopted for previous arrears claims, whether your Company has a claim for
arrears of maintenance or not, and render the formule only by 30th September next to
16, Great George Street, Westminster, S.W. before being investigated, in order that
any adjustment between provisional payments made through the monthly estimates and
85 per cent. of the amounts now shown to be due to the end of 1919 may be given effect
to. The complete statements will be investigated subsequently by Investigators from the
Company appointed to examine your account of the net receipts.

2. With regard to Clauses 16 and 17 of the Instructions, the prescribed number of
wegk? ;or the year 1919 is five for Abstract “ A’ and four for Abstracts “ B (1), (2)
and (3). ' o

3. In view of the concessions made to men in the conciliation grades in connection
with holidays with pay, it will be necessary when such are not reflected in the average daily
or hourly wage, to deal with the amount actually incurred during 1919 and included in
Abstracts “ A” and “ B,” in respect of holidays with pay in excess of holidays (if any)
granted with pay in the year 1913, as a special deduction in the formul, in the same way
as *“ Expenditure on Work for the Government charged to Revenue.”

4. In ascertaining the increased cost of the wages paid in 1919 as compared with
1013, under Clauses 16 and 17 of the Instructions, the bonus payments to the supervisory
stafl under Circular Letter No. 1901 are to be excluded from the 1919 wages figures, and
dealt with as a special deduction in the formule.

5. Any expenditure incurred during 1919 in respect of the repair of rolling stock
loaned to your Company by-His Majesty’s Government should form a deduction from
Abstract “ B ” for arrears of maintenance purposes.

* This is the letter issued to the Railway Companies enclosing the Brown Book.

(2 16959) G 3
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6. In the event of any deduction to which a Company may be entitled under Circular
Letter No. 1962 in respect of “ Expenditure incurred in the Provision of Temporary Accom-
modation for Female Staff,” relating to expenditure incurred prior to the year 1919, it
will be necessary for such expenditure to be increased by a percentage to bring it up to the
1919 rates of wages and prices of materials—i.e., the expenditure should first be reduced
to the 1913 cost, and this latter figure increased by the necessary percentage to bring
the amount up to the 1919 rates of wages and prices of materials.

7. Clause 8 of the Instructions appended to Circular Letter No. 1650 to be amended
by omitting all words after “ Renewals ” and by substituting :—

“ except where the circumstances justify the omission of such allowance.

“ Each Company not making such allowance o submit with their claim full particulars
of the reason therefor in order that the Government Accountant may be satisfied
that the allowance should not be made having regard to all the circumstances.”

8. With reference to Clause 9 of the Instructions appended to Circular Letter No.
1650 : For the purpose of this Clause, rolling stock on loan to the War Department for service
overseas shall not be regarded as rolling stock in service, and an allowance on account of
any reduction in numbers, caused by vehicles on loan to the War Office, shall be made as
a special addition to the formula, in respect of repairs, based on the unit cost of repairs in
19138. The figures so ascertained to be increased by a percentage to bring up to rates of
wages and prices of materials of the control period under review.

Any other variations in numbers shall be dealt with in accordance with Clauses 7
and 9 of the Instructions.

9. With reference to Clause 10 of the Imstructions appended to Circular Letter No.
1650, in view of the fact that Statistical Returns Ia and II are included in the published
accounts for the year 1919, it will be necessary for Companies who have sent permanent
way materials to France, and/or loaned rolling stock to the War Department for service
overseas, to attach to their respective claims a statement showing the length of track
which has been taken up and sent to France and the numbers of rolling stock loaned to
the Government for service overseas.

- 10. From the total expenditure of the year 1919 a deduction may be made of the
authorised allowance (as per Circular Letter No. 8. 110)* for the period to 31st December,
1919, ascertained in respect of both maintenance and depreciation, such allowance to be
increased by a percentage to bring up to the 1919 rates of wages and prices of materials,
In other words, a similar procedure is to be followed to that adopted in connection with the
allowance for renewals and repairs of additional permanent way and rolling stock. _

11. Appended hereto is the revised formula for each abstract, showing the additional
items authorised by this Instruction.

Please acknowledge receipt.

Yours faithfully,
(Signed) GEO. H. WHEELER,
Secretary.
The General Manager,
Railway.
* See Document No. 86.
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF WAY

AND WORKS.
AnsTRACT “ A7
£ £
Total Expenditure under all headings in Abstract “ A,” exclysive of transfers to (or
from) Depreciation ¥unds or Suspense Accounts—¥ear ... ... ... .. ..
Add—
Credits for supemmon charged to the Government e e
For reduction in Mileage of Line open for Traffie... e e
Less— v
Expenditure on work for Government charged to Revenue—e.g.,small works under£10 ...
For New Lines opened, arrived atin the preseribed mammer ... ... ... .. ...
For Renewals and Depreciation of additional works or equipment other than Per-
manent Way G e
Additional Ex‘pendxtum for Abnormal Wear and Tear ... ... .. oo e eeeen
Bpecial expenditure for lifting and restozation of Permanent Way due to shortage of
materials ... ... .0 L e an e e e
Ezxpenditure incurred in the Provision of Te mporary Accommodation for Female Staﬁ
arrived at in the prescribed manner (see Clause 6 of Circulsar Letter No. 8.111) ... ...
Expenditure incurred during 1919 in respect of holidays granted with pay, in excess
({é those (if any) granted with pay in the year 1913 (see Clanse 3 of Circular Letter
0. S.111) el e e e e er e e
Bonus ps.yments made to Supemsory Stafi under leway "Executive Committee
Circular Letter No. 1901 (se¢ Clause 4 of Circular Letter No. 8. 111)... e e
Less  per cent, {arrived at in the prescribed manner) to reduce to 1913 cost ... . e
Expenditure in year adjusted for comparison with the year 1913
Total of Abstract ““ A,” year 1913, as per printed Accounts - e
Arrears of work, year » subject to addition of 15 per cent. ... . et
Add 15 per cent. ... e e
Amount chaz_-geable for Arrears of Work, year e
Deduct or add—
Amount tmnsferred to credit or debit of Depreclatmn Funds or Suspense Accounts,
year vee e e e e e e e e e e
Net amount to be claimed for Arrears of Work, Abstract * A,’’ year £

(8 16959) G 4
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FORMULA FOR ARRIVING AT ARREARS OF MAINTENANCE AND RENEWAL OF ROLLING

STOCK.

AssTract “ B (1), (2) and (3).

Total Expenditure under all headings in Abstract , 8xclusive of transfer to (or
from) Depreciation Funds or Buspense Accounts, and of the Engine Power
item in “B"(1) Year .

Add—

Credits for Supervision and Profit on War Manufactures...

For Rolling Stock on loan to the War Department for service overseas (aec Clause 8
of Circular Letter No. 8. 111) .

For reduction in Rolling Stock in Semce, arrived atin the prescnbed manner,.

Legs—

Expenditure on work for Government charged to Revenue—eg., small works under

. £10; alterations to Rolling Stock for the Military Authorities

Expendlture on repair of Rolling Stock loaned by H.M. Government ... .

For additions to Rolling Stock in service arrived at in the prescribed mannet.,

For renewals and depreciation of additional equipment other than Rolling Stock

Additional Expenditure for Abnormal Wear and Tear ...

Adetlona.l Cost of Rolling Stock purchased from, or repaired by, outside firms

xpenditure incurred during 1919 in respect of hohdays granted with pay, in excess

of those (if any) granted in the year 1913 (see Clause 3 of Circular Letter No, 8. 111)

Bonus payments made to Supervisory Staff under Railway Executive Committee
Circular Letter No. 1901 (see Clause £ of Circular Letter No. 8. 111)

Less  per cent. (arrived at in the prescribed manner) to reduce to 1913 cost
Expenditure in year adjusted for comparison with the year 1913

The above process to be applied in the case of each of the three sectiofis of Abstract
“B?” separately. The resulting figures to be totalled thus:—
(11 B 11 (1)

% B ” (2)
(13 B ” (3)

Total of Abstract “ B” (1), (2} and (3), year 1913, as per printed Accounts,
exclusive of the Engine Power item in the case of “ B (1) :—

i B ” (1)
113 B " (2)
(13 B » (3)

Arrears of Work, year » Subject to addition of 15 per cent.
Add 15 per cent.

Amount chargeable for Arrears of Work, year
Deduct or add—
Amount transferred to credit or debit of Deprecla.tmn Funds or Suspense Accounts,
“B” (1), (2) and (3), combined, year o .

Net amount to be claimed for Arrears of Work, Abstract “B "* (l) (2) and
(3), year .-

------

------

------

......

......

......

------

------

------

......

------
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IX.—ALLOWANCES IN RESPECT OF MAINTENANCE AND DEPRECIATION OF ADDITIONAL
WORKS AND PLANT COMPRISED IN ABSTRACTS “ A’ AND “B’ (OTHER THAN
PERMANENT WAY AND ROLLING STOCK).

Dooument
Number. PAGE
(85) Letter of Sth September, 1920, from Ministry of Transport to Railway Accountants’ Com-
mittee, approving formslly a draft Circular letter to the Railway Companies .. 106

(86) Circular Letter No. 8, 110 of 13th September from the Standing Commitiee of Genersl
Managers to the Railway Companies, informing them of the Government’s approva.l
and containing Inetructions for the preparation of claims . . “
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MINISTRY OF TRANSPORT CORRESPONDENCE.

(85)

MiNiSTRY OF TRANSPORT,
Fmnawnciar anp StaTisticar, Depr.
9th September, 1920.
F. 1182 and 1463.

Sir,
ALLOWANCES IN RESPECT OF MAINTENANCE AND DEPRECIATION OF ADDITIONAL WORKS

AND PLANT COMPRISED IN ABSTRACTS “A” AnND “B” (OTHER THAN PERMANENT
Way ano Rorrumwe Stock).

I am directed by the Minister of Transport to refer to your letter* (184) of the 18th
ultimo, and to say that Sir Eric Geddes approves of the draft Circular letter and agrees
to it being issued to the Railway Companies in the form submitted with your letter.

The Minister will be glad to bé furnished with 12 copies of the Instruction so soon as
it is circulated to the Railway Companies.

I am, Sir,
Your obedient Servant,
(Signed) C. HURCOMB.

The Chairman,
Railway Accountants’ Committee,
16, Great George Street, S.W.

 The letter of 18th August forwarded a copy of the draft Circular letter for approval. The letter, as
printed in Document No. 86, was approved by the Treasury.

(86)

Speciar. CoMMITTEE oF STANDING CoMMITTEE OF GENERAL MANAGERS,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
13th September, 1920.

Circular Letter No. S. 110.

Dear Sir,

ALLOWANCES IN RESPECT OF MAINTENANCE AND DEPRECIATION OF ADDITIONAL WORKS
AND PLANT COMPRISED IN ABSTRACTS “ A ” AND “ B” (OTHER THAN PERMANENT
Way anp Rorima Stock).

I have the pleasure to inform you that the Government have now agreed that as
from the 5th August, 1914, allowances as shown on the attached Schedule may be claimed
in respect of Maintenance and Depreciation of the Works, &c., described thereon. .The
amounts claimed to be arrived at as follows :—

(a) Allowances to be calculated separately :—

(1) For each Abstract;
(2) For Maintenance and Depreciation respectively ; and
(8) For each of the accounting periods. -

(6) In respect of works, &c., falling under the 4 per cent. interest on capital arrange-
ment, the allowances to be for the periods corresponding to the periods on
which interest has been or is allowed. In respect of works, &c., falling under
the 5 per cent. arrangement, the allowance to be as from the date the works,
&c., were brought into use, as certified by the responsible officer concerned,
in the same manmer as if the 4 per cent. arrangement applied.

(¢) The expenditure on which the allowances are based shall be the net amounts
approved for such works in the claims for interest on capital reduced by the
amounts included therein in respect of land, law chaiges, or other expenditure
not in respect of structures or plant.

(d) Credit to be given for all amounts written out of capital in respect of works and
plant displaced since 31st December, 1912, and not deducted from expenditure
embraced in paragraph (c), provided such works and plant were subject to
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maintenance, and in use, during the year 1913. The amount in respect of
such eredits to be calculated in the same manner as in the case of the allowances,
the date of displacement being certified as in the case of new works.

{¢) The amounts ascertained in accordance with the foregoing paragraphs for the

period from 5th August, 1914, are to be reduced by the total amounts (if any)
which may have already been allowed a Company in respect of such works
or plant. A Company which has already been allowed to make provision
through the respective Government Accounts on account of the maintenance
and/or depreciation of additional works and plant, and whose provision is in
excess of the rates now agreed, shall not, however, be prejudiced, but may still
continue to make such provisions.

(f) The allowance ascertained in accordance with the foregoing paragraphs in respect

of depreciation is to be claimed through the account of the net receipts. A
supplementary claim to be rendered as soor as possible to the Railway
Accountants’ Committee, 16, Great George Street, Westminster, S.W., for
the period to 31st December, 1919, the amount of such claim to be dealt with
as a “ Transfer to Depreciation Funds or Suspense Accounts™ in the 1919
claims for arrears of maintenance.

Will you kindly note and instruct your Accountant accordingly.

Yours faithfully,
(Signed) GEO. H. WHEELER,
Secretary.

The General Manager,

Railway.

MAINTENANCE AND DEPRECIATION oF NEW WORKS BROUGHT INTO USE DURING

GOVERNMENT CONTROL.
Schedule of Percentage Rates to be allowed.

_ Depreciation. | Maintenance. Total.
Per cent Per cent. Per cent.
Abstract “ A "—
Earthworks Nil 1 1
Bridges, mcludmg viaducts and culverts 13 3} 23
els . . . 3 i 11

Retaining walls 1 3 13
Roads . — 10 10
Turntables . 3 3 6
Fences . — 2% 2%
Stations, depots and offices .. . 1} 5 63
Sta.txons involving expendlture of

£100,000 or more . . 1} 4 5}
Engme sheds - - 24 1% 10
Carriage sheds .. .. 2 6 8
Locomotive workshops 2 6 8
Carriage workshops 2 5 7
Wagon workshops . . 2 5 7
Other buildings .. 13 b6 6%
Electric track equlpment-—

Third rail system 6 4 10

Overhead system 6 4 10

ABstrRacT “ B "'—

Locomotive plant and machinery 3 12} 15%
Carriage plant and machinery 3 12} 154
Wagon plant and machinery 3 124 15%
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X.—INCREASE TO 5 PER CENT. IN THE RATE OF INTEREST ALLOWED ON APPROVED

FRESH CAPITAL EXPENDITURE.
Document
Number. PAOR

(87) Letter of Tth May, 1919, from Sir Herbert Walker to Sir Auckland Geddes, suggesting that
new Railway works should be financed in the same way a8 works constructed by leway
Companies for the Government during the war.. - 109

{88) Lefter of 14th May, 1919, from the Board of Trade to the Treasury, suggesting that the case
might be substantially met if the interest allowed on fresh capital expenditure of the
Railway Companies were increased to say 53 or 6 per cent., and an undertaking were given
to the Companies that, in the event of their undertakings belng acquired by the Government,
the consideration to be given in respect of such capital expenditure should be the actual
cost incurred together with an addition for interest on the sum expended up to the time
when the works were brought intowse ... ... . v 110

(89) Letter of 23rd May, 1919, from the Treasury to the Board of Trade, stating that they were
prepared to agree to an increase in the rate of interest to § per cent. from the date when the
capital expenditure was incurred, and that an assurance might be given to the Companies
that in the event of Natlonalma.tlon, the price to be paid by the Government shall not be
affected one way or another by the arrangement .. - . .- .. 110

(90) Letter of 30th May, 1919, from the Board of Trade to the Railway Executive Committee,
forwarding a copy of the Treasury letter of 23rd May,1919, and explaining what the Board
understood the arrangements to mean. It was indicated in this letter that the arrangements
were to apply only to approved capital expenditure ... w111

{91) Circular letter No. 1930, of 15th August, 1919, issued by the Bmlway Executive C-ommittee
to the Raﬂway Compsanies, on the subject = ... 111

(92) Extract from letter of 12th February, 1920, from the Ministry of Transport, informing the
Railway Companies’ Association that it has been decided that as regards works in hand
before May, 1919, or commenced between that date and 31st January, 1920, the Railway
Companies should have the option of 4 per cent. interest on capitel expended without the
Minister’s approval, or § per cent. on capital expended with the Minister’s approval. But
for works commenced on or after 1st Febmary, 1920, the nght to claim 4 per cent. without
the Minister's approval would lapse . ..o 112

(98) Circular letter No. 8. 104 of 12th August, 1920, from the SBtanding Committee of General
Managers to the Railway Companies, forwarding Regulations for the compilation of claims
for B per cent. interest on capital expenditure. (These Regulations were approved by the
Ministry of Transport on the 6th August, 1920) . . 113
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(87)
T. 195.
P. 22248 Wr.
RaiLway ExecuTIVE COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
Tth May, 1919,
Dear Sir Auckland Geddes,

1. With reference to my conversation with you this afternoon in regard to the capital
necessary for carrying out Railway schemes of new construction ;

2. As I explained to you, most of the large Railway Companies have schemes in hand
which necessitate the spending of large sums of money on capital account, but they do
not feel in a position to authorise this expenditure until they know exactly what their
position is likely to be in regard to the future of their undertakings.

3. These new schemes may be roughly classified under three headings :—

(¢) New sidings and railways or alterafions asked for by firms and others in order

to enable them to increase their premises and output.

() Schemes of alteration necessary to enable economies in working to be effected

by the Railway Companies.

(c) Alterations, widenings, rebuilding of stations, provision of Rolling Stock, &c.,

necessary to enable the Railway Companies to adequately deal with the normal
increase in traffic.

4. At the present time the most urgent cases are those referred to under category (1)
above, and 1 would call your attention to the three following :—

Note.—Here followed details of certain proposed new works.

5. These are typical cases of Works which appear to be urgently required, but the
Railway Companies cannot be expected to find the necessary capital under existing con-
ditions. Their objections are on financial grounds, and include—

(2) The inadequate amount allowed for interest on capital works brought into use—
i.€., 4 per cent.

(b) The fact that no interest is allowed until the Works are brought into use.

(c) The heavy increased cost for carrying on the work at existing rates of wages and
prices of material.

(d) The uncertainty as to how the Railway Companies will be recouped for such
expenditure in the case of the Government deciding to take over the Railways.

6. We took the matter up with the Minister Designate of Ways and Communications,
and have received a letter from Sir Francis Dunnell to the effect that Sir Eric Geddes
feels that until the new Ministry is formed he is not in a position to take action, and suggests
that we deal with it through the Board of Trade.

7. I enclose you a copy of a letter we addressed to the President of the Board of Trade
(Board of Trade ref. R. 1563) on the 10th April, 1918,* which resulted in an agreement
being arrived at for the financing of new works carried out as a war measure at the request
of the Board of Trade or of the Railway Executive Committee.

8. We would suggest that if possible a new arrangement be come to with the Treasury
under which any new works which it is necessary to put in hand shall be financed on the
basis laid down in Clause 7, Sub-sections (b), (c), (), and (e) and Clause 8 of our letter
of the 10th April, 1918, above referred to.

9. We are preparing for Sir Eric Geddes a list of new works which the Railway Com-
panies consider should be proceeded with forthwith. The cost of these works runs into
several millions, and it will be necessary, of course, to come to some decision as to the
priority under which the works shall be put in hand. This, however, we can arrange.

Yours faithfully,
(Signed) H. A. WALKER,

. Acting Chairman.
Sir Auckland Geddes,

Board of Trade.
* See Document No. 94.
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(88)
R. 2159.
F. 195. )
Boarp oF TRADE.
14tk* May, 1919.
Sir

I am directed by the Board of Trade to state, for the information of the Lords Com-
missioners of His Majesty’s Treasury, that Sir Auckland Geddes has had under discussion
with the Acting Chairman of the Railway Executive Committee the financial arrangements
in force between the Government and the Railway Companies in regard to the payments
made to the Companies in respect of additional capital expenditure, and a copy of a letter,
with enclosure, which has been received from the Committee is enclosed herewith.*

It has been pointed out by the Railway Executive Committee that at the present time
many of the Railway Companies have under consideration urgent schemes of extensions or
. improvements which are desirable in the interests of increased production or to secure
economy in working, and that capital expendifure on additional equipment, such as rolling
stock, is also required in order to meet the normal increage in traffic. At the present time,
however, the Railway Companies are deterred from undertaking such schemes by reason of
the existing financial arrangements. The principal considerations put forward on behalf
of the Companies in this respect are—

(@) The inadequate amount allowed for interest on capital works brought into use—
1.€., 4 per cent.

(b) The fact that no interest is-allowed until the works are brought into use.

(¢) The heavy increased cost of carrying out the work at existing rates of wages and
prices of material. :

(d) The uncertainty as to how the Railway Companies will be recouped for such
expenditure in the case of the Government deciding to take over the Railways.

The matter is also referred to in letters, copies of which are enclosed,t which have been
received from the Irish Railway Executive Committee in the matter.

It is suggested on behalf of the Companies that fresh approved capital expenditure
in such circumstances should be provided by the Government on the lines which have been
laid down in the case of works constructed by the Companies for the Government.

The Boaxd, however, consider that the case might be substantially met if the interest
on capital expenditure when provided by the Companies, on new works, or additional rolling
stock, brought into use were increased to, say, 5% or 6 per cent., and an undertaking were
given. to the Companies that in the event of their undertakings being acquired by the
Government the consideration to be given in respect of such capital expenditure should be
the actual cost which has been incurred, together with an addition for interest on the sum
expended up to the time when the works were brought into use.

The Board would be glad to learn that the Lords Commissioners can see their way to
agree to arrangements being made on this basis. -

T have the honour to be, Sir,
Your cbedient Servant,

(Signed) W. F. MARWOOD,
The Secretary,

Treasury.
* See Document No. 87. 1 Not printed.
(89)
F. 195.
21626/19. TREASURY CHAMBERS,

23rd May, 1919.
Sir,

I have laid before the Lords Commissioners of His Majesty’s Treasury your letter
of the 14th instant (R. 2159) and the accompanying copy of a letter from the Railway
Executive Committee with regard to the financial arrangements in force between the
Government and Railway Companies as to payments to the Companies in respect of
additional capital expenditure.

In reply, I am to request you to inform the Board of Trade that in view of the con-
siderable funds possessed by the Railway Companies My Lords see no reason for providing
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for the expenditure on new works and rolling stock by advances from Government Funds.
They recognise that the interest obtained on present investments may in many cases be in
excess of 4 per cent., and They are accordingly prepared to concur in the rate of interest
allowed on capital expenditure on new works or additional rolling stock after the 1st
instant being raised to 5 per cent., such interest to begin to accrue as from the date when
the capital expenditure is incurred. )

With regard to the undertaking which it is proposed to give to the Companies as to the
allowance to be made in respect of such capital expenditure in the event of the Government
deciding to purchase the railways, it is not clear to Their Lordships in what way precisely
the Railway Companies will be affeeted by a transfer of their assets from investments to
rolling stock or new works. They are, however, prepared to concur in an assurance being
given that in the contingency contemplated the price to be paid for the undertakings shall
not be affected one way or the other by the arrangements now agreed to.

* * * * * *
I am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH,

The Secretary,
Board of Trade.
R. 2159, (90)
F. 195.
BoArRD oF TRADE.
30th May, 1919.
Sir

With reference to the letters from Sir Herbert Walker of 81st March* and 7th May
respectively to Sir Eric Geddes and Sir Auckland Geddes on the subject of the provision of
additional capital expenditure required for Railway purposes, I am directed by the Board
of Trade to state that they have been in communication with the Treasury on the subject,
and that they are now prepared to agree to arrangements being made as Indicated in the
letter from the Treasury of the 23rd May, of which a copy is enclosed herewith.

The Board understand that the proposed arrangements are—

(1) That in place of the present arrangements between the Railway Companies and
the Government with regard to the rate of interest to be allowed on new capital
expenditure, interest at the rate of 5 per cent. per annum from the date on
which the expenditure is incurred may be allowed in respect of approved capital
expenditure.

(2) That an assurance may be given to the Companies that in the event of their under-
takings being acquired by the Government the Companies shall neither be
financially prejudiced nor financially advantaged by reason of having incurred
capital expenditure under the present arrangements.

I am, Sir,
Your obedient Servant,
(Signed) W. F. MARWOOD.
The Secretary,
Railway)Exzecutive Committee,
35, Parliament Street, S.W.

(Treasury letter of 23rd May, 1919, enclosed, Document No. 89.)
The substance of this letter is contained in Document No. 87.

(91)
F. 195.
(Circular Letter No. 1930.)

Rannway Execurive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
15th August, 1919.
Dear Sir,

INTEREST ON CAPiTAL EXPENDITURE.

I have to inform you that the Railway Executive Committee has recently been in
communication with the Treasury and the Board of' Trade with reference to the carrying
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out of new works involving capital expenditure. You are aware that the present arrange-
ment with the Government is, broadly, that on expenditure on works brought into use
gince the end of the year 1912 the Government pay interest at the rate of 4 per cent. per
annum as from the date the work was brought into use. The Government have now agreed
that as regards future capital expenditure—.e., sums expended upon works or rolling
stock since 1st May last, and chargeable to capital—interest at the rate of 5 per cent. per
annum shall be allowed as from the date the expenditure is incurred, provided the expendi-
ture itself is approved by the Government. :

2, The Executive Committee are in communication with the Government as to the
procedure under which the necessary approval of the Government is to be obtained, till
such procedure has been agreed, particulars of capital expenditure proposed by any Com-
pany caln be forwarded to this Committee, who will endeavour to obtain the necessary
approval. .

kP 3. The new rate of interest will be applicable to further capital expenditure on works
at present in hand and on works commenced before the war and discontinued and now
proceeded with, provided in each case the Government approval is obtained. It may
therefore happen that in some cases interest will be payable by the Government at two
different rates and on two different bases in respect of one work—thatis to say, interest
may accrue in respect of part of the expenditure at the rate of 4 per cent. from the date the
work is brought into use, and in respect of the other part-at the rate of 5 per cent. from the
date when the money is expended.

4. The Executive Committee are in negotiation with the Government as to the allow-
ance to be made to the Companies in respect of new capital expenditure in the event of the
Government deciding hereafter to take over the Railways. As to this you will be advised
later on, but it is understood that the Government are prepared to give an assurance that
in that event the Companies are neither to be financially prejudiced nor financially advan-
taged by reason of having incurred capital expenditure under the arrangement outlined

in this Circular.
Yours faithfully,
(Signed) H. A. WALKER,
Acting Chairman.
The General Manager,

Railway.

MINISTRY OF TRANSPORT CORRESPONDENCE.

92)
(Extract.)
F/205.
MiniSTRY OF TRANSPORT,
FInanciaL AND StaATIsTICAL DEPT.,
12th February, 1920.
Sir,

INTEREST ON CAPITAL EXPENDITURE.
E * * E * *

In connection with the question of the rates of interest to be allowed on capital
expenditure, I am to state that as he [the Minister] is informed that some misappre-
hension has arisen as to the interpretation of the arrangements described in the Circular
Letter No. 1930,* issued by the Railway Executive Committee on the 15th August,
1919, it has been decided} to adopt the following definition :— '

As regards works in hand before May, 1919, and also as regards works commenced
between that date and the 31st January, 1920, the Railway Companies may
have the option of 4 per cent. interest on capital expended without the Minister’s
approval, or 5 per cent. interest on capital expended with the Minister's approval.

As regards works commenced on and after the 1st February, 1920, the right to claim
4 per cent. without the Minister’s approval will lapse.

Any regulations issued in connection with the work of the ‘Accountants’ Sub-

* Printed as Document No. 91.
t The arrangement; was approved by the Treasury on 6th February, 1920.
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Committee in regard to this or to any other point arising out of the Railway -
Agreement, should first be approved by the Ministry.

* * » . * * *

I am, Sir,
Your obedient Servant,
(Signed) J. GEORGE BEHARRELL.
The Secretary, . .
Railway Companies’ Association,*
8, Victoria Street, S.W.

(93)

SeeciaL CoMMITTEE OF STANDING COMMITTEE OF GENERAL MANAGEES,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
12th August, 1920,
(Circular Letter No. S, 104.)
Dear Sir, . _
' InTEREST ON CaPITAL EXPENDITURE.

With reference to Circular Letters Nos. 1930 and 2001 : I have the pleasure to enclose
herewith the Regulations* governing the compilation of claims for 5 per cent. interest on
capital expenditure under the arrangement referred to in Circular Letter No. 1930. The
claims should be made up to 31st December, 1919, and afterwards annually as in the case
of those rendered under the original 4 per cent. arrangement (Circular Letter No. 729),1"
and a reference to the Government’s approval must be given in each case.

Separate claims should be rendered in respect of the interest chargeable against the.
Government at 5 per cent. and 4 per cent. respectively. It should be noted that the
cost of land acquired prior to the 1st May, 1919, and subsequently used for the purposes
of an * approved ” work, will be dealt with under the 4 per cent. arrangement, and only
carry interest as from the date the work is brought into use. '

Yours faithfully,
(Signed) GEO. H. WHEELER,
Secretary.

The General Manager,
————— Railway.

* The Regulations referred to in this letter were approved l;y the Ministry of Transport and the

Treasury, and are set out below.
T Circular Letter No. 7_9 covered the issue of the Pink Book. Document No. 71.

(Enclosure in General Managers Commitlee’s letter of 12th lAugust, 1920.)

INTEREST ON CAPITAL. EXPENDITURE.

REGULATIONS IN REGARD T0 THE COMPILATION OF CLAIMS FOR INTEREST AT 5 PER CENT,
oN CapriTaL EXPENDITURE APPROVED BY H.M. GOVERNMENT.

1. Definition of Capital Expenditure. o
The capital expenditure to which the 5 per cent. interest arrangement set out in
Circular Letter No. 1930 applies must be—
(2} Approved by H.M. Government. >
- (b) Incurred on or after 1st May, 1919.
(c) Charged to capital and properly so charged.
(d)} Reduced by the cost of any works replaced.
2. Land.

In the event of H.M. Government approving expenditure on the purchase of land or
property not immediately required for works, any rents receivable in respect of the period
covered by the claim for the occupation of such land or property must be credited to
the interest column in the clajm,

(816959) H
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3. Calculation of Interest.
Interest to be calculated on the respective items according- to the following
principles :(—
(a) Wages paid by the Company and materials issued from stock. .
On and from the mean date of the monthly accounting periods (calendar
- month.-or 28 days, according to the practice of the Company) for which the
wages and materials are charged. The mean date in the case of the 28-day .
periods to be the fifteenth day of such period, and in the case of calendar
months to be as shown in the following table :— '

January . .. 1léth July .. - .. 17th
February .. .. 15th - August .. .. 16th
March. . .- .. 17th September .. .. 16th
April .. .- .. 16th October ‘e .. 17th
*May. .. .. 16th November ... .. 16th
June .. - . 16th December .. .. 16th

(b) Payments to contractors-and other parties (including materials specially purchased
for a particular work).
On and from the date of issue of the cheque.
(¢) Land. *
On and from the date from which interest on the purchase money is payable,
or if no such interest is payable, on and from the date of issue of the cheque.
(d) Deductions from expenditure.

(1) Replaced Works or other Revenue Charges, and Contributions from Parties other
tham controlled Railway Companies.—The estimated amount by which the
total expenditure has to be reduced in this regard to be expressed as a
percentage of the estimated total cost of the work, excluding land and
costs. All items of expenditure incurred on construction to be reduced
by such percentage, but such reductions are not to exceed in the aggregate
the total estimated credit.

(Specimen formula appended hereto.)

(2) Returned Materials.—Credit to be given on and from the mean date of the
calendar month or 28-day period in which materials are credited as
returned, or available for return, to stock, which ever is the earlier.

(8) Contributions towards cost of Works by other controlled Ruilway Companies.—
Credit to be given on and from the date of receipt of the money.

EXAMPLE OF THE APPLICATION OF CLAUSE 3 (d) (1) OF THE REGULATIONS IN REGARD TO
THE COMPILATION OF CLAIMS FOR 5 PER CENT. ON APPROVED CAPITAL EXPENDITURE.

£ Per cent.
Estimated total cost of new work (ex-
cluding land and costs) .. .. 10,000 100
Less— £
Proportion chargeable to revenue .. 1,600
Contribution from a party other than
. & controlled Railway Company .. . 1,000
Repluced works .. .. 4,000 6,000 60
[Net debit to capital .. . £4,000 40 per cent.
Expenditure
‘Expenditure Less ranking for
ihcurred. 60 per£oent. mteregt.
January, 1920 .. .- .. .. -6,000 3,600 2,400
March, 1920 .- .. .. .. 2,000 1,200 800
June, 1920 e e e 2,000 1,200 800

£10,000 £6,000 £4,000
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XI.—ARRANGEMENTS IN REGARD TO THE PAYMENT FOR RAILWAY .WORKS
- CONSTRUCTED UNDER AUTHORITY OF THE BOARD OF TRADE.

(N. B——Prewous to the general arrangements referred to in this section, special agreements were' thade
with particular Gompsmes by the Wa.r Office and other Government Departments.)

Document :
Number.. " PAGE
(94) Letter of 10th April, 1918, from the Rallway Executive Gommnttee to the Board of Trade, -
suggesting a procedure. that might be adopted in. eonnection with the payment, ete., ier
new works carried out by Railway Companies at the request of the Board of Trade .. 118

(95) Letter of 3rd May, 1918, from the Board of Trade to the Treasury, asking for their
concurrence (subject to a slight qushﬁcatmn) in the armngements suggested by the
_Railway Executive Committee ... . 11

{96) Extract ﬁom letter of 31st May, 1918, from the Treasm'y to the Board of Trade, con(mmng
geanerally in the proposed arrangements ... - . 117

(97} Letter of 13th Ju.ne. 1918, from the Board of Trade to the Rallway Executive Gommlttee,
informing them of the smmgementa made with the Treasury .. . . 118

(98) Letter of 13th June, 1918, from the Board of Trade to the War Office, mformmg them
of the pmpoaed arrangements and asking for their formal concurrence 118

(99) Circular letter No. 1423 of 25th June, 1918, issued by the lewa.y Executive Comnnttee to
_the Railway Companies, notifying them of the arrangements . 119

(100) Extract from letter of 26th June, 1918, from the War Office to the Board of Trade, oonﬁrmmg
the provisional armngemenm ‘120
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(94)
P. 1981. Rainway Execurive COMMITTER,
P.R. 2484, 35, PARLIAMENT STREET, WESTMINSTER, S.W.

10th April, 1918.

Dear Sir,

PAYMENT FOR WOREKS CARRIED OUT BY RAILwAY COMPANIES AT THE REQUEST OF THE
Boarp oF TRADE.

1. At the interview you were good enough to accord us on the 28th ultimo we dis-
cussed, amongst other things, the question of the method of payment for new works carried
out by the Railway Companies at the request of the Board of Trade.

2. Ever since the commencement of the war the Railway Companies have been con-
structing works for the various Government Departments under an arrangement by
which the orders for all such works are, as a general practice, co-ordinated through the War
Office. This was done because it was found at an earlier stage of the war that the
requirements of the various departments—i.e., War Office, Admiralty, Ministry of
Munitions, and others, had a tendency to overlap. .

3. .The arrangement of co-ordination through the War Office has worked very well,
and includes, amongst other things, an Agreement under which the Government will pay
for all such new works on the understanding that at the termination of the war, or as soon
thereafter as possible, the Companies should decide whether or not they were prepared to
tale over,’on agreed terms, such works, or the materials forming works not required to be
retained, or any part of them. In the case of those works and materials which the Railway
Companies decide not to take over, any material recovered to remain the property of the
Government, who would bear the cost of recovery and making good.

4. Under these arrangements the Government pay 50 per cent. of the estimated cost
at the time the work is ordered and the balance as soon as the actual cost of the work
has been ascerfained.

5. It would appear that the time has now arrived when the Railway Companies will
have to carry out a considerable amount of work on behalf of departments under the
control of the Board of Trade, particularly the Coal Controller and Timber Controller, and
it is necessary that the procedure and method of payment should be agreed. .

6. We think that arrangements similar to those recorded in Paragraphs 3 and 4 of this
letter will meet the case. 'We are of opinion, however, that it is not necessary for these new
works to be co-ordinated through the War Office, and that the arrangements should be left
entirely in the hands of the Board of Trade, with the Railway Companies immediately
concerned and the Railway Executive Committee. _

7. We suggest, therefore, that the following procedure and method of payment should
be adopted :— :

(@) In the case of new sidings asked for by the Coal Controller or the Timber Controller,
arrangements for the preparation of the necessary plans and estimates to be
made direct with the Company concerned.

(b) In the case of additional accommodation required by a Railway Company for
properly dealing with large increases in traffic, the Railway Company concerned
to report to the Railway Executive Committee with the necessary plans and
estimates. If the Railway Executive Committee agree that the work is neces-
sary, they to forward the plans and estimates to the Board of Trade with their
recommendation. _ .

{c) If the Board of Trade agree with the works under {a) or (b) being proceeded with,
they to give the necessary instructions to the Railway Executive Committee,
who will advise the Company or Companies concerned.

(d) The Board of Trade to arrange, when the order is given for the work, for an amount
equal to 50 per cent. of the estimated cost of the work to be credited to the
Railway Executive Committee for payment to the Company or Companies
carrying out the work.

{¢) On completion of the work the Company or Companies concerned to send an account
to the Railway Executive Committee for submission to the Board of Trade, who
will arrange for the amount due to be credited to the Railway Executive
Committee,
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8. If, after the termination of the War, any Railway Company decides for its own
purposes to take over any works, or any part of any works, carried out during the period
of Government Control under arrangements or by the orders of a Government department,
they may do so on terms to be agreed. Any works carried out for Government depart-
ments, or by arrangement with the Government, during the period of control, not required
to be retained, to be removed and the Government credited with the value of the materials
recovered, less the cost of recovery and making good. _

In the case of sidings and works that may be required to be retained permanently
by, or on behslf of, a Government Department, after the control, agreements 1n regard
- thereto and the method of working tobe entered into between the Government Departments
and the Railways Companies aff. cted.

Yours faithfully,
) (Sigrned) H. A. WALKER,
Acting Chairman.
The Pres’dent,
Board of Trade.
95)
R. 1563. (
P.R. 2484.
Boarp orF TRADE.
: 8rd May, 1918.
Sir,

I am directed by the Board of Trade to transmit herewith, for the information of the
Lords Commissioners of His Majesty’s Treasury, a copy of a letter which has been received
in the Department from the Railway Executive Committee on the subject of the procedure
to be adopted in connection with the payment for works carried out by the Railway Com-
panics at the request of the Board of Trade, and I am to say that, if Their Lordships concur,

~the Board propose to give effect to the general arrangements suggested by the Committee

subject to the qualification that the Board are disposed to arrange with the War Office,
that, except in cases of urgency, the formal orders for works required should be given by
that Department to the Railway Companies concerned instead of by the Board of Trade
to the Railway Executive Committee.

I am to add that the Board will communicate further with Their Lordships in regard
to the expenditure required for the construction of the specific works required, but that
meanwhile they would be glad to learn that no objection is seen to the adoption of the general
arrangements suggested. ,

I have the honour to be, Sir,

Your obedient Serfrant, _
(Signed) ERNEST G. MOGGRIDGE.

The Secretary,

Treasury.

(Railway Executive Committee letter of 10th April, 1918, enclosed, Document No. 94.)

(96) -
17843/18.
P.R. 2484, TrEAsURY CHAMBERS,
31st May, 1918.

Sir,

The Lords Commissioners of His Majesty’s Treasury have had before them M.
Moggridge’s letter of the 3rd instant and the enclosed copy of a letter from the Railway
Executive Committee on the subject of the procedure to be adopted in connection with the
E‘ay:inent for works carried out by the Railway Companies at the request of the Board of

rade. ’

In reply I am to state that, while My Lords concur generally in the arrangements
suggested in Paragraph 7-of the Committee’s letter, They agree with your Board that
co-ordination should continue to be effected through the branch of the War Office dealing
with this matter, if the Army Council are willing to extend its control to these new cases,

(n16959) H 3
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and that except in cases of urgency the formal orders for works required should be given
by the War Office to the Railway Companies concerned instead of by the Board of Trade
to the Railway Executive Committee. Their Lordships authorise the payment of advances
equal to 50 per cent. of the estimated cost of the work in cases similar to those in which
advances of this kind have hitherto been made by the War Office.

With regard to the last paragraph of the Committee’s letter, I am tosay that the
question of the settlement 1n regard to special works of this kind after the war is at
present under Their Lordship’s consideration, and They will cause a further letter to be
addressed to the Board on this subject in due course.

* * * * * =

I am, Sir,
Your obedient Servant,
(Signed) T. L. HEATH,

‘The Secretary,
Board of Trade.
. (97)
R. 1563.
P.R. 2484, Boarp oF TRADE.
13th June, 1918.
Sir,

With reference to your letter of the 10th April on the subject of the payment for
works carried out by Railway Companies at the request of the Board of Trade, I am
-directed by the Board of Trade to transmit herewith, for the information of the Railway
Executive Committee, a copy of a letter which has been received from the Treasury on
the subject. ‘

The Board propose accordingly to arrange with the War Office that formal orders for
the outstanding works which the Railway Companies have recently been asked to con-
struct for this Department should be issued by the War Office. ~Meanwhile no delay
should be permitted to take place in the completion of such works, especially those which
are being comstructed in accordance with the recommendations of the Traffic Diversion
Committee. - ‘ |

Accounts in the prescribed form should be rendered to the War Office in the ordinsry
way for transmission to this Department for payment.

I am, Sir,
Your obedient Servant,
(Signed) 'ERNEST G. MOGGRIDGE.
The Secretary,

Railway Executive Committee,
35, Parliament Street, S.W.
{Treasury letter of 31st May, 1918, enclosed, Document No. £6.)

(98)
R. 1563.
- P.R. 2484.
Boarp oF TrabE.
13tk June, 1918, ~
Sir, K

I am directed by the Board of Trade to transmit herewith, for the information of the
Army Council, a copy of a letter* of the 10th April received from the Railway Executive
Committee on the subject of the payment for works carried out by Railway Companies
at the request of this Department. I am also to enclose a copy of a letter} of the 31st
May from the Treasury on the subject, from which it will be seen that the Treasury concur
in-the proposal made by this Department, as a result of informal discussion of the subject
with the Department of the Director of Movements, to the effect that the orders for such
works should in the ordinary -course be given by the War- Office instead of by this
Department. =~ '

* Document No. 94,
t Document No. 96.
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The Board would be glad to learn that the Army Council see no objection to this
roposal, and that they are prepared to confirm the provisional arrangements which have
geen made for giving effect to1t. . _
In this event I am to ask that formal orders for the construction of the works named
in the enclosed Schedule} might be issued by the Army Council. The Companies concerned
have already been asked by this Department to construct the works in.question. ° °

I am, Sir,
Your obedient Servant,

(Signed) ERNEST G. MOGGRIDGE..

The Secretary,
War Office.

} Not printed.
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P.R. 2484.
Ratmmway Execurrve COMMITTEE,

35, PARLIAMENT STREET, WESTMINSTER, S.W.
: 25th June, 1918.
(Circular Letter No. 1423.)

Dear Sitr

PAYMENT ¥OR 'WORKS CARRIED OUT BY RAILWAY COMPANIES AT THE REQUEST OF THE
Boarp or TRADE. - '

We have been in communication with the Board of Trade in regard to the payment
for works carried out by the Railway Companies at the request of the Board of Trade,
and have suggested that the following procedure-and method of payment should be
adopted :— k ) T S

(@) In the case of new sidings asked for by the Coal Controller or the Timber Controller,
arrangements for the preparation of the necessary plans and estimates to be
made direct with the Company concerned.

(b) In the case of additional accommodation required by a Railway Company for

: properly dealing with large increases in trafhic, the Railway Company concerned
to report to the Railway Executive Committee with the necessary plans and
. estimates. If the Railway Executive Committee agree that the work is neces-
sary, they to forward the plans and estimates to the Board of Trade with their
recommendation. - R .

(c) When the order is given for the work, an amount equal to 50 per cent. of the
. estimated cost of the work to-be credited to the Railway Executive Committee

for payment to the Company or Companies carrying out the work. _

(d) On completion of the work the Company or Companies concerned to send an
account to the Railway Executive Committee for submission to the War Office,
who will arrange for the amount due to be credited to the Railway Executive
‘Committee. :

It was further proposed that if, after the termination of the war, any Railway Com-
pany degides for its own purposes to take over any works, or any part of any works, carried
out during the period of Goverriment control under arrangéments or by the orders of a
Government Department, they may do so on terms to be agreed. Any works carried out
for Government Departments, or by arrangement with the Government, during the period
of control not required to be retained, to be removed and the Government credited with
the value of the materials recovered, less the cost of recovery and making good. In the
cage of sidings and works that may be required to be retained permanently by, or on behalf
of, a Government Department, after the control, agreements in regard thereto and the
method of working to be entered into between the Government Departments and the
Railway Companies afiected.

I now have to inform you that the Board of Trade and Treasury have agreed to the
proposals set out above, but have stipulated that co-ordination shall continue to be effected
through the War Office, who in the past have dealt with new works carried out by the
Railway Companies for the various Government Departments. . '

(B 16959) H 4
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Except, therefore, in cages of urgency the formal orders for works required will be given
by the War Office to the Railway Companies concerned, an advice being sent to this
Committee at the same time. _

" The same procedure so far as payment is concerned will be adopted for works carried
out on behalf of the Board of Trade as has been adopted in the past with works carried

out for the War Office.

Yours faithfully,
(Signedy H. A. WALKER,
Acting Chatrman.
The General Manager,
~———— Railway.
(100)
120 /Home /629 (S.R. 3.b.).
P.R. 2484.
War OrricE,
Lonpon, S.W.
- 28th June, 1918,
Sir ‘

With reference to your letter (R. 1563) of 13th June, I am commanded by the Army
Council to inform you that they agree that works carried out by the Railway Companies
on behalf of the Board of Trade should be ordered by the War Office in order to ensure
their co-ordination with thé requirements of other Government Departments. The Counecil
accordingly confirm the provisional arrangements which have been made for giving effect
to this proposal.

They consider, however, that there should be no exceptions whatever to this procedure,
and that, should any order of great urgency be placed by the Board direct, it should be
at once reported to the War Office in order that formal covering authority may be given
to the Railway Company.. ,

* * * * * .
I am, Sir, .
Your obedient Servant,

- (Signed) B. B. CUBITT.
The Assistant Secretary,
Board of Trade.
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X!I.—ARRANGEMENTS WITH REGARD TO RAILWAY COMPANIES’' STEAMERS.

[N.B.—The correspondence between the various Government Departments and the Railway Companies
~withregard to questions arising under this head was voluminous and intricate, and is therefore not reproduced.]

"Dotument’ .
Number. PAGE
(10%) Summary of arrangements agreed between the Government and the Railway Executive

_ Committee e ver 122
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- (101)
RAILWAY COMPANIES’ STEAMERS.

SUMMARY OF ARRANGEMENTS WHICH HAVE BEEN AGREED BETWEEN THE
GOYERNMENT AND THE RAILWAY EXECUTIVE COMMITTEE.

Authority.— Admiralty letter of 9th September 1914, and Exzecutive Committee Minutes
Nos. 179 and 262.

L. Vessels regarded as requisitioned under the Act of 1871.

The vessels in the Company’s service at the commencement of the war, and any
purchased or built in substitution thereof, are regarded as taken up under the Regulation
of the Forces Act, 1871, and not under the Royal Proclamation of the 4th August, 1914.

Authority.— Admiralty letter of September 9th, 1914, and Ezecutive Committee Minutes
Nos. 179 and 262,

2. Compensation payable by Government.

The Agreement as to compensation under the Act of 1871 between the Government
and the Railway Companies is regarded as providing for the compensation payable to the
Companies in respect of the taking over. of their steam vessels except as hereinafter
provided. . )

Authority.— Ezecutive Committee letter, P.62574.W. of 19th January, 1917, and Ezecutive
: Committee Minutes Nos. 2372, 2393, 2470, 2579, 2770 and 2795.

3. Insurance of Railway Companies’ Steam Vessels employed for other than Government
Purposes. . T

Railway Companies’ steam vessels used for other than Government purposes not to
be insured -against Marine and/or War Risks, including all risks covered by previous
insurance—any liability for loss or damage being assumed by the Government so far as
the expense of insuring against such liability would otherwise fall to be paid by the
Exchequer under the Government Agreement on the same conditions as those agreed
upon between the Government and the Railway Companies in regard to requisitioned
vessels (vide Nos. 5 and 6). This arrangement to apply to steam vessels loaned by one
Company to another for the ordinary purposes of their services as well as to steam vessels
owned and used by a Railway Company.

The insurance of steam vessels hired by Railway Companies from independent owners
to be considered and determined in each case, having regard to the terms and conditions
of the hiring Agreement. Any liability undertaken by the Railway Company in such
cases to be covered by outside -insurance.

Authority.— Board of Trade letter, 30th April, 19171, and Railway Ezecutive Committee
. Minute- No. 2795.

These arrangements to apply to tugs, dredgers, ferry boats and other floating craft
which were the subject of insurance. .

Authority.— Admiralty letter of 5th August, 1916, and Ezecutive Committee Minute No.
2145,

4. Requisitioning of Steamers and Chartering of Vessels in their Place.

(1) Save in emergency, no Railway-owned boat to be requisitioned by the Admiralty
except after consultation and after agreement with the Railway Executive Committee.
In the event of disagreement the matter to be submitted, where time permits, to the War
Committee. It must be understood that on occasion immediate requisitioning may be
imperative.

(2) If it be agreed that any Railway-owned boat is to be handed over to the Admiralty
for special service, and it is considered by the Board of Trade essential to replace the boat
for Railway service, the Admiralty to endeavour to requisition a suitable vessel, payment
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therefor being arranged in such manner as may be agreed between the Treasury-and the
Railway Executive Committee.

Authority—Admiralty letter of 9th September, 1914, and Executive Committes Minutes
Nos. 179, 262, and 1447,

5. Restoration of Vessels taken over.

The Government undertakes to refund the cost of restoring the vessels to the same
condition (fair wear and tear in their ordinary business excepted) as when taken over.

Authority—-Admiralty letter of 29th May, 1916, and Ezecutive Committee Minutes Nos.
1983, 2018, 2124, 2221, 2634 end 2710.

6. Steamers Lost or not Returned. :

. In the case of a lost boat, the Railway Company concerned is to obtain three competitive
tenders for a new vessel on the original specification of that lost. From the price of the
lowest competitive tender on the original specification the acerued depreciation in respect
of the age of the lost ship is to be abated. This depreciation is to be caleulated at 4 per
cent. per annum on the original cost from the date of building to the date of loss, the cost
of any large alteration (such as reboilering) being deducted from the depreciation and
added to the capital at the date on which it is carried out.

Note.—In the case of vessels built on the ““time and line ” principle, where it
18 not practicable to obtain competitive tenders, vessels may be estimated for on the
* time and line ” principle or on a single tender, and the Government will obtain a
report as to the amount which it would cost to build a duplicate of the vessel lost.
In the event of the Railway Company not accepting the expert’s estimate, the matter
shall be submitted to arbitration. '

The Company will then be entitled to charge in their accounts submitted to the
Government Auditor, as a charge %o the proved expenses of the Company, the net figure
thus arrived at—viz., the price of the lowest competitive tender on the original specification
less depreciation as described above (vide Formula) subject to the following provisos :—

Authority.— Admiralty letter dated 18th December, 1917,

1. Credit to be given to the Government in respect of usable articles or stores,
which formed part of the capital cost of a ship, but which were removed from it at
the time of requisitioning and retaiced by the owners or handed over to them at
‘some other time, such credit to be the original cost, less an allowance in respect of
depreciation of such articles or stores to be agreed, provided that the credit so agreed
,shall not be less than the market value of the articles in question gt the time they
are offered for sale by the Admiralty to the Railway Company concerned. .

2. In the case of articles not removed at the time of the ship being requisitioned,
but-subsequently landed and handed over, the depreciated value for which eredit
is proposed to be allowed under 1 to be subject to the articles or stores being usable
and their condition no worse than that occasioned by fair wear and tear.

3. Payment to be made to the owners of a vessel for articles lost with it, which
were supplemental to the equipment included in the original capital cost of the ship.

4. The Railway Companies will not be required to take back and allow credit
for articles which were peculiar to a particular ship, and which, the ship being lost,
would be of no further practical use to them.

Authority.~— Executive Committee Minute No. 1778,

(2) Should a new vessel be constructed of a superior character to that lost, any additional
cost due to an improved type is not to be a charge against the Government.

Authority —Myr.- Runciman’s Memorandum of 26th January, 1915, and Executive Committee
’ Minutes Nos. 730 and 785.
. (b} In the event of the Government deciding to retain any particular vessel, the case
will be dealt with in the same way as a loss.
{(¢) The Government will advise the Companies immediately a decision to permanently
retain a steamship is come to, and notify them when any vessel is lost.

Authority—My. Runciman’s Memorandum of 26th January, 1915, and Executive Com-
matlee Minutes Nos. 730, 785 and 1674.

(d) The Government will take a review of the state of Railway steamers in their
ossession, say, every six months, so as to be in a position to tell the Railway Companies
if they consider it would not be worth while to repair any particular vessel,
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Authority.— Ezecutive Commitiee Minutes Nos. 1418, 1674, 2516 and 2733,

(¢) The Government will afford the Railway Companies the opportunity of having
a representative present in cases where nn;iortant examinations of either hull or machinery
are to be made in Railway vessels, to enable the Companies to take such action as may be
pecessary to secure classification or Board of Trade Certificate when they consider that
course desirable.

This is to'be done on the understanding that—

(i) Only such work as is considered necessary by Admiralty Officers is to be an
Admiralty charge.

(i) Any additional work can only be allowed on the understanding that it can
be executed within the time required for the Admiralty work.

(iii) Labour and material can be spared without hampering or delaying other
National work, the execution of which is not a matter of choice, but of necessity.

The presence of the representative of a Railway Company is understood to be only
in order that he may be in a position to make suggestions in regard to the necessary
repairs and future working of the vessel, and is not to bind a Company in any way as
to their position with regard to any repairs that may be necessary in order to enable the
vessel to resume its usual service.

Authority—DMr. Runciman’s Memorandum of 26th January, 1915, and Executive Com-
mittee Minutes Nos. 730, 785, 1983 and 2018 ; also Mr. Baddeley's letter
to Sir Sam Fay, dated 16th June, 1916.

(f) The Government admit that compensation should be paid to the Railway Com-
panies for the loss sustained in consequence of—

(i) Vessels being retained after the period of control ceases; or

(1) Vessels being delayed by alteration or repair, or not available for Railway
purposes after the control has expired, subject to an agreement being arrived at
later on as to the amount or means of assessment of loss,

Authority.—Sir Alexander Butterworth’s letter, dated 30th March, 1916, to Swr Thomas L.
Heath, and the latter’s reply, dated 31st March, 1916. Railway Ezecutive
Committee’s Minutes Nos. 1492 and 1543, and Circular Letter 862.
7. Deferred Maintenance of Steamboats which have not been commandeered by the
' Admiralty or. War Oifice.

The Government agree to leave the amounts due for arrears of maintenance of steam-
boats which have not been commandeered by the Admiralty or War Office to be settled
at the conclusion of the period of Government control.

Authority—Railway Executive Committee Instructions Nos. 186 and 243.

8. Special Services performed by the Railway Companies for the Admiralty.

All disbursements made by the Railway Companies in connection with requisitioned
steamers during the time such boats are requisitioned to be treated as working expenses.

Formula. SHIP LOST AT AGE OF 20 YEARS. Accumulated
Reserve.
£ £
Capital cost of ship 20,000
Less depreciation at 4 per cent. per annum for 15 years 12,000 12,000

At this point reboilering costs ...
‘Bo that for the sixteenth year and afterwards the depreciation at 4 per cent. prc-

ceeds on ... 22,000
The original cost is therefore now reduced by a depreciation at 4 per cent. for §

2,000

years—4 per cent. on £22,000 ... 4,400 4,400
16,400

Deduct cost of reboilering... 2,000
' £14,400
Amount of lowest tender for replacement . 40,000
Dzduct accrued depreciation (£16,400) less cost of rebc tering (£2,0000 ... ... 14,400

Public funds contribute to new ship ... £25,600
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XIII.—QUESTION OF COMPENSATION TO BE GIVEN TO THE RAILWAY COMPANIES

IN RESPECT OF THE USE OF UNCREOSOTED SLEEPERS.

Document
Number,

(102) Letter of 27th June, 1917, from the Railway Executive Committee to the Board of Trade,
asking for an assurance that the Railway Companies would be compensated at the end of
control for any depreciation of their property that may have resulted from the use of
uncreosoted sleepers .., .

(103) Letier of 18th A}_:Exl 1918, from the Treasury to the Board of Trade, enclosing a copy of
a letter from the Railway Executive Committee on the subject, and suggesting a conference

(104) Letter of 16th May, 1918, from Sir Alexander Butterworth to Mr. Moggndge enclosmg a
copy of & Memora.ndum on the subject ... .. .. .. -

(105) Letter of 11tk June, 1918, from Sir Albert Wyon to Mr. Moggndge agreemg that the matter
might be dealt with by means of a formula
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(102)
F. 181.
P. 6939.
Ranway Execurive COMMITTEE,
35, PARLIAMENT STREET, S.W.
- 27th June, 1917,
Sir,

SuprPLY OF CREOSOTE.

With reference to conversation and to the letter* which Mr. Matthew has sent to the
Secretary of this Committee dated 23rd instant, I have. to say that we will carry out your
wighes in the matter. '

 The'effect will be that the Railway Companies will have to put uncreosoted sleepers
into their permanent way, ind this, coupled with the fact that a large number of the sleepers
which the Railway Companies are now buying are of inferior quality, will considerably
reduce the life of the sleepers. The members of this Committee will be glad therefore to
have an assurance from you that the Railway Companies will be compensated at the end of
the period of control for any depreciation of their property that may have resulted from
the use of uncreosoted sleepers,
I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKER,
dcting Chairman.
The President,
Board of Trade,
" London, 8.W.

* The letter referred to was an intimation that the President of the Board of Trade wished the Railway
Executive Committee to issue immediate instructions to the Railway Companies asking them to stop the
use of creosote, .

(103)
F. 18L.
13233/18. .
TrEASURY CHAMBERS,
18th Aprid, 1918.
Sir,

I am directed by the Lords Commissioners of His Majesty’s Treasury to transmit here-
with a copy of a letter from the Railway Executive Committee suggesting that a Conference
should be held on the question of the use of uncreosoted timber in the maintenance of
permanent way, and I am to request you to inform the Board of Trade that while My Lords
are quite willing to send a representative to such a conference, They think that it should be
arranged by your Department in accordance with the usual practice.

A ¢dpy of Their Lordship’s reply to the Railway Executive Committee is enclosed.

I am, Sir,
Your obedient Servant,

' - (Signed) T. L. HEATH.
The Secretary,

Board of Trade.

(Enclosure No. 1 in Treasury letter of 18th April, 1918.)

F. 181.
$.1486/8.
Ranmway Execurive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
28th March, 1918.
Dear Sir,

*

. RestrictioNn IN THE Usk oF CREOSOTE. UNCREOSOTED SLEEPERS.

Owing to the restrictions that have been placed on the use of creosote, the various
Railway Companies are having to place into their road a considerable number of uncreosoted
sleepers and crossing timbers. The attention of this Committee has been called to the
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serious effect this will have upon the life of the road, and as a consequence the heavy addi-
tionsl expense that will be thrown upon the Companies—en expense which is’ only par-
tially dealt with under the heading of “ Deferred Maintenance.” R
" The question has been carefully considered by a Sub-Committee consistig of Sir
A. Kaye Butterworth, Mr. F. Potter and Mr. D. Matheson, and T have to suggest that a
Meeting should be arranged between these three gentlemen and someone acting on ‘behalf
of the Treasury, in order that the matter may be discussed and a decision come to as.to
the best way of meeting the difficulty that has arisen. _
: Yours faithfully, 7 ) _
(Signed) H. A. WALKER,
_ Acting Choirman.
The Secretary,
H.M. Treasury, _ |
' Whitehall, S.W.
{Enclosure No, 2 in Treasury letter of 18th April, 1918, stated that the Board of Trads had been asked to
call @ conference on the sulyject.) :

o (104)
F. ‘181.
NorTH-EASTERN RAILWAY,
4, CowLEY STREET,
WesTMINsTER, S.W.
16th May, 1918.
Dear Mr. Moggridge,

CREOSOTE.

You will remember at the meeting held at the Board of Trade on the 2nd instant it
was arranged. that I should send you a Memorandum setting out shortly the case as pre-
sented by the Railway Companies at the meeting with reference to the effect of laying
uncreosoted sleepers. _ . i

I enclose a Memorandum which I hope will meet your purpose ; if anything further
is required perhaps you will kindly let me know.

“Yours faithfully, - ‘ : .
(Signed) A. KAYE BUTTERWORTH.
E. G. Moggridge, Esq., _
Board of Trade, S.W.

(Enclosure in Sir Alexander Buttergorth’s letter of 16th May, 1918.)
'MEMORANDUM REGARDING RESTRICTION IN TEE USE OF CREOSOTE.

The Railway Executive Committee have been informed by the Government that in
consequence .of the restrictions in imports, the tonnage of creosote necessary for properly
preserving the sleepers required for the renewal of the permanent way is not available.
If normal working 13 to be maintained and safety ensured, renewal of the permanent way
must be continued. |

The result is that the Companies must either—

(1) Lay uncreosoted sleepers or sleepers treated with substitutes, or
(2) Reduce the speed of trains. . :

The latter alternative is not a practicable one, because normal working must as far as
possible be maintained. On the other hand, safety is imperative. The Companies cannot
therefore cease laying new sleepers.

_ Tt is estimated that the life of an uncreosoted sleeper is only about 7 years as compared
with an average life of some 18 years in the case of creosoted sleepers. It follows, there-
fore, that all clean sleepers put into the permanent way during the period of Government
control will have to be renewed long before the normal date, with a corresponding money
loss to the Companies. ' _

Suggestions have been made for getting over, or partially getting over, the shortage
of creosote, either by the use of substitute preserving material or of hard wood sleepers not
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requiring treatment. But when all alternative methods have been made use of, it is clear
that a large number of uncreosoted sleepers, or at any rate sleepers not by any means up to
pre-war standard, will have to be laid, and it is to meet this loss that the Railway Executive
Committee have to put forward a claim for compensation, and their suggestion is that the
money loss involved in the laying of other than creosoted sleepers should be ascertained on
an actuarial basis, and allowed as a special item in the monthly accounts for Arrears of
Maintenance. .

In making this suggestion, it is desired to point out that it involves no new principle,
but is merely a variation of a principle already admitted and acted upon. The existing
formula which has been adopted for ascertaining the amounts due to thes Companies for
Arrears of Maintenance cannot be regarded as invariable, or as representing a hard and fast
bargain ; it represents the simplest and most accurate means that so far has been suggested
for measuring and comparing the work done in any <year of the control with the work
donein 1913. For that purpose a money basis has been accepted, but the formula makes no
attempt to equalise any difference in circumstances other than variations in cost of materials
and labour.

The present problem is how to arrive at an equitable method of making allowance for
the fact that there is a difference in the value of the work done quite apart from the difference
in the value of money. Thus, £1,000 spent in 1918 in laying uncreosoted sleepers may re-
present, say, £600 only, so far as a comparison of the actual cost of similar work in the two
periods goes (and that difference is reflected in the existing formula) ; but the ultimate value
to the Railway Companies of the work actually done compared with the ultimate value of
an expenditure of £1,000 upon creosoted sleepers may be only £350, and it is for the ascer-
tainment of this second difference that a formuls is needed.

The Executive Committee are advised that there will be no difficulty in ascertaining
with sufficient accuracy the loss involved by the laying of other than creosoted sleepers
but there is one point of detail in connection with the calculation to which it may be well to
draw attention—viz., that in the case of those Companies that have a claim against the
Goverament for Arrears of Maintenance, allowance will have to be made for the fact that
such claim will be increased by the amount of immediate saving caused by the laying of
other than creosoted sleepers. This arises from (1) the saving of the cost of the creosote
itself, and (2) the saving of the cost of labour in creosoting the timber. There will, how-
ever, be no difficulty in making the necessary adjustment to meet this point.

It was suggested at the meeting held at the Board of Trade on the 2nd instant with
representatives of the Board of Trade and Treasury, that the principle involved in the
present claim might extend beyond the present case. This may be so, but the Executive
Committee submit that that is no reason for postponing the settlement of the present claim
if it is found to admit of an immediate and simple solution, even though the Government
may. deem it necessary to safeguard the consideration of future claims of a cognate character
unprejudiced by anything done with reference to the present elaim.

At the same time it is right to point out that the broad principle underlying the arrange-
ments between the Government and the Railway Companies is that the Railways shall be
maintained at the cost of the Government during the period of control, and handed over
to the Companies at the end of that period in the same condition physically, so far as
possible, as they were in at the commencement—neither better nor worse. In accordance
with this principle it has been laid down that the standard of maintenance to be observed
is that which was followed by the Companies in the year 1913, and it is submitted that the
present claim is merely an application of this principle to a particular case.

-(105)
F. 181.
Price, WaTerdouseg & Co,,
3, FREDERICK’S PLACE,
Oip Jewry, Lonpon, E.C.
11tk June, 1918.
Dear Mr. Moggridge, :

StaTE CoNTROL OF RalLwAayvs. SuppLY oF CREOSOTE.

I have perused your file of papers and return it herewith. )
_ Inotice from the minutes of the meeting at which you presided and at which represen-
tatives of the Railway Executive Committee and of the Treasury were present, that the
latter raised the question as to whether the State should assume responsibility for losses
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suffered by the Companies arising out of the general circumstances brought about by the
war, :

If it be conceded that this responsibility falls upon the Government on the ground that
they must hand back the undertakings at tlie termination of control in a condition a8 good
a8 that in which they were at the beginning of control, it seems that the Companies will have
a claim for compensation if, owing to the necessary employment of uncreosoted sleepers,
additional expense is likely to fall upon them in the future in maintaining their property.

There would then rem=ain only the question of determining how this compensation
should be computed and when it should be paid.

As to the method of computation, I do not suppose there will be much difficulty in
framing a formula to meet the case. The Railway Execufive Committee might be asked to
suggest such a formula for consideration.

It will also be necessary to consider whether the principle whereby payments are
made to the Railway Companies for arrears of maintenance 1n advance of their under-
taking the maintenance work represented by those arrears should apply to such a case &s
is now under consideration.

Yours truly,
(Signed) ALBERT W. WYON.

E. J. Moggridge, Esq.,

(Rallway Department)
Board of Trade,
Whitehall Gardens,
S.W.
(106)
R. 688.
F. 1sl1.

Boarp or TrADE.
19th June, 1918,
Sir,

With reference to the meeting held at this Office on the 2nd May on the question of the
use of uncreosoted timber for the maintenance of the permanent way of the controlled
British railways, I am directed by the Board of Trade to transmit to you, for the information
of the Lords Commissioners of His Majesty’s Treasury, the enclosed copy of a Memorandum
on the subject which has been prepared by Sir A. Kaye Butterworth on behalf of the Railway
Executive Committee, together with a copy of a letter which has been received from Mr.
A. W. Wyon on the subject.

The Board of Trade would be glad to learn the views of the Lords Commissioners in
the matter as early as possible.

1 have the honour to be, Sir,
Your obedient Servant,
(Stgned) E. G. MOGGRIDGE.

The Secretary,
Treasury, S.W.

(Memorandum encloswu wivu wu Alexander Butterworth’s letter of 16th May, 1918, Document No, 104,
and Sir Albert Wyon’s letter of 11th June, 1918, Document No. 105 enelosed.)

(107)
F. 181.
24171/18.
TrEASURY CHAMBERS.
30th July, 1918.
Sir

. Thave laid before the Lords Commissioners of His Majesty’s Treasury Mr. Moggridge’s
letter of the 19th ultimo (R. 688) relative to the proposal of the Railway Executive Com-
mittee that the controlled Companies should be allowed to make a charge, as a special
item in the monthly sccounts for arrears of maintenance, in respect of the ultimate loss
to be incurred by them owing to the laying of other than creosoted sleepers.

In reply I am to request you to inform the Board of Trade that My Lords fully recognise
that the Companies would be damnified if in this case, where the work undertaken is
necesaarily of an uneconomical character, the normal arrangements for ascertainment of

(® 16959) I
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deferred maintenance were rigidly followed. They are accordingly preﬁa.red. to admit
in principle the liability of the Exchequer for some compensation to the Railways on this
account. ' :

They direct me to state, however, that, as at present advised, they see no justi-
fication for extending to this special case the principle whereby payments are made for
arrears of maintenance in advance of the execution of the maintenance work represented
by those arrears.

I am, 8ir,

Your obedient Servant,

' (Stgned) T. L. HEATH.
'The Secretary,

Board of Trade.
(108)
R. 688,
F. 181.
‘BoarD oF TRADE.
9th August, 1918.
Sir,

With reference to previous correspondence on the question of the use of uncreosoted
timber, I am directed by the Board of Trade to transmit to you, for the information of
the Railway Executive Committee, the enclosed copy of a reply from the Treasury to a
communication addressed to them from this Department in the matter.

I am, Sir,
Your obedient Servant,

(Stgned) E. W. ROWNTREE.
The Secretary,
Railway Executive Committee.

(Treasury letter of 30th July, 1918, enclosed, Document No, 107.)

(109)
F. 181.
P. 1486/8 Sa. Rannway ExecuTive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
24th October, 1918,
Dear Sir,

SuPPLY oF CREOSOTE.

With reference to your letter of the 9th August last (R. 688), forwarding copy of a
letter dated 30th July from the Treasury on this matter, the Committee note that the
Treasury are prepared to admit in principle the liability of the Government for compen-
sation to the Railways on account of the laying of other than creosoted sleepers, but that
they see no justification for extending to this special case the principle accepted in the
case of arrears of maintenance. With regard to this I have to say that it was not intended
o suggest that that principle should be extended to the case of uncreosoted sleepers.
The formula which has been prepared by the Engineers and Accountants is on the basis
of compensation being paid which represents the present value of the loss which the
Railways would ultimately incur—that is to say, the ultimate loss would be discounted
according to the estimated life of the sleepers. This is what was intended to be conveyed
by the expression “ on an actuarial basis  in the statement submitted by the Committee
to the Board of Trade. At the same time it was thought, and the Committee still think,
that it would be much better {o get the formula fixed and worked to forthwith through
a system of monthly (discounted) payments on account, and perhaps you will be good
enough to explain this view of the case to the Treasury. If with this further explanation
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the Treasury concur in the suggestion, probably the next step should be to arrange a
meeting, which Railway Accountants and Engineers should attend to agree upon the
details of the formula.

Yours faithfully,
(Signed) H. A. WALKER,
' Acting Chairman.
E. W. Rowntree, Esq.,
Board of Trade
'(Railway Department),
7, Whitehall Gardens, S.W.
(110)
R. 688.
F. 181,
Boarp oF TRADE.
2nd November, 1918.
Sir,

. 'With reference to your letter of the 30th July last (No. 24171/18) regarding a proposal
made by the Railway Executive Committee that the controlled Companies should be
allowed to make a charge in their monthly accounts in respect of the ultimate loss to be
incurred by them owing to the laying of other than creosoted eleepers, I am directed by
the Board of Trade to transmit to you, for the information of Lords Commissioners of
His Majesty’s Treasury and for such observations as Their Lordships may desire to offer
thereon, the enclosed copy of a further letter from the Railway Executive Committeé in
the matter, : ‘

' I have £he honour to be, Sir,

Your obedient Servant,

, (Signed) ERNEST G. MOGGRIDGE.
The Secretary, o ‘
Treasury.

(Rz-;ilwny" Execative Committee letter of 24th October, 1918, enclosed, Documont No. 109))

N.B.—This point was carried no further,

(B 16959) I2
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XIV.—~INSURANCE OF RAILWAY COMPANIES' PROPERTY AGAINST FIRE.

[In February, 1917, the Railwey Executive Committes called the attention of the Board of Trade to the
fact that certain premises belonging to Railway Companies were being used by Government Departmentz for
purposes which entailed additional risk of Fire, and asked for an assurance that in the event of Fire arising
in such premises, the Company should be relieved of all Liability for damage done either to a shed, or its con-
tents, or to adjoining property. A prolonged correspondence ensued in which the whole queation of incressed
risk, and also thet of increased cost of replacement of Railway Property damaged by Fire, was discussed. On
the latter point an Agreement was concluded, and is printed as Document No. 413 below.

On the former point no definite agreement was reached, but the Treasury indicated the lines on which,
in their opinion, cases should be dealt with, and the position, in so far as it has been defined, is stated in
Documents Nos. 114-118 below.]

Document
Number. PAGE
(111) Letter of 15th January, 1919, from the Board of Trade to the Treasury, forwarding for
approval draft: Heads of Agreement with the Railway Companies as regards the increased
cost of replacement of Railway property damaged by fire, and stating that the Board of
Trade proposed to give an assurance that warehouses, in which fixed spaces are let to
traders at rents which aré treated as receipts “* below the line,” would not be excluded ... 138

(112) Letter of Tth February, 1919, from the Treasury to the Board of Trade spprovmg the draft
‘Heads of Agreement and the Board of Trade proposal 133

{113} Letter of 4th March, 1919, from the Board of Trade to Railway Executive Committee,
stating that Heads of Agreement had been npproved by the Trea.sury subjeot to certain
conditions 134

(114) Letter of 4tk March, 1919, from the Board of Trade to the Railway Executive Committee
conveying the Treasury view that the risk of damage by fire to Railway property occupied
by Government Departments should be dealt with on the principle that the Government °
would be responsible for such damage on certain conditions, including particularly the
condition that Government occu.patmn had been of such & character as substanhsllyto
ineresse the risk . . - - 134

(116) Letter of 28th August, 1919, from the Railway Executive Committee to the Board of
Trade, ob]ectmg to some of the conditions proposed especmily the lnmtatmn mentioned
above ... wee .. 138

{116) Letter of bth September, 1919, from the Board of Trade to the Railway Executive Com-
mittee, in reply to the letter of 28th August, 1919, stating how far they were prepa.red to
go in meeting the views of the Railway Compames in the matter ... 136

(117) Letter of 20th April, 1920, from the Standing Committee of General Managers to the Ministry
of Transport, stating that, with one exception, the controlled Railway Companies are
prepared to accept the Agreemen'b which had been approved by the Trea.sury in letter of
7th February, 1919, and asking if it is still open for acceptance . 187

(118) Letter of 20th July, 1820, from the M.lmetry of Tra.nsport statmg that the A.greement is still
open for acceptance .. oe ) e 187

-
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o (1)
R. 4587. o L
Boarp oF TrADE. ,
: 165th January, 1919,
Sir, ‘
With reference to previous correspondence regarding the insurance of Railway
Companies’ property against fire, I am directed by the President of the Board of Trade to
transmit to you, for the information of the Lords Commissioners of His Majesty’s Treasury,
the enclosed copy of draft Heads of ~Agreement relating to increased cost of replacement
which have been provisionally agreed between the Railway Executive Committee and
this Department, and I am to say that, subject to Their Lordships’ concurrence, the Board
of Trade propose to assent to the Heads of Agreement and to give an assurance that
warehouses in which fixed spaces are let to traders at rents which may be treated as
receipts “‘ below the line ” would not be excluded from the provisions of the Agreement.

I have the honour to be, Sir,

Your obedient Servant,

(Stgned) ERNEST G. MOGGRIDGE.
The Secretary,

Treasury. _
(Enclosure in Board of Trade letter qf‘ 16th January, 1919.)

Heaps oF AGREEMENT BETWEEN THE RAILWAY COMPANIES AND THE (GOVERNMENT AS
TO FIRE INSURANCE.

1. In the event of damage caused by or resulting from fire or explosion to property
of a Railway Company (other than property the rent of which would normally be included
in the lower half of Account No. 8 of the Statutory Form of Railway Accoiints), and
whether the property is insured or not, the Government to pay any increase in the cost
of restaring or reinstating such property due to the rise in prices of labour. or material
since 1913, such payment, in the absence of agreement to the contrary, to be made as soon
as the restoration or reinstatement has been carried out, and whether such restoration
or reinstatement is carried out during the period of Government control or not. Provided
that this Clause shall not apply in so far as the increase is recovered by the Rail-
way Company from an outside insurance company under a policy of insurance, or where
the Company is, apart from this Agreement, entitled to include the cost of restoring or
reinstating such property in its Working Expenses.

2. Any question or difference arising under these Heads of Agreement may by agree-
ment between the Government and the Railway Company concerned be referred to an
Arbitrator, whose decision shall be final. - '

3. The arrangement hereinbefore set out to have effect as from the commencement
of the period of Government control, but not to override or modify the existing arrangement
between the Government and the Railway Companies with reference to damage from air
raid or bombardment* or any other agreement or indemnity entered into or given by or
on behalf of the Government with or to the Railway Companies or any individual Railway.
Company. Provided that the amount payable by the (fovernment hereunder in respect
of the period 5th August, 1914, to 31st December, 1915, shall not exceed Three Thousand
Pounds for all Companies.

* See Clause IV of Documnent No. T1,

(112) e
TrEASURY CHAMBERS. ‘
- Tth February, 1919,
2564/19.

Sir, : o
The Lords Commissioners of His Majesty’s Treasury have had before them
Mr. Moggridge’s letter of the 15th ultimo (R. 4587) and the accompanying draft Heads of
Agreement between the Railway Executive Committee and the Government as to the
increased cost of replacing Railway property damaged by fire ox explosion,
In reply I am to request you to inform the Board of Trade that My Lords concur in
the terms proposed and in an assurancé being given that warehouses in which fixed spaces
( 16959) 13
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are let to traders at rents which may be treated as receipts “ below the line,” would not
be excluded from the provisions of the Agreement. It will, of course, be understood that
in all cases the increased cost of replacement will be calculated with reference to property
exactly corresponding to that damaged, any betterment resulting from the restoration
or replacement, being excluded.
I am, Sir,
Your obedient Servant,
(Signed) T.L. HEATH'
The Secretary,
Board of Trade.

) (113)
R. 553.
F. 180,

BoarDp orF TRADE.-

4th March, 1919.
Sir, :
+ - With referencé to your letter* of the 24th December (P. 72/4 Sa.), with which was
enclosed a copy of draft Heads of Agreement between the Railway Companies and the
Government with regard to the payment of the increased cost of reinstating Railway
property destroyed or damaged by fire, I am directed by the Board of Trade to state that
the Treasury have now approved the draft heads of Agreement enclosed with your letter
on the understanding— '

(1) That warehouses in which fixed spaces are let to traders at rents which may be
treated as receipts “ below the line * would not be excluded from the provisions
“of the Agreement.
(2) That in all cases the increased cost of restoration or replacement will be cal-
"~ culated with reference to property exactly corresponding to that damaged,
any betterment resulting from the restoration or replacement being excluded.
(3) That the Agreement being an ““above the line ” agreement does not apply to
property Wwhere the cost of maintaining it except in so far as covered by
insurance would not be charged to working expenses ““ above the line.”

I am, Sir., )
Your obedient Servant,

_ (Signed)y ERNEST G. MOGGRIDGE.
"The Seeretary,

Railway Executive Committee,
35, -Pa_rlia,ment Street, S.W.

- * Not.printed, see Note ab commencement of SBection XIV.

. ' (114)
R. 1119,

F. 180.
Boarp or. TRADE, o
' 4th March, 1919,
Sir

With reference to your lettert of the 24th December (P. 72/4 8a.) in which reference
was made to the question of the liability of the Government in respect of damage occurring
to Railway Companies’ premises occupied by Government Departments, I am directed
by the Board of Trade to state that the Treasury are prepared to agree that any cases
of such damage which may have arisen since 1915, or which may arise in the future, should
be dealt with on the understanding that the Government will be responsible for damage
by fire or explosion caused to Railway Companies’ properties occupied by Government
Departments, or damage to any other property belonging to the Railway Company
concerned, or for which the Railway Company may be respousible, caused by or resulting
from fire or explosion occurring on the property so cccupied, provided—

(1) That the Government occupation has been of such a character as substantially
to increase the risk from these causes.

} Not printed, see Note at commencement of Section XIV.
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(2) That the Government shall not be liable in so far as the damage is recoverable
under a policy of insurance with an outside insurance company.

(3) That the Government has not already entered into an agreement with the Railway
Company covering the case.

{4) That as regards damage from fire the Company shall, 8o far as the circumstances
of the case will permit, produce satisfactory evidence that the origin of the fire
was due to, or that the damage therefrom was substantially increased by,
the Government occupation.

With regard to the introduction’ df the word “ substantially ”’ in proviso (1), I am to
say that the Treasury take the view, with which the Board of Trade concur, that if the
Government is to accept liability for the whole damage in any case in which any liability
is admitted, it is essential that liability should only be admitted in cases in which the risk
is substantially increased by reason of the Government occupation.

With regard to proviso (4), I am to point out that under the arrangement proposed
above it would not be necessary, as previously suggested, that the premises to which the
arrangement applied should be scheduled, and in these circumstances the mere fact of any
damage having occurred from fire to any occupied premises might, but for the proviso,
tend to prejudge the question of the existence of special risk.

I am, Sir,
Your obedient Servant,

(Signed) ERNEST G. MOGGRIDGE.
The Becretary,

Railway Executive Committee.

| (115)

P. 712/4.
F. 180.
Ranwway Executive COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
28th August, 1919.
Sir,

FrE INSURANCE.

1. With reference to your letter (R. 1119) of the 4th March as to the acceptance by the
Government of liability for damage by fire or explosion to Railway Companies’ premises
occupied by the Government, or premises adjacent to those so occupied, subject to certain
provisos which are set out in that letter, I have to inform you that the contents of your
letter were communicated to the controlled Companies with a request to state whether
they were prepared to accept the terms proposed, and a number of the replies are to the
effect that having regard to the terms of proviso (4), and the insertion of the word “ sub-
stantially ” in proviso (1), the Companies are not prepared to accept the arrange ment,
which is considered unduly stringent in the form proposed. |

2. As I think you are aware, the Executive Committee have throughout thought that
the word “ substantially ” would give rise to trouble, and this difficulty has been accentu-
ated by the attempt to safeguard the situation by a fwofold protection—first, by defining
the general character of the occupation (“substantially increasing risk,”), and, secondly,
by putting the onus of proof as to the origin of the particular fire, not on the persons in
occupation, but on the owners.

3. I shall be glad to know how you propose to meet the situation, as I am convinced
that a number of the Companies will not accept the arrangement in its present form.

Yours faithfully,
(Signed) H. A. WALKER,
The Assistant Secretary, ' - Acting Chairman.
(Railway Department)
Board of Trade,

7, Whitehall Gardens, S.W.
(8 16959) L4
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(116)
R. 1119.
F. 180.
BoArD oF TrADE.
5th September, 1919,
Sir

’

In reply to your letter of the 28th August (P. 72/4) on the subject of liability for
damage as a result of fire or explosion to Railway Companies’ premises occupied by Govern-
ment Departments, I am directed by the Board of Trade to state that, for the reasons
explained in their letter of the 4th March, they could not agree to the elimination of the
word “ substantially *’ in proviso (L) to the arrangements suggested in that letter, It
- should not be overlooked that, if any such alteration were made, the effect would be that
~ part of the ordinary liability in respect of fire risks on Railway Companies’ premises would
be transferred from the Railway Companies’ insurance funds to the Government without
any compensating consideration. )

With regard to the remarks contained in your letter on the subject of proviso (4),
I am to say that this proviso was not intended to place the onus of proof as to the origin
of a particular fire on the Railway Company owning the premises in connection with which
it oecurred, but only to require that the Railway Company should, so far as the circum-
stances of the case would permit, produce satisfactory evidence in this respect. The -
Board, however, if it is clearly understood that the mere fact of demage having occurred
from fire to any occupied premises would not be regarded as being in itself evidence of
the existence of substantially increased risk, would be prepared to suggest to the Treasury
that in all the circumstances it may not be necessary to retain this proviso in addition
to proviso (1).

I am, Sir,
Your obedient Servant,

_ (Sigrned) E. W. ROWNTREE.
The Acting Chairman,
Railway Executive Committee,

35, Parliament Street, S.W.
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MINISTRY OF TRANSPORT CORRESPONDENCE.

(117)
P. 72/4.

35, PARLIAMENT STREET, WESTMINSTER, LoNDON, S.W.

20th April, 1920.
Dear Sir,
FmmE INSURANCE.

"With reference to the letter from the Board of Trade dated 4th March, 1919, signed
by Mr. Moggridge, enclosing copy of draft Heads of Agreement between the Railway
Companies and the Government with regard to the payment of the increased cost of
reinstating Railway property destroyed or damaged by fire during the period of Government
control, I have to inform you that, with one exception, the controlled Companies have.
expressed their readiness to accept the arrangement embodied in the draft Heads and the
Board of Trade letter referred to. ' _

The Standing Committee of General Managers propose, therefore, to intimate to the
Companies (with the exception above referred to) that the arrangement has been accepted
on their behalf, but before doing so, they would like to be assured that the arrangement
remains open for acceptance and that they will be in order in making this intimation.

Yours faithfully, o
(Signed) GEO. H. WHEELER.

The Secretary,
Ministry of Transport.
(118)
F, 734.
Mmusrey oF TRANSPORT,
FINANCIAL AND StATISTICAL DEPT.
20th July, 1920.

Sir

]

With reference to your letter of the 6th July,* respecting the draft Heads of Agreement
between the Railway Companies and the Government in regard to the payment of the
increased cost of reinstating Railway property destroyed or damaged by fire, I am directed
by the Minister of Transport to state that it will be mn order to make the intimation to the
Railway Companies referred to in the second paragraph of your letter of the 20th April
last, and that he concurs in the proposal of the General Managers’ Committee to do so.

The Minister notes with regret that ong of the controlled Companies finds itself unable
. $o act in harmony with the others in a ma.l;:%er on which a complete agreement is obviously
desirable.
I am, Sir,
Your obedient Servant,

(Signed) J. G. BEHARRELL.
The Secretary,

Standing Committee of General Managers,
36, Parliament Street, S.W.

* This letter stated that the one Company which dissented was of opinion that the arrangement was
not required.
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Xv. —-FINANCIAL ARRANGEMENTS MADE TO FACILITATE THE IMMEDIATE PURCHASE

OF STORES BY THE RAILWAY COMPANIES AFTER THE ARMISTICE.

Doocument.
- Number.

{119) Communication of 5th December, 1918, from the Railway Executive Committee to the Board
of Trade, suggesting, in response to the President’s request, & method by which Railway
Gompamea xmght. be encoumged to place immediate orders for stores..

(120) Letter of 10th December, 1918, from the Board of Trade to the Treaam-y askmg whether
they concurred in the arrangements auggested ver

(121) Letter of 3rd January, 1919, from the Trea.sury to the Board of Trade. concurrmg with the
arrangements under certain "eonditions

(122) Letter of 8th January, 1919 from the Board of Trade to the Railway Executive Gommttee,
: a.ppmvmg the pmposed arrangements with a slight modification e

{123) Cu-cu]nr letter No 1694 issued on 23rd January, 1919, by the Railway Executwe Commtttee
" 40 the Railway Companies, notifying them of the arrangements . .
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o (119)
P.S. 2154/5/Wr.
F. 193. _
RAILWAY .Exgcunvn COMMITTEE,
35, PARLIAMENT STREET, WESTMINSTER, S.W.
o 5th December, 1918.

Dear 8ir,
‘ SteeL, Erc., ror RAILwAY REQUIREMENTS.

1. You will remember on one of your recent visits to this Office you asked us to
‘congider the terms upon which the Railway Companies might be recommended to imme-
diately place orders for stores likely to be required for their use during the next year or
two, the intention being, as we understand it, to enable such orders to be placed without
necessitating any financial loss to the Railway Companies themselves. ._

2. 1 have pleasure in sending you herewith copy of a Memorandum which has been
prepared on the sebject, and npon hearing that you have obtained Treasury sanction to
the arrangement, we will see that the Railway Companies are advised accordingly.

I am, Sir,
Your obedient Servant,
(Signed) H. A. WALKEE,

Acting Chairman.
The President,
Board of Trade, S.W.

(Enclosure in Ratlway Exzecutive Committee letter of 5th December, 1918.) . '

“REPORT OF COMPENSATION ACCOUNTS SUB-COMMITTEE ON QUESTION REFERRED TO THEM
ON PURCEASE OF STORES IN RESPONSE TO THE APPEAL OF THE PRESIDENT OF THE
‘BoarDp oF TRADE. ‘ ' o

The Companies would agree to. place orders at, once for. all stores required for the
year 1919—the same to be paid for by the Companies as the stores are required by them
and charged against the Government as and when issued. _

The Companies would further agree to place orders for such stores as they estimate
they will be able to use during the remainder of the period of control on the understanding
that the same are paid for by the Government, or if not, that the Companies pay the
accounts and charge interest on the amount thereof at the rate of 5 per cent. per annum
on the amounts paid from the date of payment to the last day of the month prior to that
in which the stores are issued.

1f a5 a result of this action any Company finds itself at the end of the period of control
in possession of a stock of any stores in excess of the stock held by such Company at the
commencement of the war, and such excess quantity has been purchased at a price higher
than the price current in 1913, the Government shall pay to the Company the difference
between the purchase price and such current price on the excess amount of stores.

~ The above is subject to the continuance of the present arrangement as to arrears of
malintenance. .

_ (120)
R. 4330. .
F. 193. .
Boarp 6r TraDE.
j 10th December, 1918.
Sir, ) ' '

I am directed by the Board of Trade to transmit to you, for the information of the
Lords Commissioners of His Majesty’s Treasury, the enclosed copy of a Report of the
Compensation Accounts Sub-Committee of -the Railway Executive Committee on the
question of thé purchase of stores required for the year 1919 and subsequently during the
control period, and I am to explain that this communication has been received in response
to a request made to the Railway Executive Committee by the President to consider what
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steps could be taken, so far as the Railways are concerned, to facilitate the transference of
munitions work to ordinary production. In view of the urgency of the matter the Board
would be glad to learn as soon as possible whether the Lords Commissioners are prepared
to agree to the financial proposals suggested.

I have the honour to be, Sir,
Your obedient Servant,

' (Signed) ERNEST G. MOGGRIDGE.
The Secretary,

Treasury, S.W.
(Enclosure in Railway Executive Committee letter of 5th December, 1918, Document No. 119 enclosed.)

(121)
F. 193.
47588/18. |
"TREASURY CHAMBERS.
3rd January, 1919,
Sir,

I have laid before the Lords Commissioners of His Majesty’s Treasury Mr. Moggridge’s
letter of 10th ultimo (R. 4330) relative to the purchase of Railway stores required for the
year 1919 and subsequently diiring the control period with a view to facilitating the
transference of munitions work to ordinary production.

In reply I am to request you to inform the Board of Trade and the Railway Executive
Committee that Their Lordships concur in the financial arrangements suggested, subject
to the following observations.

1, Instead of leaving each Railway Company to form its own estimate of the probable
length of the period of control, My Lords think it better to substitute in the second para-
graph of the report the words *“ during the first six months of 1920 ” for the words *“ during
the remainder of the period of control.” . _

2. My Lords assume that in determining whether there is excess of stock of stores
at the end of the control period, as compared with 1913, due regard will be had to any
material extension of the Railway system concerned.

I am, Sir,
Your obedient Servant,

(Signed) T. L. HEATH.

The Secretary,
Board of Trace.
o (122)

R. 135
F. 193

Boarp or TRADE.

8th January, 1919.

Sir;

With reference to your letter of 5th December (P.S. 2154/56/Wr) regarding the imme-
diate placing by Railway Companies of orders for stores likely to be required in the near
future, I am directed by the Board of Trade to inform you that the Treasury agree to the
suggestions put forward in the report enclosed with your letter subject to the substitution
in the second paragraph of the words “ during the first six months of 1920.” for the words,
“ during the remainder of the period of control,” and on the assumption that in detfer-
mining whether there is excess of stock of stores at the end of the control period, as com-
pared with 1913, due regard will be had to any material extension of the Railway system
concerned. '

I am, Sir,

Your obedient Servant,

(Signed) ERNEST G. MOGGRIDGE.
The' Secretary, )
Railway Executive Committee.
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(123)

(Circular Letter, No. 1694.)
Ramwway Execurive COMMITTEE,

35, PARLIAMENT STREET, WESTMINSTER, S.W.

23rd January, 1919,
Dear Sir,
PurcHASE oF STORES FOR RarLway COMPANIES.

1. Anappeal has been made by the Minister of Munitions and by the President of the
Board of Trade that, with a view to assisting the various firms occupied in manufacturing
materials and stores used on the Railways, the Railway Companieg shall, within the next
two or three weeks, place orders for any materials and stores as are manufactured in this
country and are likely to be required for yse during the next 18 months,

2. Many of the larger Railway Companies have expressed themselves as willing to
fall in with the proposal, but have asked that some arrangement may be come to with the
Treasury in regard to the financing of the arrangement. An Agreement has, therefore,
been arrived at with the Treasury and Board of Trade on the following lines :—

(i) The Companies will agree to place orders at once for all stores required for use
during the present year. The same to be paid for by the Companies as the
stores are required by them and charged against the Government as and when
used.

(i) The Companies would further agree to place orders for such stores as they estimate
they will be able to use during the first six months of 1920, on the understanding
that the Companies pay the accounts, and the Government allow interest,
at the rate of 5 per cent, per annum, on the amounts paid from the date of
payment to the last day of the month prior to the date on which the stores
are issued. . .

(i) If, as a result of this action, any Company finds itself at the end of the period of
control in possession of a stock of any stores in excess of the stock held by such
Company at the commencement of the war and such excess quantity has been
purchased at a price higher than the price current in 1913, the Government shall
pay the Company the difference between the purchase price and such current
price on the excess amount of stores. :

{(iv) In determining whether there is an excess of stores at the end of the control
period as compared with 1913, due regard must be had to any material extension
of the Railway system concerned.

3. The intention is that any material and stores ordered and used during the current
year will be dealt with in the usual way through the Railway Company’s accounts, and
that the arrangement for charging interest will only apply to stores and materisls ordered
during the next two months in anticipation of the requirements for the first six months
of 1920. '

If the proposition is one that appeals to you, we shall be glad if you will at once act
upon if, advising us in due course of any orders you are able to place for stores and materials
required for use during the period January, 1919, to. June, 1920.

Yours faithfully,
(Signed) H. A. WALKER,

Acting Chairman,
The General Manager

—— Railway.
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XVI.—-ARRANGEMENTS WITH REGARD TO THE RETURN OF RAILWAY ROLLING
' STOCK SENT OVERSEAS,

Document 7
Number, PAGK

(124): Heads of Arrangement between the Railway Gompames and the Government in rega.rd to
: locomotives and wagons sent overseas ... . . 143
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(124)

HeADS OF ARRANGEMENT BETWEEN THE RAILWAY COMPANIES AND THE (GOVERNMENT
IN REGARD TO LOCOMOTIVES AND WAGONS SENT OVERSEAS,

1. Locomotives and wagons as far as practicable to be returned within gix months
after the declaration of Peace. '

2. Subject to the following Clause the Companies to be at liberty at cost of Government
to execute such repairs as may be necessary to put such locomotives or wagons as are
returned in substantially as good a condition as they were in when sent to France. Any
sums expended by any Company to be repaid_by the Government as a special item in
the month following the expenditure.

3. Before any such repairs are executed opportunity to be given to the Government
of inspecting any locomotive or wagon which it is prop oeg to repair, and, if the Government
80 desire, & statement to be given to some person nominated by them setting out the nature
and extent of the intended repairs and the estimated cost of the same, in which case it
shall be open to the Government, if they so decide, and give notice of such decision, before
the repairs are taken in hand, instead of paying the actual cost of the repairs carried out,
to pay the estimated cost of such repairs as are * necessary ” within the meaning of
Clause 2. Any dispute as to what repairs are so necessary or as to the estimated cost of
the same, to be referred to an experienced Locomotive Engineer to be appointed unless.
otherwise agreed by the President of the Institution of Mechanical Engineers, whose
decision shall be final. _

4. Locomotives and wagons known to be lost or destroyed, and replaced during
Government control, to be paid for by the Government at the prices current when the
replacements are effected. Such payment to bé made either as soon as the Company
concerned has made good its arrears of normal renewals which have accumulated during
Government control, or at the end of Government control, whichever shall first happen, '

6. Any locomotives or wagons which are not returned at the end of the Government
control, other than those referred to in Clause 4, to be paid for by the Govérnment as and
when replacements are effected at the prices then current, and whether arrears of normal
renewals have been made good or not. Provided that it shall be open to any Company
at the end of the Government control to claim immediate payment for any such locomotives
or wagons, in which event the Government shall thereupon make & payment on account
at normal (pre-war) values, subject to adjustment when the actual cost of replacement
shall have been duly ascertained. Provided also that if such a payment on account is
made, and the Company concerned shall establish a claim upon the Government in respect of
loss of traffic receipts or otherwise arising out of shortage of rolling stock after the end
of the Government control, then interest at the rate of 4 per cent. per annum upon
the amount paid on account and calculated from the date of such payment shall be set oft
against such claim, |
4o 8. grom the amounts payable to any Company under Clauses 4 and 5 there shall be

educted— : )

(i) In the case of locomotives, & sum equal to the depreciation of the locomotives
not returned, the amount of such depreciation in case of difference between
the War Office and the Railway Company concerned to be settled by an
experienced Locomotive Engineer to be appointed as mentioned in Clause 3.

(ii)¥In the case of wagons, a sum calculated in accordance with the table set out in
Railway Executive Committee Circular Letter No. 415 on the original cost,

7. In the event of any sum due to any Company under these Heads of Arrangement
not being paid within one month after a claim for the sum has been rendered, interest
at the rate of 4 per cent. per annum to be paid by the Government on such sum from
the expiration of such month to the date of payment.

8. The cost of all repairs carried out overseas to be borne by the Government.

19th February, 1919,
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XVII.—ARRANGEMENTS MADE BETWEEN THE MINISTRY OF MUNITIONS AND THE
RAILWAY EXECUTIVE COMMITTEE WITH REGARD TO PAYMENTS FOR
PERMANENT WAY MATERIALS SUPPLIED FOR USE OVERSEAS..

Document
Number. PAGE

(125) Circular Letier No. P. 1465/4, issued by the Railway Executive Committ.ee to the Rallwa.y
Uompanies on 16th November, 1917, in regard to above ... e e eer 145




145

(125)
P. 1465/4.
Rarinway Execurive COMMITTEE,
33, PARLIAMENT STREET, WESTMINSTER, S. W,
16th November, 1917.
Dear Sir,

PerRMANENT WY MaTERIALS FOR OVERSEAS.

1. The arrangements with regard to the payments to be made to Railway Companies
which have supplied Permaneut %?Vay Materials for use overseas have been agreed with
the Ministry of Munitions, on behalt of H.M. Government, and are as follows :—

Class “ A.”—Materials taken from a Running Line which will have to be Restored,

The Government will pay now the prices for materials set out in Class “ A,” as
shown in the Schedule appended hereto. In addition it has been agreed that the
extra cost, if any, of providing all the materials required in replacing such Lines,
together with the whole cost of labour involved in such reglacements, will be paid
for by the Government, as and when such costs are incurred. '

}vt has also been agreed that while the Government will bear all costs attaching
to the materials provided in restoration, they will not. in the event of such restored
materials costing less than the agreed-on prices, ask the Railway Companies to
refund the difference between such prices and the actual cost of the restored
materials,

Class ©“ B."—Muaterials supplied out of Stock.

As a payment on account the Government will pay now for these materials
the prices set out In Class “ A,” as shown in the Schedule appended hereto,.a.nd in
addition they have agreed to bear the extra cost, if any, incurred in replacing the
stock when such stock is replaced.

Class “ C."— Muterials taken from a Running Line which will not be restored.

With regard to the materials falling under this head, the Government have
agreed to pay now the prices set out in Class “ C,” as shown in the Schedule
appended hereto.

2. It has further been agreed that in addition to paying the unit prices as set out".
in the Schedule, the Government will bear the cost of Lifting and handling the materials,
and all other costs incidental to the despatch of the material overseas, and their
reinstatement, including the cost of any necessary alterations which the Railwuy
Companies have had or will have to make in, say, the conversion of a double line into a
single line, and the reconversion of a single line into a double line.

3. It must be clearly understood that in making up the charges against the
Government under paragraph 2 hereof, out-of-pocket expenses only shall be included,
with an addition of 12} per cent. to cover superintendence, use of tools, etc. Carriage
charges must not be included. It must also be noted that the prices laid down in the
Schedule are not subject to any percentage addition.

4. Will you kindly arrange for acecounts to be prepared on behalf of your Company
in accordance with the foregoing arrangements and rendered to the Executive Committee
at 16, Great George Street, Westminster, S.W., as soon as possible, in otder that the
amounts due may be included in the next monthly statement rendered to the Govern-
ment in respect of the manufacture of munitions of war.

5. Please acknowledge receipt.
Yours faithfully,

(Signed) H. A. WALKER,
Acting Charrman,

(» 16959) K



Cligs (A)—
Rails
Chairs (all classes)

146

SCHEDULE.

Points and Crossings (axcludmg Lever Boxes)

Flshpfates v
Fishbolts ..., ...
Spikes ... e ves -

Trenails ...
Fang Bolts and Screws ..
Sleepers ...

Half Timbers ... -
Keys
Key Packings ...

Lever Boxes, including Rods ...
Keying Hammers and Spanners

Class {C)y—

Rails aer
Chaira (all classes)

XY

tan

ana

v

LIS

LY

Points and Crossings (excludmg ‘Lever Boxes)

Fishplates
Fishbolts ...
Spikes ...
Trenails ... as . .
Fang Bolts and Screws

Sleepers ...
Half Timbers ...
Keys e aes

Key Packings ... _
Lever Boxes, including Rods
Keying Hammers and | Spanners

]

i
CONCOCPOoCOoOO Mmoo -

Lo

—
SNCOBR OO O NE O Rl

(]

(=Y
wgoomﬂ'cocococo kg

-t

WO NIOoOLODOO

b ek

» 1

6 per cubic font,
0 ,, 1,000,
(' ” "

6 per cubic foot
» 1,000.

"

0

¢ ,

0 each.
0



147

LIST OF RAILWAY COMPANIES IN THE UNITE.D KINGDOM WHOSE UNDERTAKINGS ARE
IN THE POSSESSION OF THE MINISTER OF TRANSPORT.

(Note.—It has not been thought necessary to print the names of Companies and Committees whose
lines are leased to or worked by the Companies named in the list.)

GREAT BRITAIN,

Alexandra {Newport and South Wales) Docks and Railway.
Avonmouth Light.

Barry.

Brecon and Merthyr Tydfil Junction.

Burry Port and Gwendreath Valley.

Caledonian.

Cambrian.

Cardiff.

Cheshire Lines Committee.

Cleator and Workington Junction.

Cleobury Mortimer and Ditton Priors Light.
Cockermouth, Keswick and Penrith.

Coine Valley and Halstead.

Dearne Valley.

Easingwold.

East and West Yorkshire Union.

Festiniog.

Freshwater, Yarmouth and Newpott.

Furness.

Glasgow and South Weatern.

Great Central. ) :

Great Central and Midland Joint Committee.
Great Central and North Staffordshire Railway Committee.
Great Central, Hull and Barmsley and Midland Committee.
Great Hastern.

Great Northern.

Great North of Scotland.

Great Western.

Great Western and Great Central Joint Committee.
Great Western and Midland Joint Committee.
Highland.

Hull and Barnsley.

Hull and Barnsley and Great Central Joint Committee.*
Isle of Wight.

Isle of Wight Central.

Kent and}East Sussex Light.

King’s Lynn Dock and Railway.

Enott End.

Lancashire and Yorkshire.

Liverpool Overhead. N

Llanelly and Mynydd Mawr.t

London and North Western,

London and South Western. ,

London, Brighton and South Coast.

London, Chatham and Dover.

Lynton and Barnstaple.

Manchester South Junction and Altrincham,
Maryport and Carlisle.

Mersey.

Methley Railway Joint Committee.

Metropolitan.

Metropolitan and Metropolitan District (City Lines and Estensions) vuipy vomuusiee.
Metropolitan and Great Central Joint Committee.
Metropolitan District.

Midland.

Midland and Great Northern Joint Committee.
Midland and South Western Junction,
Mid-Buffolk Light.

Neath and Brecon.

Norfolk and Suffolk Joint Committee.

North British.

North Eastern.

North London.

* This line was opened on 1st May, 1916, and was controlled as from that date,
t Controlled s from 1st April, 1619,
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North Stafiordshire.

North Sunderland Light.

Oldham, Ashton-under-Lyne and Guide Bridge.
Plymouth, Devonport and South Weatern Junction.
Portpatrick and Wigtownshire Joint Committee.
Port Talbot Railway and Docks.

Rhymney. _

Shropshire and Montgomeryshire Light.

Somerget Joint Committee.

South Eastern.

South Eastern and Chatham Railway Compsnies Managing Committee,
Sonthwold. .

South Yorkshire Joint Line Committee.
Stratford-upon-Avon and Midland Junction.

Taff Vale.

Weston, Clevedon and Portishead Light.

West Riding Railway Committee.

‘Whitechapel and Bow Joint Committee.

Wirral. .
IRELAND.
Balliniscarthy and Timoleague Junction Light, and Timoleague and Courtmacsherry Extension
Light. :
Ballycastle.

Belfast and County Down.

Bessbrook and Newry Tramway.

Blessington and Poulaphouca Steam Tramway.
Carrickfergus Harbour Junction.

Castlederg and Victoria Bridge Tramway.
Cavan and Leitrim, Limited.

Clogher Valley, Limited.

Cork and Macroom Direct.

Cork and Muskerry Light.

Cork, Bandon and South Coast.

Cork, Blackrock angd Passage.

Cork City.

County Donegal Railway Joint Committee.
Donoughmore Extension Light.

Dublin and Blessington Steam Tramway.
Dublin and Lucan Electric.

Dublin and South Fastern.

Dundalk, Newry and Greenore.

Giant’s Causeway, Portrush and Bush Valley Railway and Tramway.
Great Northern (Ireland).

Great Southern and Western.

Listowel and Ballybunion.

Londonderry ard Lough Swilly.

Midland Great Western of Ireland.

Midland (Northern Counties Committee).
Schull and Skibbereen Tramway and Light Railway.
8ligo, Leitrim and Northern. Counties.

Tralee and Dingle Light.

Waterford and Trameore.

West Clare, Limited.

NoTe.—The Irish Railways were controlled, for accounting purposes, as from 1st January, 1917,




APPENDIX II.

EXTRACT FROM THE FIRST SCHEDULE TO THE RAILWAY COMPANIES (ACGOUNTS AND

RETURNS) ACT,

1311,

FINANCIAL ACCOUNTS.

No. 8.—Bevenve REce1pTs AND EXPENPITURE OF

THE WHoLE UNDBRTAKING.

Year 19—,
S:f:e Gross Expendi- Net =
) - Receipta. tore Receipta. :
ment, P ’ P Gross | Expendi- Not
Receipta. ture. Receipts,
! .
i £ w o d £ s d£ s A £ £ £
10 | lewny e :
11 Omnibuses and other passeuger ¥ ehu,]m
not ruoning on the railways.
12~ Steamboats . s
13 Canals .
14 Docks, harbours and wharves .
15 Hotels, and refreshment rooms and
cars Where catering is carried on by
the company.
16 ' Other separate businesses carried on -

by the company (in detail).

: | o

Misacellareous Receipta (Neot) :-
Rents from houses and lands ...
Rents from hotels
Other rents, including lump-sum 2 tolls ..

Interest and dividends from 1nvestments in other compames (m :

detail).
Transfer feea
General interes
Special items

Total net income ...

|




APPENDIX III.

SUMMARY OF EVIDENCE GIVEN BY SIR GEORGE BEHARRELL.

Witness pointed ont that, whereas the intention of the legislature in the Regulation of the Forces Act of 1871
was to provide compensation to the Rajlways for loss or injory sustained by the exercise of the pcwers for the
purpose of meeting a national emergency such as War, that intention has in fact, by the general trend of these
arrangements, been converted into as complete a guarantee as the ingenuity of the Companies’ representatives could
creabe against the Government's nction and all other collateral effects of the War,

The principle involved by this change does not appenr to have been clearly visoalised, or fully dubated at any
stage, and as the arrangements were made piecemeal, they never scem to have been fitted by those responsible into &
portrayal of thia conversion,

There are imstances throughont where arrangements or a line of thought—originating obviously from the
conception of a short War or a weekly possession of the Railways—have been prolonged throughout the seven years,
and have created conditions which cannot have been intended by those who made the arrangements. But aa in the
instances quoted below—as regards interest on capital, and diversion of nssets from above the line earning to below
the line earring—there should be complete reciprocity throughout.

foll Apart from these general points, the more important features of the Agreements may be summarised as
ollows :—

1. Maintenance.

Repairs ... Companies claim they are Witness submits maintenance must be
entitled to spemd what is treated as a whole and that there should be
necessary with no limit. strict adherence to the 1813 quantum.
This applies to all abstracts. This in witness’s opinicn would be in con-

Cotapies admit that for formity with the spirit and intention of
complete renewal of running the agreements and is essential for the
lines and rolling stock they protection of the Government. 'The
are linble for 1913 cost of quantum adjusted of course to current
any cxcess work over 1913 pricos after allowance for units main-
quantum, but that the Go- tained. If, owing to apecial circumséances,
vernment are liable for repairs in excess of 1913 quantum are
additional cost owver 18913 necessary, they should form the subject
prices. With regard to of a special claim for abnormal wear and
other renewals the com- tear which would have to be specially
panies claim to have same adjudicated npen. :
liability as in the case of
repairs escept in a few cases
where there has been a
definite programme.

[hey further claim that easch  Witness further submits that where sums
abstract stands by itself. have been paid on account of arrears of

maintenance there should be a deofinite
term fixed at the end of which it can be
assnmed that a line is in a pre-control
state of repair and any unspent fuuds in
respecl, of repairs should revert to the
Governuent.

Witness can find no agreement that the
Goverument would pay the balance om
arrears of maintenance until the work is
actually carried out.

2. Calculation of Muain-  Companies claim under Cir- As the provision is at 1913 prices subsequently

Renewals

tenance.

2, Accumuiated Mainfenance

Funds.

cular 686 they are entitled
in caleulating provision for
renewals to take into ac-
count increased first cost of
rolling stock, even when due
to rencwal during control at
Government expense.

No allowance in respect of
repairs was made by com-
ranies owning rolling stock
sent to France for years
earlier than 1919, in respect
of which year the formula
was amended.

Monthly payments on ac-

count of arrears of main-
tenance were agreed. Owing
to the length of the period
of control and the smaller
volume of work performed
these funds at 115 per cent,
of 1913 prices now amount
to abeut £40,000,000,

adjusted to current prices, witness submits
that it is inequitable and incorrect to have
regard to increased first cost due solely to
replacement in kind by the Government.
Further that as future renewals will pre-
sumably be carricd out in the companiea
own works the additional cost of building
in outside contractors’ works owing to
temporary disturbance shonld not be taker
into account.

Witness subinits that in view of the fact

that the companics were relieved of these
repairs and also that the cost of recon-
ditioning i3 separately paid for by the
War Office the arrears of maintenance
formula should have made the necessary
allowances.

A similar question arises with regard to

permanent way which was sold and not
lent.

Witness considers that the interest should

have been credited to these funds thue
reducing the Government’s ultimate
liabhility, Further that the portion repre-
senting repairs should now be spent
before any further charges are made in
Government account. The companies’ con-
fention at the time the arrangement was
made was that these funds were necessary
to * compensate’ them for increased
floating capital is not accepted by the
witness, as statements submitted show tha
growth of outside investments for 14 com
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3. Accumulated Muaintenance
Funds—cantinued.

4. Abnormal Wear and Tear.

5. Intefesf on Capital.

6. Revenmte Rebates.

7. Altergiion in use to which
property token over has
been put.

8. Had Debis.

4, Replacement of Stores.

Companies are claiming as
abnormal wear and tear
items merely arising in con-
trol but not due to conirol,

Companies receive interest on
new capital works or plant
but; no credit is given in res-
pect of ocapital works
displaced but not replaced
or plant realised, e.g., lines
taken up. Steamers sold.

I+ has been claimed that the
companies are at liberty to
make at Government ex-

pense =special rebates to
obtain competition advan-
tages.

Certain premises used in con-
pection with earning 1913
above the line revenue have
been devoted to other pur-
poses and the income cre-
dited in accordance with the
companies' practice of deal-
ing with such income below
the line,

Some companies in 1913
charged bad debts +to
** below the line " fund and
did not reduce traffic re-
ceipts. Under Section 3 {d)
of the Blue Book these com-
punics now charge bad debts
to the Government,

The existing agreement (Pink
Book p. 89) provides that
the Government shall pay
to the companies the differ-
ence between beok prices in
1914 and book prices at end
of control on stock of stores
at latter date not exceeding
stock of stores on hand at
commencement of control
period. Further in case of
a shortage, the Government
to pay the difference be-
tween book value in 1914
and replacement prices on
the deficiency.

panies only Irom £5,000,000 te £48,000,000
siice 1913, and in any case no obligation
rested with the Government to provide the
companies with capital to finance this
business. * Control’' had nothing to do
with this need.

Witness submits that only claims dus. to
control should be considered. Al claims
for abnormal wear and tear should be
speciaily submitted and specifically certi-
fied by an Executive officor and bhe the
subject of close examination.

Witness submits that the arrangement
should be reciprocal. This principle should
apply to realisation of capital assets mnot
credited to capital but placed in suspense,
e.g., the large suins received from the
Government for lost ships and in most
cases not credited to capital.

Witness contends that such rebates or any
reductions from beok rates should not be
given during comtrel but if given it can
only be with a view to post control position
and shouid thercfore not be charged to the
Government. ‘

Witness submits that property taken
possession of in 1914 remains in possession
of the Government until the end of con-
trol and all revenue accruzing due to altera-
tion of user should belong to the Govern-
ment, Interest on the value of praperty
** earning below the line *’ revenue in 1913
but subsequently taken for *‘ above the
line ” purposes has been allowed although
the capital expenditure was not of Tecent
date. No objection is tuken to this but it
should be reciprocal.

Witness submits that as in the case of
certain companies the receipis in the base
year were not reduced by any provision
for bad debts those companies should con-
tinue their 1913 practice throughout con-
trol. Apari from the relevancy and equiiy
of safeguarding the companies against the
collateral effects of thoe War.

Witness submits that the stock of stores is
an essentinl part of cach undertaking of
which possession was taken, The com-
" panies have been paid a proper issue price
for all stores consumed and as rates have
since been fixed having regard inter alia
to current cost of stores witness is of
opinion that on that ground alone the
Government should not be called upon to
bear a burden which has now been placed
on the users of the railways. If they are,
the companies, at the end of control. will
hold a pre-War stock of stores starding
at pre-War prices in their books with
charges based on current prices, a circum-
stance quite unforseen when the Pink
Book was issued.

The following instances where the points of view of the Companies ave divergent, but which nevertheless are

important, are given :—
Oaleulation  of Muain-
tenance .

(1) Some companies calculate
increased cost of renewals
due to rise in prices on
gross cost and not on net
cost, i.e., after allowing for
scrap value on sales.

(2) Bome companies in charg-
ing for engine power used
for permanent way main-
tenance have continued to
apply pre - control rates,
which rates are, under the
formula reduced by a per-
centage intended to repre-
sent increased cost. This
unduly increased the

4 arrears of maintenance.

The Accountants’ Sub-Comittec and Govern-
ment Accountants disscut from this method
of calculation and witness is in agreement
with the Committee. All companies should
be required to calculate increased cost on
net and not gross costs.,

Witness submits that nll debits between
abstracts should be made at current prices.

Witness pointed out to ihe Committee that the mere settling of the account which in some cases have not leen
completely checked since 1915 is bound to be a lengthy and costly process for the Government and one probably
involving protracted proceedings before the Railway and Canal Commission although this Court would be primarily
concerned in the construction and interpretation of the documents rather than the consideration of the excepiional
‘War conditions under which the arrangements were made.

32046
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APPENDIX IV.

Submitted by 81k GEorGE BEHAERELL,

LETTER T0 MR. GURNEY FOWLER REGARDING THE APPOINTMENT OF GOVERNMENT ACCOUNTANT.
(Vide Qneations 405, 2098 and 2118 in Minutes of Evidence.)

"Board of Trade,
B.W.1.

Tth December, 1914,
. 13232,

Bir,

I am directed by the Board of I'rade to advert
to the arrangement which, as announced in the Preas,
has been made by His Majesty’s Government with the
Railway Executive Committee for the payment of
compensation during the period for which Railways
in Great Britain have been taken over by the State.

That arrangement is, briefly, that the aggregate
net receipts during the period of the Railways con-
cerned are to be compared with a similar aggregate
for the corresponding period of the previous year
and that the ascertained deficiency is to he the amount
of compensation due, subject however to the following
proviso, viz.: that, if the aggregate net receipts
for the first half of the year 1914 are less than the
aggregate net receipts for the first half of the yoar
1813, the ascertained deficiency is to be reduced in
a like proportion.

The question, therefore, arises as to the scope of
the examination to which the accounts of the Com-
panies should be subjected on behalf of His Majesty’s
Government before payment is made.

The accounts of all Railway Companies are believed
to be at present subject to a complete and detailed
audit which is entirely independent of the manage-
ment of the Companies and arranpements will bhe
made under which the statements on which the
Exchequer payments are to be claimed will be ox-
amined and certified by these indepandeat auditors.

Having regard to the position and standing of
the Companies and to this check, the Board are of
opinion that payment can properly be made upon such
coertificates subject to a general scrutiny on behalf

of His Majesty’'s Government of the character reforred
to below.

The procedure which is contemplated is that in
the first place the Companies themselves should
prepare drafts of certain Instructions and Schedules
for the preparation of the Accounts on lines already
indicated to them. When completed these drafts
will be submitted to the Government in order that
they may be criticised and (if necessary) modified hy
the Board of Trade who will at this stage consult
the expert selected to scrutinise the accounts, and
by the Treasury. The Inatructions, &c., will then be
finally settled and issued through the Companies to
their Accountants who will prepare the Accounts
on the lines thus laid down. When this has been
done, the Accounts will, in due course, be audited by
the professional Auditors of the Companies; and they

will then be submitted to the Board of Trade with
a view to the final payment of compensation, (The
question of interim payments on account is a separate
matter which need not now be considered.)

Before being finally passed for payment the certified
claims wiil be referred to a Consulting Accountani
whose duty it will be to satisfy himself that the
prineciplea laid down in the memorandum have been
duly observed and generally to secure proper con-
sideration of the methods adopted more particularly
in regard to such matters as depreciation and the
allocation of charges between Revenue Account and
Capital Account.

The Board contemplate that the Consulting Acs
countant, while relying in the main on the certificates
of the Professional Auditors of the Companies and
conducting detailed investigations only if and when
questions arise in course of his examination which
may appear to make such investigation necessary,
should be generally respousible for seeing that the
claims are in order.

It is proposed that the Consulting Accountant should
receive an inclusive fee of 500 guineas for such period
not exceeding twelve months as the presont arrange-
ments may continue. Buch fee would cover all
ordinary out of pocket expenses (which are not
expected to be considerable) apart from those of
special investigations on detailed audits which if
required would be separately arranged for.

The Board would be glad if you would aecept the
position of Consulting Accountant on these terms.

As already indicated, it is not intended that you
should conduct a complete re-examination of all the
accounts; but it would be desirable that you should
satisfy yourself primd facie, that the Instructions,
&c., have becn duly carried out; and certain points
such as the treatment of depreciation and mainten-
ance, transfers to and from special funds, with-
drawals of stock, and the allocation of charges for
the month of August would reqmire special attention.
The correspendence between the Government and the
Companies, giving further details, would of course,
be placed at your disposal.

8ir William Plender would 'be willing to act with
you in regard to the” Accounts of the Companies to
which Meesrs. Price, Waterhouse and Company act
as Auditors.

I am, &c.,

(8d) W. F. MARWGOOD

J. Gurney Fowler, Esq., F.C.A.
¢/o Messrs, Price, Waterhouse & Co.,
Gresham College Offices,
Basinghall Street, E.C.
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APPENDIX V.

—

STACEMENT SOBMITTED RY SIk GGEORGE BEHARBELL.

FouRTEEN PRINCIPAL RarLway COMPANIES IN GREAT BRITuN—Summar{nof Receipts and Payments appearing * below-the-line ” in the Published Accounts for the Years 1913 to 1919,
excluding Interest and Dividends on Stocks and Shares.

(Vide Questions 609, 2210, 3652 and 3994 in Minutes of Evidence, also Appendizx XXTV,)

' ' : ! o 7 ; “
— 1913. 1914. | 1915. 1916, 1917, 1918, f 1919,
Receipts ;- : £ £ £ £ £ £ £
Rents from bouses and lands ... ... .. ... 1,073,994 1,075,579 1,107,893 1,129,104 1,130,955 1,125,023 1,053,635
Rents from hotels ... ... 29,842 28,943 29,368 28,111 26,001 7,437 37,879
QOzher rents, including lump surm tolls ... 803,347 833,311 817,829 809,354 796, 674 880,330 917,386
Interest and dividends from investments in other 410,612 381,696 368,599 384,873 386,667 395,359 421,872
companies.
Transfer fees 20,748 18,307 14,607 15,845 15,628 16,462 17,338
General interest ... Dr. 33, ,602 Dr. 152,665 49,660 244,596 552,278 937,117 1,375,923
Joint lines—Receipts and Expendlture ‘other than in ‘Dr. 73 557 Dr. 74,384 Dr. 70,179 Dr. 75,194 Dr. 74,832 Dr. 65,798 Dr. 56,154
respect of rallway worklng (Net)
Sundries 67,068, 54,008 63,640 64,599 60,095 67,839 36,667
Total ... 2,298,460 2,164,835 2,381,417 i 2,601,288 2,893,466 3,384,569 3,864,546
Payments i~ Tl
Interest on superannuation and other funds ... 454,204 484,675 514,541 577,717 603,769 | 655,464 684,736
Rent charges and annuities 219,408 211,017 210,673 210,820 206,481 204,003 205,991
Chief rents and wayleaves, efe. ... 518,065 518,116 514,091 511,229 501,911 517,470 515,519
Rent of, and guaranteed interest on, Leaaed etc. llﬂES 1,737,263 1,770,464 1,752,270 1,789,979 1,781,538 1,781,974 1,782,391
Taterest on L]oyds bonds ... ves . 38,055 37,138 32,371 25,627 19,681 13,542 11,298
Sundries ... 17,438 13,872 17,683 20,768 20,660 21,346 22,39
Total ... 2,984 433 ’ 3,035,282 3,041,629 3,136,140 3,134,040 3,194,799 3,222,326
Brlance of payments over recei}nts Dr. 685,978 Dr. 870,447 Dr. 660,212 Dr. 534,852 Dr. 240,574 — —
Balance of receipts over payments ... e — — — — —_ 189,770 642,220
Comparison with year 1913 :—
Better — — 25,761 151,121 445,399 875,743 1,328,193
Worse — 184,474 - - -_ - —




APPENDIX VI,

Bubmitted by Sin GRoRG: BEuarRELL.

(Vide uestions Nos. 849, 872, 2884, and 2892 in Minutes of Evidence.)

The attached Tables I & 1I have been propared at
the request of the Committee.
Table I deals with Abstract “A ”._Maiuntenance
of Way, Works, &c.
Table I1 deals with Abstract ' B 7...Maintenance
of Rolling Stock.
These two tables are in similar form, and shew for
each of the 14 principal Railways: —
(a) in columns 3 to 5 the 1913 charge for main-
tenance dividod between
(i} Complete Renewal of Running Lines
{Abstract ** A”'). Complete Renewal of
Rolling Stock (including Rolling Stock
purchased) (Abstract ‘‘ B ).
(ii) Repairs, &ec. (i.e., all other actual
expenditure in each Abstract).
(iii) Reserves.
() In columns 6 to 10 the amounts (calculated
at 1913 costs) by which expenditure on

Renewals and Repairs exceeded or fell short
of the **standard” during the several
periods of control, The ** standard '’ repre-
sonts the 1913 charge plus allowances for
additional units, &c.

It should be noted that the division
Petween " Renewal "’ and ** Ropairs, &c.”
18 approximate,

(c) In columns 11 & 12 the Government liability
(caleulated at 1813 costs) to date——

Column 11 shews the arrears to date.

Column 12 shews the excess to dats borne
by the Government.

The 14 Railways enumerated account for between
90 per cent. ond 95 per cent. of the total and an
vstimate of the liability (at 1913 costs) in respect of
other Railways is bronght into a summary at the foot
of each table, which also shews the added liability
due to increased costs, i.e.; —

Government Liability for Arreara :— Excess Borne by Government :—
! iT tal Liabil
. To iability
- pomediate | it ooste at Actual
At 1913 costs. 1913 + f.") . " settlement are At 1913 costs. Expenditure
=" cont PEr' | 200 per cent. Represented.
! ) | over 1913.
L . . i S B

Abstract ¥ A" :— £ £ £ £ £

Renewals ... 7,291,000 8,385,000 21,900,000 -— —

Repairs, &c. 12,281,600 14,123,000 36,800,000 - —

Abstract “B" :—

Benewals 12,733,000 14,643,000 38,200,000 — -
Repairs, &c. 4,321,000 4,969,000 13,000,000 2,605,000 6,000,000

Total Renewals 20,024,000 23,028,000 60,100,000 — —
. Repairs, &c. 16,602,000 19,092,000 19,800,000 2,605,000 6,000,000

109,900,000
Total 36,626,000 42,120,000 (say 2,605,000 6,000,000
110,000,000)
| '

Table 1IT lias been prevarcd from the details in
Tables I and II to shew a comparison of the Govern-
ment liability (at 200 per cent. over 1913 costs) for
arrears of maintenance (Abstracts ““ A’ and “B ).

(@) Under existing arrangements (£70,000,000).

(») If mgintenance outlay is -limited to 1913 °

guantum (i.e., *‘ standard "’).

The difference between the outstanding liability
calculated under methods {(a) and (b)—about
£8,000,000—is the result of setting ‘¢ excess ™’ (viz.,
£2 606,000 at 1913 prices—200 per cent, for increased
costs) against ‘‘ arrears.”

A stotement® was submitted to the Committee on
11th November comparing maintenance expenditure
in 1918 with each year of control adjusted to estimated
current prices, and this shewed a total excess expendi-
ture of £13,600,000.

The figure of £8,000,000 now submitted should be
substituted for this figure. The estimate of

* Appendix X.

£13,500,000 was prepared on broad lines and before an
examination of the individual Companies figures
could be made. It was previously impossible to ascer-
tain the effect of : —

(i) Now assets (i.c., additional units).

(ii) Excess cost of work normally performed in
Company’s shops but sent out to contractors
owing to congestion, In one Company alone
this accounts for £300,000 in the first nine
months of 1920.)

Note.——While the total figures may be taL;en as
approximately correct there are a nu_mher of disturb-
ing factors operating in each direction, e.g.:—

It is assumed that, either each Company will be in
arrear on each Abstract as a whole, or the arrears of
renewals will be made good in control; and

the additional cost in respect of work sent to Con-
tractors over and above assumed 200 per cent. tn-
crease is disregarded.
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TABLE I
AND WoRks (ABsTRacT “A") StTaNDARD YEAR wiTH CoxTROL PERIOD.

COMPARISON OF EXPENDITURE ON MAINTENANCE OF PERMANENT WaY

14 PRINCIPAL RAILWAY COMPANIER.

1
! Your 1913,
. Allocntion botween

Excess tf compared with Stanaard®

i Goveromeut Liability @ 1013 costs,

I
As per published Accounts. ' Control Period IArrenu Bth Aug., 1914-30th Sapt.. 1920.
Company. "Comdp.i;"':pgﬁ_:e:a},a" - e [ R - _. P .- R
an , &e. i H
l Spent. Rosorved. | Toal i 5&};{‘55‘.19};;3‘ Tear 1017, Yoarlslf. ' Yearllp, | 'SiJan-toSih F‘“if{f{..f' oo | Excoss horne
m L @ B m M K - M w _ (9) | (D ) da
| & £ j £ ) £ Y £ B £ £ £
1. Renswals .. : 83,000 | 25000 ssgon  |f — 83000 — 61000 - 69,000 - ul 000 — 32,000 256,000
Repairs, &c.... 315,000 'f 9 ’ L - 171,000 — 86,000 — 113,000 + 19000 — 7,000 358,000
2, Renewnls e ! 19,000 |\ _ 165.000 { - 5,000 — 19,000 - 3,000 — 5,000 + 14,000 20.000
Repaire, se.... e | 148,000 | ! — 76000 — 51,000 = 42,000 — 40,000 &+ 17,000 192,000
4 Ronewals ... .. 103,000 11 . e ann £51.000 { -~ 96,000 — 81,600 — 47,000 — 51,000 — 27,000 302,000
Repairs, &c.... 855,000 | r. b ol — 98,001 — 60,000 — 91,000 — 1000 ' 4 6,000 242,000
4. Renewals 130,000 } 4,000 724 000 { — 27,000 — 20,000 — 20,000 — 34000 . - 21,000 122,000
Repairs, &c.... ... 590,000 | k red =~ 334,000 — 287,000 — 249,000 — 139,000 . ~ 71,000 1,030,000
5. Renewals ... .. 121,000 1) 1,000 655,000 { — 67000 — 140,000 — 119,000 -~ 110,000 | — 44,000 480,000
Repaire, &c.... 530,000 |} ! L - 40,000 — 75,000 - 107000 | 4+ 46000 , — 9,000 185,000
6. Ienewsals .. 200,000 |3 118.000 La2e000 |~ 542000 | — 314000 — 324,000 — 296,000 —185,000 1,661,000
Bepairs, &c.... 1,506,000 |/ : O | — 814000 | — 622,000 — 654,000 — 486,000 —183,000 2,689,000
7. Renewals 88,000 |y 11.000 sagooe |4 — 5&uoo — 106,000 —  B8,000 —  4B.000 ~ 21,000 819,060
Repairs, &c.... .. 439,000 “ e R 1 - 118,000 — 77,000 — 62,000 — 13000 | — 3000 268,000
8. Repewsls ... .. 242,000 |y w000 | boaleon | — 467,000 — 329000 | ~ 321,000 © — 205000 ' —152,000 3,557,000
Repairs, Ve.... 1,259,000 ij h I Jl — 468,000 — 426,000 -~ 406,000 —  TL0UD + 2,000 1,359,000
9. Renewals 106,000 ) 43,000 [ 613,000 { — 227,000 | — 148000 - 137,000 — 63,000 + 24,000 651,000
Repaire, &¢. ... . 472,000 ! i i — 165,000 — 85,000 — 91,000 — 31000 . — 93,000 483,000
10. anne_way ! 49,000 ) _ | sa000 | T 1000 — — — "~ 5,000 4,000
poirs, &¢ .. .. 292,000 ‘ \ 169,000 — 128000 | — 130,060 © 4+ 9,000 : <+ 69.000 849,000
11. lenewnls ., 181,000 16,000 | Leorcoe |4 — 208.000 — 183,000 — 187,000 — 42000 — 45,000 610,000
Repsirs, &c. .. ... | LOIL,C00 | : Lo | — 383,000 — 324,000 - 162,000 — 279,000 ; — 76,000 | 1424000
12, Rerewals ... .. | 7000 ) Cr. 6.000 ! 3000 |4 — 52000 — 79,000 - 72,000 4,000 | — 13,000 220,000
Repairs, &c.... ... |7 412,000 | T 5 ! o | — 106,000 — 41,000 — 34000 - 42,000 | — 67,000 290,000
13. Renewals ... 148,000 20.000 [ 1.019.000 { — 87,000 —~ 146,000 — 3500 — 109,000 = 38,000 427,000 !
Repairs, &ec.... 851,000 ;4 ' ! it 589,000 424,000 — 438,600 —~ 408,600 —233,000 | 2,120,000 '
14, Benewals ... . 100,000 Cr. 4.000 : sigoun -tf T 64,000 — 84,000 — 95,010 4+ 3,000 + 23000 | 222,000
Repairs, &-.... L 120,000 i‘l L% ) ’ ' § 192,000 — 72,000 - Bu,00n — 28,000 — 45,000 417.060 i
Totat, 14 Benewnls . 1,646,000 ! - — 1,955,000 — 1,702,000 — 1,507,000 —1,105,000 —522,000 6,791,000
PRINCIPAL Cos, | Repairs, k. ... | g'Bsennn } 266,000 | 10,570.000 { —3,716,000 —Z706001 | —2.830.000 | —1.532,000 | —668000 114564900 [

* Standard = Total expended and reserved in 1813 with allowances for additional uwits, &e.
No1E —The divieion between * Repairs ' and “ Renewals " is approximate only.

For purposes of comparison expenditure during control period has heen equated to 1913 level of cost.

_ | Complete Renewals. Repairs, &e. ! Total,
The Government liave psid, or are under immediaie liability to pay : £ £ 2
14 Principal Companies — Arrears (Col. 11) @ 1913 coats e - 6,791,000 11,466,000 18,247,000
Other Companies do. do, sy .. - 500,000 825,000 1,825,000
7,291,000 12,281,000 m&
Plus — 15 9% on afo of Increased Cost . . 1,084,000 1,842,000 2,936,000
‘ 8,335,000 14,125,000 i 22 508,000
If costs ruling at esttlement are 200 94 in Exoess of 1913 there ia a further Hability of .. 13,515,000 i 22,877,000 §6,192,000
—_ i —_——— : —
ToraL LiaBiLiny - . Bay 21,900,000 | 36,800,000 ' 58,700,000

g i -
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TABLE II
CoMPARISON 0F EXPENDITURE ON MAINTENANCE OF ROLLING Stotk (AssTricT “B”), STANnARD YEAR WITE CONTROL PERIOD. 14 PRINCIPAL RAILWAY COMPANIES.
b
Year 1013 TO8Y ' inbiilt: 1813 coets,
Allocation betweon Ag per published Accounts. ; Control Feriod iArreas +} compared with Standard * G°§f§”ﬂ§'.’,‘1§i‘ﬁaﬁmys?}m, 1930.
Corpany. " Con&plﬁte Rene;m.ls |
and “Repairs, &e." 1 g
Spent. Reserved. Total. | Sg?sé\%ge c19114l go Year 1917. ! Yesr 1018. |  Year 010, latSJe ax;. tﬁ; zsgth Ant-?g.;:; ggi?ed Exgsa 23{.119
M @) o) . 0 %) | c y ('n | ) ‘ (@) it (i i)
3 £ £ 3 & £ £ A

L Renewals ... ... 13,000 37.000 568,000 - ]96 000 ' - mooo [ — 178000 | 4 10000 | — 52,000 533,000 1 -

Repairs, &c. ... 399,000 . + 53000 | 4+ 53000 | + 18,000 + 17,000 4 70,000 —_ | 211,000
2 Renewals ... 114,000 } 2,000 252,000 { — 44,000 | — 38,000 | — 54000 | — 68,000 | — 85000 264,000 | —

- Repairs, &c. ... 136,000 ' ’ + 29000 | + 14000 | + 36000 | + 95000 | + 135000 — | 308,000
o (R )M e | owew ([ CRS M Comes ) omme ) dogm e -

’ pairs, ke. ... 84, e - U e - 0 — 35,000 35,000 103,000 —

' Renewals ... 197,000 |\ . nsoc0 1f — 7000 | - ; - = + 2 7.000 | -

‘ Repairs. &e. ... 548,000 I} ' 1 - 422000 ’ — 281,000 @ - 2!§,000 — 138,000 + 210,000 849,000 ! —
. Renewals ... 176,000 } 8.000 651,000 { - 363000 — 188,000 : — 215000 — 286,000 — 162,000 1,214,000 | -

Repairs, &c. ... 467,000 : + 69 000 | 4 24,000 + 40,000 + 72,000 + 44,000 — 249,000

é Benewals .. 136,000 } 176.000 1L797.000 { - 732000 ' — 359,000 — 389,000 — 162,000 — 149,000 1,781,000 l -

, Repairs, &c. ... 1,265,000 , o — 340000 | - 254000 — 268,000 —~ 81000 | + 11,000 882,000 | —
7. Renewals ... 181,000 } Cr. 45.000 648.000 { — 70000 . — 69,000 | — 106000 | — 63000 | — 46000 364,000 | —

Repairs, &c. ... 512,000 ! v — 5000 4+ 45000 | + 20,000 | 4+ 49000 | 4 83,000 — f 192,000
5 Renewals ... 595,000 [ 35,000 Leotooo | — B54,000 — 240000 : — 396,000 ' — 319,000 ] - 181,000 1,690,060 -
- Repairs, &e. ... 1,154,000 |j ' e 1 + 50,000 -+ 26,000 — 10,000 ' 4 133,000 + 176,000 — ' 376,000
9 Renewals ... 92,000 1Y) 70.000 518.000 { ~ 316,000 —~ 139000 — 135000 . — 31,000 — 29,600 650,000 ' —
o Repnirs, &e. 356,000 || ' ! — 112000 . — N0 | — 54000 . + 8,000 — 20,000 226,000 | -
10, Renewals ... 70,000 } Cr. 1,000 364,000 [ — 172,000 , — 112,000 ‘ — 98,000 | — 70,000 — 20,000 472000 | —
Repairs, &e, ... 205,000 1 4+ 54000 | 4 12000 Lo+ 80,000 | 4+ 27,000 | 4+ 23,000 —_ ! 146,000

1, Renewals 249,000 1\ 904,000 Lezi000 [ 860,000 ~ 417000 | — 365000 . — 370,000 | — 51,000 1,863,000 -

Repairs, &o 1,168,000 |f L — b42,000 — 303000 . — 255000 ! — 33,000 + 7000 1,127,000 —

12. ﬁ:ueyvala 177.000 |} 9,000 538,000 f — 125,000 - 127000 . — 57,000 — 23000 . — 145,000 477,000 —
pairs, &o. ... 352,000 | f 1+ 131,000 + 97000 - + 61,000 + 199000 | + 335000 - \ 823,000

13, Renewals ... 871,000 } 96,00 1,866,000 [ — 578,000 — 498,000 \ — 500,000 — 370,000 ;| -+ 104,000 1,851,000 - —

Repairs, &c¢. ... 1,099,000 ] 1 - 196000 bo— 170000 1 — 72,000 - 12,000 -4 69,000 381,000 | -

" Rene?val; 132’;,388 } Cr. 54,000 481.000 { 1%2338 : ooy | — 17;.000 - 9,000 —- 12,000 228,000, | —

: Repairs, e, . ; T ’ — 91000 ; -— 118,000 — 62,000 - 6,000 453,000 —_

| ! i : > L) 1

Torar, 14 Repewals ... 3,215,000 I} 514.000 12,449,000 { —4,055,000 ! —2,514,000 ’ —2,698,000 ! —1.812,000 — 804,000 11,883,000 —

PRrINCIPAL Cas. | Repairs, &e. ... 8,720,000 ! ! PR — 1450000 | — 918000 — 810,000 4 209,000 41,172,000 4,021,000 2,305,000

* Standard.~—Total expended and reserved in 1913, with allowances for additional units, &e.
Note —The division between * Repairs " and “ Renewals ”

is nppreximate only.

For purposes of comparison expenditure during control pericd has been equated to 1918 level of coss.

Complete

_ ‘ Renewals, Repairs, &c. Total.
The Government have also borne * excess "' maintenance
'The Government have paid or are under immediate liability to pay :— £ £ £ expenditnre amounting to :—

14 Principal Companies—Arrears (Col. 11. ) @ 1918 costs ‘ 11,883,300 4,021,000 15,904,000 £
Other Companies do. BaY ... . 350,000 300,000 { 1,150,000 14 Prineipal Companies (Col. 12) ... 2,305,000
! ; Other Companies say ... ... ... 300,000
| 12,733,000 $321,000 17,054,000 _—
Plus — 15¢% on aje of increased cost ! 1,910,000 648,000 - 2,558,000 £2, /05,000
1 i : [raseE=—

14,643,000 | 4,969,000 19,612,000 This is calculated at 1913 coata~--
If costs ruling at eettlement are 20094 in Excess of 1913 gosts there im 28,557,000 8,031,000 i 31,588,000 The " Excesa ™ a.chunlly expended amounts to
a further liability of. l . about ... . £6,000,000
ToraL LIABILITY .. .. eay| 383200000 13,000,000 | 51,200,000

BINTWATEOYV AVATIVE NO HELLIWWOD TVININILYVIAA



APPENDIX.

TABLE III,

CUOMPARISON OF GOVERNMENT Liamiutry (At 2009 over 1913 CosTs) POR ARREARS OF MAINTENANGE
(ABsTRACTS YA ™ AND “B™),

(1) UnnEr ExISTING INTERPRETATION OF THE AGREEMENTS.
(2) Ir MAINTENANCE EXPENDITURE 1S LIMITED TO 1913 QUANTUM (i, “ STANDARD ™).

Under existing Agreements.

%) Limitation of Maintenance
xpenditure to 1918 Quantum
(i.e,, * Standard " ).

Con'upany. Abstruot. Government lin- i Government Dedrict—Excess
bility for Arrears: ., agq g4 for linbility for Expenditure. ﬁ:;ﬁﬁmfnt
at 1918 cost, per > o y tor
I'n Increasad cost, | Arrears at 20084 |'('U'nbles Land I1.,
Tables I nné II Arreara.
J {Col. 11.} * over 1913 costs. | Col, 12) 4 20094,
) @ | (3) (1) i o) () @
|
1 R 5 £ | £ £ £
. v e 654,000 1,308,000 1,962,000 —
B 533,000 1,066,000 i! 1,599,000 633,000 2,928,000
2, . A 212,000 424000 | 636,000 — 501.000
5 E 264,000 528,000 792,000 927,000 ,
. . - 594,000 1,188,000 1,782,000 —
B 592,000 1,184,000 1,776,000 — 3,558,000
4. . - A 1,152,000 2,304,000 3,456,000 — 6.094.000
B 856,000 1,712,000 2'568,000 — U=
5. . e A 665,000 1,330,000 1,995,000 — £.890.000
) E 1,213,330 2,428,000 3,642,000 747,000 e
. . 4,350,000 8,700,000 13,050,000 i
B 2,673.000 5,346,000 8,019,000 — } 21,069,000
7. - . A 587.000 1,174,000 1,761,000 — 9247000
B 354,000 708,000 1,062,000 576,000 el
8. . A 2,916,000 5,832,000 8,748,000 — 12.693.000
B 1,690,000 3,380,000 5,070,000 1,125,000 } OV
9. A 1,034,000 2,068,000 3,102,000 — 5.730.000
: B 876,000 1,752,000 | 2,628,000 — Thad
10, A 363,000 706,000 | 1,059,000 2.037.000
» E . 3;2,303 344,800 1,416,000 438,000 el
) e e 34,00 4,068,000 6,102,000 — ;
B 2990000 5,980,000 870,000 _ 15,072,000
12. e . . A 510,000 1,020,000 1,530,000 — 492000
5 E , ;g,gog 954,000 1,431,808 2,469,000 d
. . e e 547,00 5,094,000 7.641,00 = '
B 2'232,000 1,464,000 6,696,000 — 14,357,000
14. . A 639,060 1,278,000 1,917,000 — 5.960.00
B 681,000 1,362,000 2,043,000 — ,960,000
Other Companiea  say A 1,325,000 2,650,000 3,975,000 — 6.525.000
B 1,150,000 2,300,000 3,450,000 900,000 DDy
ToTAL ... A 19,572,000 39,144,000 58,716,000 —_ :
B 17,054,000 | 31108000 | 51.162.000 7,815,000 } 102,063,000
Government liability at 200 per cent. over 1913 costs e BaY i 110,000,060 .. say | 102,000,000
N 40,000,000 40,000,000
Outstanding lisbility 70,000,000 62,000,000

]




APPENDIX VII.

Submitted by 818 GEORGE BEHARRELL.,
(Vide Question 1020 in. Minutes of Eviderce.)

First cost of 500 Locomotives in 1913 (£2,000 est.)
Less : 20 Locomotives broken up at £2,000 each ... ...
Add : 10 rebuilt in Company’s shops at £6,000 each

10 rebuilt by ouiside Contractors at £10,000 each ...
Firet coat of 00 Jocomotives in 1419
Incrensed First cost 1919 over 1913...

APPENDIX VIII.

Submitted by S1k GEORGE BEHARRELL.
(Vide Questions 1179 and 1371 in Minutes of Evidence,)

1919.

£130,000

e

L
40,000
60,000

Hou,000

160.000

§
1,40.000

£1,120,000

£120,000

ABSTRACT A.
THRANSACTIONS AS THEY WOULD APPEAR IN THE COMPANY'S ACCOUNTS
Expenditure, 1913.
Repairg... e £49,000 £125,000
Renewala s 1,000 5,000
£50,000
Transfer to Depreciation
Fund - . . 5,000

Total charge as per Accounts £55,000

4,300

£134,300

EXAMPLE OF TUE ARREARS OF MAINTENANCE FORMOULA YEAR 1919 APPLIED TO THE ABOVE TRANSAUTIONS,

(a) Total Expenditure (exclusive of Transfer to Depreciation Fund) ...

(b) Add: Credits for Supervision charged to Government . 500
() For reduction in mileage of Line Open for traffic ... - Ni
(d) Less: Expenditure on work for Government charged to revenue ... 100
(e) For Maintenance and Depreciation of New Lines Opened— £
Bused on 1913 Unit Cost e N . 500
Add : to equate to 1919 rates 150 per ‘cent . 750 950
_—— " ]
(N For Maintenance and Depreciation of Other Works ... .. 200
Add : to equate to 1919 rates 150 per cent. 300 500
— 5
(q7) Additional Expenditure for Abnormal Wear and Tear... Nil
(h) Special Expenditure for lifting and restoration of Permanent Way duo to short.ug,e 200
of materials.
() Provision of Temporary Accommodation for Female Staff :—
1916 £1,000 + 100 per cent. 2,000
Equated to 1,250
1917 714 1919 costs 3 T+ 75 » 3
1918 200 eo + 50, 300
3,550
(N Expendiwure incuried in respect of holidays granted with pay in excess of those 600
granted with pay in 1913, .
{5 Bonue payments made to Supervisory Staff Al
(1) Less: G0 per cen:. to reduce to 1913 cost ...
() Bxpenditure in year 1919 adjusted for :omparison with year 1913 . .
(n) Total of Abstract “ A " year 1913 ... ves .- v .
(o) Arrears of work
(p) Add: 15 percent. ... -
(4) Amount chargeable for arrears of Work year, 1919 o e .
(#) Deduct : Transferred to credit of Depreciation Fund— K
Reserve in year 1913 for Renewals 5,000
Expenditure do. . 1.000
‘ 6,000
Add ; ¥For New Line opened e 200
For other works opened ... 100
For increased cost of work in year 60 per cent. of £5,000 3000
Y,300
Less ; Expenditure in year, 1919 ... voe 5,000
{#) Net amount to be claimed for Arrears of Work year 1919

(*) The Government are also lisble for the difference between 15 per cent. of arrears as above
£810. and actual cost of performing such arrears in excess of 1913 rates, say, 200 por cent.

£10,800 or
() Total Government liability ... e “er

£
130,000

£00
130,500

6,500
124,000
74400

19,670
55,000

5,400
810

6,210

4,300

1,910
9,940

T g 11,800

e, P4,



APPENDIX IX,

Submitted by Siz GEURGE BEHARRELL.

CHARGES ¥OR ENGINE POWER IN ABsTRAC

T A,

( Vide Questions 1182 and 3305 in Minules of Evidence,)

XE Prices
unaliered.
£
1920 Charge ... ) - 3,000
Less Increased cost 60 per cent. ... 1,800

Expenditure as adjus'hed - 1,200
Expenditure as adjusted in 1913 ... 3,000

Arrears at 1913 ratfes .. 1,800
Add for Increased cost of porfmmmcr 3,60t

arrears, say, 200 per cent.
Ultimate overpayment 5,400

If Prices
revised.
¥
7,500
4,500

3,000
3,000

APPENDIX X.

Submitted by St GEURGE BEHARRELL.
(Vide (QQuestione 1273 and 1312 in Minuies of Evidence.)

CONTROLLED BAILWAYS,

EsTiMATE oF Excess MAINTENANCE CosT (Wav AND WoRrKs aNDd RoLuing Stuck)—FPerion o¥ CoNrrolL
COMPARED WITH STANDARD YEAR (1913).

TOTAL,

|
sth Aug., ! ; 5th Ang,,
1914-81st . Year 1916, °  Year 1917, Year 1913, Year 1919, 1914-
Dec., 1915, . i 818t Dec,,
; r 1919,
e ! .
GREAT BRITAIN. UNITED KINGDOM, {
]
{1) EXPENDED BY RAILWAY £ £ £ £ £ £
COMPANIES:— : i
{a) Aspublished (Cmd.402,ete.) 35,400,000} 27,100,000 32,500,000 40,200,000 55,600,000 190,800,000
(b) Dedact: unexpended re- i | i
newal provision .. .. 3,600,000, 8,600,000 4,800,000 5,000,000, 4,100,000 21,000,000
() Actual Expenditure 31,800,000{ 23,600,000! 27,700,000 35,'200,000| r':l,-")Ol),UOO| 168,800,000
{d) Deduct: to reduce to 1916 : | i |
conts . [(796) 2,200,000 (18%¢) 4,300,000,(8496) 9,400,000 (5096)17,600,000(5796) 29,400,000, 62,900,000
{e) Value of actual work per- | ! ; . .
formed at 1913 costa ... 29,6(0,000! 19,300,000, 18,300,000 17,600,000, 32,100,000, 106,900,000
{2) CHARGED BUT NoT Ex-
PENDED BY COMPANILES:— : ,
() Arrears of Maintensnce ... 3,100,000 4,300,000 $,400,000; 5,500,000° 200,000, 21,000,000
{(4) Add: unexpended renewnl : :
provision ... s,soo,nool 3,500,000 4,800,000 5,U00,000° LI00600 21,000,000
{¢) Total charged but not ex- . .
pend 6,706,000 7,800,000, 19,200,000 10,900,000; 6,400,000 42,000,000
{d) Deduct: 15/115ths to reduse : | :
to 1913 voats ... 800,000 1,000,000° 1,300,000 1,400,000° 800,000 5,300,000
(e) Valne of work not per— —— :
formed although charged i i i
for (at 191B costa) 5,300,000 6,800,000 8,000,000 9,500,000! 5,600,000 86,700,000
(8) TorAL AMOURT CHARGED . .
(adjusted to 1913 aosts) ... 86,500,000 26,100,000; 27,200,000 27,100,000] 27,700,000( -148,600,000
(4) ToTAL AMNOOUNT CHARGED : ’ ;
IX 1918 (STANDARD) 85,500,000, 25,000,000; 286, 200,000, 26,200,000 26,200,000° 139,100,000
() Exckss MAINTENANCE OVER ‘ '
BTANDARD YEAR:— : i ' ‘
At 1913 costs — 1,100,000 1,000, 000. 900,000 1,600,000 £, 500,000
At actuul cost ... - 1,400,000 1 oUO OOOi 1,800,000¢ 3,600,000 8,100,000
At present pnc«s (200% over ; )
1918) .. - - 8,300,000 3,000,onui 2,700,000, 4,500,000 18,500,000




APPENDIX XI.
Submitted by Sir GrorRek BrHARRELL.
(Vide Questions 1285, 1324, 1359, 1485 and 2796 in Minntes of Evidence.)

TABLE 1.

CoNTROLLED RAILWAYS—ToraL (RAILWAY WoORKING) REVENUE EARNED : 5TH Avcust, 1914—31sT AvevysT,
1920 (EsriMaTED).

ADSUSTMENT— i
TOTAL Eoejélmat(eld Value oi I
(RAILWAY (m rovernmen ADJUSTED TOTAL
PER10OD. WORKING) P“f‘j‘;g“ig;‘;“&f‘” l {Railway Working)
REVENUE EARNED 31 March. 1819— Revenue Earned.
A8 PUBLISHED. not allowed for in k
published figores,
]
(Col. 1), (Col. 2). (Col. 3). (Col. 4).
£ £ £
5 Aug.-31 Dec., 1914... 47,918,188 —_ l pay— 48,000,000
.GREAT BRITAIN, { Year 1915 s 130,358,044 — "y — 130,500,000
» 1016 145,871,085 — n — 146,000,000
|
" igg 133,701,;55 5,000,000 » — 174,500,000
183,775,294 6,300,000 , — 190,000,000
Unrrep Kineood. 3 " jgi9 I 180,817.848 1,700,000 N —  182500,000
1 Jan,—31 Aug 1920 156,353,350 - w — 156,600,000
- |
ToOTAL ... £1,014,797,564 £13,000,000 w —£1,028,000,000
i

Nores.—1. The resulis were published as follows :—

Period 5 Aungust, 1914—31 March, 1919—In Cmd. 402,
» 1 April, 1919—31 March, 1920—In Cmd. 815,
» 1 April, 1920—31 August, 1920—In monthly etatements supplied to the Press,

2. The amounts which would have been received for Government Traffic, and which are included in the
“TOTAL REVFNUE EARNED" (Cols. 2 and 4) are as fo]lows —_

Before adjustment Adjustment After ndjustment (ie.
(i, o8 imeyded in (Col. 3). e tncladod 1m Ol 43
£ £ £

5 Aug,—31 Dec., 1914 3,500,000 — 3,600,000
Year 1915 .- 10,279,104 —_— say 10,300,000
Year 1916 vae 20,649,126 — nw 20,700,000
Year 1917 v . 36,010,759 5,000,000 w 41,000,000
Year 1918 - 42494 424 6,300,060 » 48,800,000
Year 1919 (1 Jan-31 Mch) 6,602,417 1,700,000 " 8,300,000
Year 1919 (1 Apl.—-31 Dec.) ... ! 15,427,065 — » 15,400,000
1 Jan,—31 Mch. 1920 . l 2,837,117 — " 2,800,000
; £137,800,012 £13,000,000 y £150,800,000

After 31 March, 1920, cash payments were made in respect of Government traffic, and the amount is included
in the receipts of the Compamaa

TABLE 2.
CoNTROLLED RAILWAYS-~ToraL (RaiLway WoRKING) EXPENDITURE: § Avcust, 1914—31 Avcust, 1920
{EsTIMATED).
: ADJUBTMENTS i t of Deferred
! %ﬁﬂk&%ﬂ_‘mﬁf Liohilities not sl.{:\::;p;:r c:n p:bl:shed
! penditure A8 figures, assuming prices ruling sre 20064 over
i PUBLISHED 1918 level.
; which includes ADJUBTED
PERIOD. an addition (Total Reilway
‘ of 7594 over Arrears of Worl(cll_ng)
i 1913 prices for | Maintonance, Abnormal Expenditure.
arrears. Abs | Abs. A and B. Replacement Woear and
1A and B. EXTRA cost of Btored. Tear
of making '
Amount. good,
{Col. 1). (Col. 2). (Col. 3). (Col. 4). ‘ (Coil:. 5). | (Col. b’).
£ : £ £ ‘
5 Aug —31 Dec. 1914 31,782,832 . 2,200,000 : 2,000,000 say 36, 000 000
GREAT BrIiTAIN <« Year ., . 1915 85,028,262 5,100,000 ‘ 6,000,000 w 96, 000000
" «. 1916 95,756,706 | 8,800,000 6,000,000 ; b,y 110, 000 1000
P i No estimate |
n . 1917 ¢ 113,503,651 11,500,000 : 6,000,000 |can be made. ,, i%i,ggg,ggg
" . 1918 1 137,136,814 13 600 006 | ‘ —_ i n  121L,UUU,
Unrrep Kinaoon ..1919 | 171,469,001 l 10,800,000 | L= e e » 182,000,000
1 Jan. 131 Aug 1920 150,030,232 | — J — | n 150,000,000
ToTtAL £784,707,498 ! i £52,000,000 ° £20,000 00(11‘l — » £856,000,0001

+ The correct distribution of the amount in refpect of replacement of stores is unascertainable. The allocation
shown is arbitrary and it has been assumed for this purpose that the Stores in respect of which there is any liability
attachivg to the Government were consmned by the eud of 1917.

Note.— The results were published as follows :—Period & Aug., 1914-31 March, 1919—In Cmd. 402,
lApnl 1919-31 March 1920—In Omd. 815.

1 Apri}, 1920-31 Awg., 1920--In Monthly statements
supplied to the Press,

"
”



APPENDIX. 2

TABLE 3.
CONTROLLED RA1L,WATS—NET RESULT OF ADJUSTMENTS SET 0UT IN TaBLES (1) axD (2). (EsSTIMATED).
Results based on published Results as adjasted.
fignres.
]
LWAY WORKING, . £ £ £ £
Ras ¥ (5 Aug.-31 Dec., 1914 16,135,356 12,000,000
Balance of  “Total | Year ... ... 1915 45,329,782 34,500,000
Revenue Earped " e 1916 50,114,379 ‘ 36,000,000
(Table I} over “Ex-{ . W917 56,198,104 i 43,500,000
penditure ™ (Tsable " ... 1918 ! 46,638,480 1 39,000,000
2), " . 1919 9,348,847 | | 500,000
L ! Jan. - 31 Aug. 1920 6,320,118 6,500,000
Total o Y 230,000,066 ——— 172,000,000
i
OrHER BUSINESSES. 1 :
( 5 Aug.—31 Dec, 1914 | 146,289 146,289
Berlance of “Revenue | Year ... v 1915 iLoss 158,379 Loss 158,379
Earned" over Ex-| |, e 1915 0 694,315 | o 694,316
penditure (as pub-4 |, e 1017 ] w 1,617,757 P LO1ETST
lished). “ . JUIR O 2201372 0 I, 2,201,372
» . P 10 4 I 668,628 " 668,628
L 1Jan.-31 Aug, 1920 | ,, 706,637 » 706,637
Total l———-—— Loss 5,800,800 |—————|Loas 5,800,800
ToraL.
{ 5 Aug. - 31 Dec., 1914 16,281,645 12,000,000
Year ... ... 1915 45,171,403 34,500,000
Bslance of * Revenue “ . 19150 49 420,063 35,500,000
Earned” over Ex-4 . e 1T 54,680,347 42,000,000
penditure. w e o IUIB T 44,437,108 36,500,000
" O RS B,(80,219 -—
{'Jan.Z 31 Aug. 1920 | 5618481 5,500,000
Total e ———— | 224,989,266 say 166,000,000
(GOVERNMENT GGUARANTEE.
5 Aug. 31 Dec., 1914 ‘ 20,135,000 20,135,000
Year ... e 191G 46,130,000 46,130,000
" e 1U16 46,319,000 46,319,000
As published ... T e 1917 ) 48,325,000 48,325,000
- " .. 1918 48,391,000 48,891,000
" e 1919 48,483,000 48,483,000
. 1 Jan. - 31 Aug., 1920 31,590,000 - 31,590,000
Total . e —— 1 289,373,000 289,373,000
(5 Aug. - 31 Deec., 1914 r 3,853,355 ! 8,000,000
Year ... e 1915 958,597 ' 11,500,000
" W 1918 3,101,063* ‘ 11,000,000
NET GOVERNMENT 4w e 17 6,355,347* 6,500,000
) LIABILITY » e 1918 3,9h3,892 12,000,000
w e . 1919 39802781 48,500,000
[ 1Jan.-31 Aug, 1920 . 25,971,519 26,000,000
Total l__—_ 65,083,734 |——. ay 123,600,000
!

* Not Government Seerplun,

Nutes.——1. The resvlts were published as follows :—
Period, 5 Aug., 1914-31 Mar., 1919—1In Cmd. 402
1 Apl, 1919-31 Mar., 1920—In Cmd. 815.
" 1 Apl., 1920-31 Aug., 1920—In monthly statements supplied to the Press.
2. The Irish Railways were controlled from 1 Jan., 1917, ana the above fgures therefore include : —
Railways in Great Britain for period, 5 Aug. 1914-31 Dec,, 1916.
» » United Kingdom 1 Jan,, 197 31 Aug., 1920.

3. No estimate has been made for Abnormal Wear and Tear claims.

T

4. Neither the payment to be made for Arrears of Mainienance (other than Abatracts A, and B.) nor the value of
services rendered to the Government “free of charge” by ateamboats, docks, hotels, &c., up to
31 Maroh, 191Y, is ascertainable, but for the purposes of this statement one has been assnmed 1o ofset
the other.




APPENDIX XII.

Submitted by S1R GEORGE BEHARRELL.
(Vide Question 1526 in Minutes of Evidence.)

REPLACEMENT OF STORES.

Btock at t i
ofc:on:‘ﬂ:?_“men : Btock at end of control. Shortage at end of control.
i
— i - .
: Book Lo i , Beplace- |
Quantity. . Rn’ge. £ Quantity. ﬁ:‘;: i £ Quantity. ' ment £
1 Rate.
Rails 100 £6 600 80 £10 i 800 20 £12 F
Fishplates... 600 10d. 25 600 1s. 8d. 50 e - fU
) (actual (actual
‘ 1,200)
Slespers ... 100 i\ 6. 30 — — — 100 10a. 50
! £655 £850 £290
Due by Government— | £ L
8tock at end of control—' Book Value 850 . .
Shortage —“ Replacerent Value” ... 290 o-e-
— 1,140
Less : Btock at commencement of control 655
485

 Where the atock at the end of control is in excess of opening stock, the opening quantity only is taken as the
closing quantity, as in the case of Fishplates above, a8 atock in excess of opening stock is outside the arrangement.
There iy one exception to this—stores bought immediately after Armistice, to prevent unemployment, in rccordance

with suggestion of Government.

_ Xt has also been agreed on various occasions that where stores have been used for Government Works at replacement
prices this factor is to be taken into account in determining the Government Jiahihity., This will undoubtedly prove

to be a subatantial sum,

APPENDIX XIII.

Submitted by S8ir GrorGr BEIARRELL.
(Vide Question No. 2799 in Minutes of Evidence.)

Lerrer, dated 25th November, 1920, from the Railway Companies’ Association to the Ministry of Trapseport,
referring to Liabilities of the Government maturing at the end of control.

Tar Rarmway CoMmranies’ ASSOCIATION,
53, Parliament Street,
London, 8.W.
25th November, 1920.
Sir, .
I am directed by the Railway Companies’ Associa-
tion to refer to your letter of the 16th October
(F. 2194).

In view of the possibie effect upon the cost of wages
of the Sliding Scale Bonus and the increasing liability
in respect of Local Taxation and Unemployment
Insurance, alse the uncertainty of the effect which
the last increase in Rates and Fares will have upon
the guantum of traffic, you will appreciate the diffi-
culty of forecasting whether the Receipts will meet the
Working Expenses and the Guaranteed Net Receipts
in the Financial Year 1921/22.

The Accountants, however, assure me that they will
be in a better position to give an estimate in January
next, and we think it will better meet your fequire-
ments if steps be taken to lot you have this when the
results for December have been ascertained. We are
arranging accordingly.

With regard to your enguiry as to what sums the
Ratlway Companies anticipate will be required in
respect of accrued Arrears of Maintenance so be over-
taken in the year 1921/22 after due allowance for the
payments already made on account, the Association
have no information as to what work in arrear is
likely to be carried out between the 5th April, 1921,

und 5th April, 1922, but they are taking steps %o
obtain approximate figures of cost from the
Companics.

It is perhaps right that I should remind you that
apart from Arrears of Maintenance carried out
during 1921/22 there are other liabilities of the
Government whichk will mature at the end of con-
trol, amongst which are:—

(1) Any liability under the Act of 1871 and/or
under the Ministry of Transport Act, 1818.

{2) The incressed cost of Arrcars of Maintenance
and Renewal Work (Abstracts “A " and
“B") outside the above estimate for
1921/22.

(3) The Arrears of Maintenance and Renewals in
respect of Abstracts other than ** A" and
L B.”

(4) The increased cost of a similar quantity of
Stores to those on hand at 4th Augast, 1914,

(5) Abnormal Wear and Tear not madoe good
during the period of Control,

1 am, Bir,
Your ohedient Servant,

(8gd.y ARTHUR B. CANFE,

Secretary.

The Secretary,
Ministry of Transport,
6, Whitehall Gardens, 8.W.1.




APPENDIX X]IV.

Statement eubmitted by Sik ALEXANDER GIkB.

I. The statement submitted deals with the Rail-
way Agreement only in so far as it relates to matters
affecting engineering. It does mot traverse all the
interpretations put upon the Apreement which
operate unfairly against the Government. The fow
examples given of cases which involve large amounts
show the necessity for revision and a careful scrutiny
nf the present interpretations of the Agreement from
beginning to end.

The data and reasons upon which the statements
and opinions given hereafter have been founded are
given at full length in the Appendices.

IT. Conclusions.

The conclusions reached are:—

(1) That the financial arrangement between the
Government and the railway companies is
as set forth in Bir Herbert Walker’s lotter
to the President of the Board of Trade
dated 6th August, 1914,

(2) That all interpretations thereof should be in
harmony with this basic agreement of
6th August, 1914.

(3) That many of the present interpretations are
not in harmony with the true intention
of the Agreement.

(4) That as these interpretations were made to
meet: the circumstances which existed at the
time they were arrived at, they can only
bo regarded as a *‘ war expedient '’ and
ought now to be modified to meet the
changed circurztances.

(5) The general conviction reached after working
upon the interpretations to the Railway
Agreemont made from time to time,
especially the later ones, is that they
incline towards a ¢ betterment of
bargain 7 in favour of the railway com-
panies.

(6) That the total expenditure on maintenance
and renewal of all tho controlled railways
should he limited to the 1913 quantum.

{7} That the onus of proof for uny extra payment
for such claims as abrormal wear and tear
due to Government contrel should rest on
the railway companies.

3y

II1. Agreement.

(CF. pp. 3 to 8 of Appendiz XIVa.)

Whether the Agreement of 6th August, 1814, was
on the whole fair and reasonable alike to both parties,
or not, it had the following adventages to the rail-
way companies {rom an engineering point of view: —

(1) The basiz year 1913 was a specially advan-
tageous one. According to the Board of
Trade Blue Book the met receipts for the
year 1913 exceeded the average of the nine
previous fvears by #£7,000,000, which after
making allowance for intercst on additional
capital may be reduced to £6,000,000.
Toking the seven years’ control, this gives
an advantage to the railway companies of
approximately £40,000,000, or nearly
11 per cent. on the net roceipts. It almost
invariahly happens that in a good year
more money than usual is spent on re
pairs, renewals, &c., and it is more than
probable that this was the case in 1913,

(2) The railway companies are entitled to their
1913 gquantum for maintenance of way,
works and rolling stock. As many repairs
and renewals similar to those carried out in
1813 (e.g., painting of stations, bridges,
&c.), could not be done during the war
and will not now have to be undertaken to
thev same extent, the 1913 quantum of
maintenance for each year of control is
an advantageous one. '

IV. Defects and Possible Renedios.
(Cf. pp. B to 14 of Appendiz XIVa.)

The following are examples of interpretations un-
fairly acting agsinst the Government with certain
suggested remedies:

1.-—(A) (Cf. puge B of Appendic XIVa.) There
is Bo Bmitation to the 1913 gquantum of the
expenditure on ropairs and maintenance of
way, works, plant and equipment, or on
partial renewals of these. This means
that the railways can spend what they like
on all these works and the Government
have to pay for it in the net receipts
guaranteed.

(B) (Cf. puge B of Appendiz XIVu.} The limita-
tion of renowals of permanent way and roll-
ing stock to the 1913 quantum can be easily
circumvented. This can be dome by exe-
cnting complete renewals piece-mesl and
classifying the work as partial renewals.
The Government would, in this case, have
to pay unlimited costs as shown in (A).

The suggested remedy for the sbove two cases is to
limit the whole expenditure on way, works, plant
and equipment to the 1913 quantum, as was un-
doubtedly intended by the Agreement of the 6th
August, 1914, and to fix a definite time in which to
overtake arrears.

(C) (7f. page 8 of Appendis XITw) Not only
have the Railway Companies been allowed
the increased cost of now 10lling stock over
1913 prices, but they interpret the instruc-
tions as giving them a percentago (say
5 per cent.) of the increased cost of such
rolling stock over their 1913 total cost on
the plea that roplaceruent at the enhanced
prices of rolling stock has to be provided
although it is the Government who have
paid for this addition.

The suggested remedy is to adhere to the cbvious
intention of Clause 4 as amended of the Memorandnm
of lnstructions (Blue Book) and disallow the item.

A rough approximation of the cstimated extra cost
to the Government if these three suggosted alterations
are not made is £15,000,000. (This is for the same.
saving as the £15,000,000 in par. 2.)

2. (Cf. page 9 of Appendiz XIVa.) The originnl
Agreement provided that the whole of the
Railways were to be regarded as a
collective entity. This principle has not
been adhered to in regard to Arrears of
Maintenance of Way and Works (Abstract
i A *’) and Rolling $tock (Abstract B ),
where not only is each Company dealt with
individually, but each Abstract is con-
sidered separately

The result is that the Government pays
for all excess work over the 1913 quantum
ot each Abstract which may be in excess,
and has alse to make up the arrears on
each Abstract which may be in arrear at
prices to be ascertained at the end of
control, a payment on account being made
in the meantime.

A very rough estimate of the amount involved in
this item is £15,000,000 (same itemn as para. 1).

The suggested remedy is to cauncel the interpreta-
tion and limit the total payment by the Government
for Maintenance and Renewal of Way, Works and
Equipment to the 1913 quantum of all the Companies,
If this course is taken then although the present
arrangements for payment in (A), (B) and (C) of
the preceding clause were allowed to continue, the
Government could still save what might amount to
£15,000,000 because the amounts in excess in the
case of some companies would be charged against the
arrears of other companies.
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3. (Cf. page 9 of Appendic XIVa.)

(@) (Cf. page 11 of Appendix XIVa.) The
percentage arrived at in the manner
prescribed in the Arrears of Main-
tenance formula to reduce the cost of
work carried ocut in the control period
to its 1913 equivalent, does not give
o correct result, because it leaves out the
important element of credits for re-covered
materials, i.e., scrap, etc., and is applied to
figures representing items of a Wifferent
nature and composition. This means that
the amount of deferred work wunder
Abstracts * A’ and “B’’ in any year,
calculated by the formula will be greater
than it should be, and ns the 1913 amount
will have to be multiplied by a co-efficient
of probably between 3 and 4 to bring it up
to prices current when the woerk s
execitted, the loss to the Governmoent may
he very considergble.

(b)Y (Cf. puge 12 of Appendiz XIVe) TImpor-
tant items, such as Engine Power, eic.,
charged in Abstracts *“A’* and original cost
of property displaced debited to Revenue,
which are included in the Accounts for the
Control period at pre-wnr costs are subject
to a deduction in respect of increased cost
before comparison with the 1913 standard.

() (CFf. puge 13 of Appendic XIVa.) The pro-
viston that 80 per cont. of each of the three
groups into which the Materials used on
Abstract ** A" work are divided in the
Arrears of Maintenance Instructions has
not been adhered to by all the Railway
Companies.

(dy (Cf. puge 13 of Appendixz XIVa.) The 80
per cent, (in value) of materials issued and
-~ used is not a fair loading if companies can
choose their materials and limit themselves

to B0 per cont.

The suggested remedy for the above four items is to
work out a correct coefficient by taking all factors
which are at present omitted into consideration.

A rough approximation of the oxtra cost to the
Government if these alterations are not made is
£14,000,000.

4. (Cf. page 14 of Appendix XIVa.) There is no
incentive to economy on the part of the
Railway Companies, because their 1913 Net
Receipts being guaranteed, any oxpend-
iture ‘‘above the line’ falls on the
Government; the latter has at the moment
no efficient check on such expenditure. The
importance of this will be realised when it
is stated that on am approximate rough
estimate of the total expenditure of the
Railway Companies for the Beven years of
control, viz.: £1,200,000,060, even 5 per
cent. gives £60,000,000. )

5. (Cf. page 14 of Appendir XIVa.) As the
Ministry of Transport has, with the
advice of the Rates Advisory Com-
mittee increased both nrates and fares
with a view to meet the incrensed
expenditure due to the economic conditions
now prevailing, including {he increused
cost of Stores, the Railway Companies do
not appear to be entitled to receive from
the Government a payment which will
put them in the position of having at the
end of the control period the same quan-
tity of Btores on hand as they had at 4th
August, 1914, at pre-war prices especially

as that will give them the additional”

advantage of being able to realise the
high market prices from the serviceable
and scrap materisls to be recovered from
their Way and Works when the low-priced
materials are used on Maintenance and
Ronewal, :

The suggested remedy is that a new arrangement
should be made. The stores arrangement was entered
into in 1916 to meet the circumstances then ruling;
as these circumstances have completely changed and
the railway companies have a guid pro guo, the
Government may fairly claim that they (the railway
companies) should not be paid for the increase in the
stores twice over.

1n any event the railway companies are not entitled
to the enhanced value of the credits from recovered
materials corresponding to the quantity of stores on
hand at pre-war prices,

If the arrangement is revised as suggested above,
the saving to the Government is estimated at

£20,000,000, The enhanced value of the recovered
materials over pre-war prices is estimated at
£5,000,000, '

V. Justification for revising the interpretution of
the Agreement,

There appeats to be ample justification for ve-
opening and revising the interpretations of the Agree-
ment in all the cases mentioned in para. IV. Dealing
with these in turn : —

Paragraph IV. (1) (@) and (b).

At the time these interpretations were made
thore promised to he such o shortage of man
power in the country that it would have been
virtually impossible for the railway companies to
excoed the 1913 quantum to any appreciable ex-
tont; in fact, if the whole of the railways had
been dealt with as an ontity it would have been
absolutely impossihle. At the present time, how-
ever, when the number of unemployed is increasing
daily, there is every opportunity and encourage-
ment for railway companies to spend money
on improvements of their way, works, plant and
equipment, more especially if the Government are
paying for it.

The whole spirit and intention throughout the
interpretation shows that the predominant con-
gideration was to safeguard the railway com-
panies in the event of their not being able to
overtake their maintenance wark. There was at
the time no possibility of railway companies being
able to get into excess and further it must be
rememfered that the railways were in possession
of the Government on & weekly warrant and no
one contemplated that control would eontinue
after the war, as at that time Mr. Runciman’s
letter of 5th September 1916, had mot been
written.

Paragraph IV, (1) (o). '
As regards the practice of railway compl_mies
to charge the Government a percentage of t_he
inereass in the cost of rolling stock as a depre(,:m-
tion item while at the same time they are being
paid for the whole of the increase in Abstracts A
snd B; at the time this was introduced there
could have been no thought in the minds of the
parties that this matter would be so t;'ea.ted or
that prices would sear to their present high ]e_vel ;
further, what in the early part of the war might
have been a negligible factor, owifig to the abnor-
mal and unprecedented riso in prices and the fact
that rolling stock can now be built to an extent
far exceeding that in war-time, has now become
an important item. Moreover, it cannot be seen
that the present interpretation of the Agreement
aould evor have been regarded as fair or as
earrying out the spirit of the Agreement.

Paragraph IV. (2).

With regard to the railways being dealt with
individually instead of collectively, the same re-
marks apply as in paragraph IV. (1) (a) and (b}.
At the time this interpretation wos given there
was a great zcarcity of men, now there is a sur-
plus.
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Paragraph IV, (3).

The method of arriving at the co-sfficient by
which each controlled year’s cost of work charged
to Abstracts A and B was to be multiplied in order
to reduce the cost to 1913 valnes, i.e., taking 80
per cent. of materials only and not taking into
account other elements, such as scrap, engine
power, etc., which are intimately involved, was
probably agreed to because it was considered to
be a quick, if rough-and-ready method of obtain-
ing the results regnired. If any more complex
method had been employed it would have either
thrown extra work on an already depleted ataff,
or extra clerks would have been required, which
would have reduced the number of staff available
for the fighting lines, and for national service.

As there is no shortage of staff at the present day
there sesms to be no reason why this temporary
method, which has proved to be inaccurate, should
not be replaced by an accurate method which
carries out the true intent of the Agreement.

Paragraph IV. (4).

Wheresa during the war it would have beeu very
difficult for n railway company t¢ be extravagant
on account of the shortage of men and materials,
circumstances are now entirely altered. It should
be remembered that a form of Agreement which
was more or less innocuous during the war, may in
the present normal times become very dangerous
and this factor should be borne in mind in dealing
with the whole situation.

APPENDIX XIVa.

Appendices to Statement submitted by
S8ir ArExanper Giss.
Note.—The numbers and letters at the head of

each section refer to the corresponding numbers and
letters in Appendiz XIV,

actepted by the Government was not only just but
generous, and that any difficulties in detail in giving
effect to the Agreement would be subsequently dealt
with by a Sub-Commitiee of Accountants. On 13th
August, 1914 (Circular Letter No. 19), the Railway
Executive Committee advised the controiled railway

" ecompanies that practicaliy all the companies had

AGRERMENT.
{c.f. Sections I-I1I of Appendiz XIV.)

The principal railways in Great Britain were taken
over by the Government as from midnight 4th-5th
August, 1914, under the Regulations of the Forces
Aet, 1871, and placed under the instructiors of =
Railway Executive Committee. "It was speedily felt
both by the Railway Executive Committee and the
Government that from all points of view the question
of the compensation due to the railway companies
under Section 16 of that Act should be settled
immediately. The ** Net Rocoipta ’ agreement was
accordingly drafted on broad lines on the 6th August,
1914, as follows:—

F. 175. Railway Executive Committes,
36, Parliament Street,
Westminster, S.W.
6th August, 1914,
Dear Bir, -

The Executive Committee has received from Mr.
Marwood an intimation that the Government are
prepared to agree that the question of the compensa-
tion to the Railway Companies, arising under the
I:,\'ct of 1871, should be adjusted om the following
asia ; —

To ascertain the compensation payable the
aggregate net receipts of all the Railways taken
over during the period for which they are taken
over shall be compared with a similar aggregate
for the corresponding period of the previous year.
The ascertained deficiency shall be the amount
of compensation due. Provided that if the
aggregate net receipts for the first half of the
year 1914 are less than the aggregate net receipts
for the first half of the year 1913, the ascertained
deficiency shall be reduced in the like proportion,
Any question as to the amount of the deficiency
shall, in default of agreement, be determined by
the Railway and Canal Commission,

I have to inform you that the Executive Committee
have resolved to recommend to the Companies, whose
Boards will be summoned at the earliest possible
moment, the acceptance of this proposai.

Youra faithfully,
{Signed) H. A. WALKER,
Acting Chairman of the Railway
Executive Committee.
The President,
Board of Trade.

'_l‘wo days later, the Railway Executive Committee
{Circular Letter No. 10 of 8th August, 1914) recom-
mended nll the controlled railway companies to accept
it stating they were satisfied the basia of compensation

32016

accepted the Agreement and gave the broad idea
underlying it. Sir Herbert Walker's letter of 9th
August, 1914, and the Railway Executive Committee’s
Circular Letter (No. 19) of 13th Awngust, 1914, as
under, show the interpretation of the Agreement in
the minds of the Railway Executive Committee at the
time the Agreement was complsted : —

175 Railway Executive Committee,
35, Parliament Street,
Westminster, S.W.
9th Angust, 1914.
Dear Sir, ’

We understand from the statements you made to
us to-day that there is some apprehension on the part
of the Advisers of the Government that advantage
may be taken by some companies of the settlement
provisionally come to with the Government as to the
basis of compensation under Section 16 of the Regula-
tion of Forces Act, 1871, to spend abnormal summ
vut of revenue on the maintenance and renewsl of
their lines and stock.

I have vo say that while the Executive Committee
connot believe that- any Company would be capable
of acting in such o manner, they have from the first
regarded it as an obligation of honour to protect
the Government against the possibility of such an
event, and they had before your visit slready taken
steps to safeguard the position of the Government
in this respsct,

Yours faithfully,
(Bigned) H. A. WALEER,
Acting Chairman, Executive Committee.
The President, .
Board of Trade.

Instruction No. 19,
Railway Executive Committes,
35, Parliament Street,
Westminster, S.W.
13th August, 1914,
Dear Sir, .

The Executive Committes are pleased to be able to
announce that practically all the companies whose
railways have been taken over by the Government
have agreed to the proposal outlined in my lstter of
the Bth instant, under which the . Government
guarantee the net receipts of the railways collectively.

It is hardly necessary to point out that the arrange-
ment is one which, in spite of its great convenience
both to themselves and the companies, the Govern-
ment could not have sgreed to, had they net been
assured of the absolute good faith of the Companies,
and had they not felt certain that they could rely
on all officers of the companies concerned acting
loyally up to the spirit of the arrangement.

Broadly speaking, the iden underlying the arrange-
ment is that the financial results to each company
for the pericd of Government control shall be the

B
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same as if the railways had remained under the
control of the companies and the receipts and ex-
penses of each railway had been the same as they
were in the corresponding period of the previous year,
subject to a deduction proportionate to any falling
off in net receipts disclosed by the accounts of the
companies as & whole for the first half-year of 1914,
The result is that, during the period of Government
control the advantage of all economies will enure to
the benefit of the Government, and, correspondingly,
the whole burden of expenditure will fall on them.

This state of things obviously imposes an honour-
able obligation upon the companies to see that gll
proper economies are made, and that no abnormal or
unnecessary expenditure is incurred.

The new position thus created will give rise to
many questions of detail, and the executive com-
mittee have asked a Committee of Accountants to
consider these and to make recommendations on the
subject for the guidance of the companies concerned,
but they think it may be helpful if they indicate
now oné or two points of general application.

It may be that on the lines of some companies
traffic will fall off considerably and there will not be
work for all the companies’ employees. In such cases
it would obviously be unfair to keep on unnecessary
men at the expense of the Government. On the other
hand, the Government may be anxious, from a
national point of. view, to avoid adding to the wun-
employment in the country; and, the line of action
. to be taken therefore, is clearly one for the Govern-
ment to lay down, and the Executive Committee are
in communication with them on the subject.

In the meantime, the Executive Commitiee will be
glad if you will communicate with them if you feel
in doubt as to the course to be taken with regard to
any considerable body of men for whom you have no
work or not full work. The allowances to the families
of men called out for active servicce involved a similar
question upon which you have already been advised.

Again, it may be found that certain trains have
become unnecessary or have ceaged to be remunera-
tive. In these cases the Government will maturally
oxpect each Company to reduce its train service from
time to time so far as it can reasonably do so,

Thert again, questions may arise as to the amount
to be expended on the maintenance and renewal of
way and works, or rolling stock. Under these heads
it will not be open to a Company to include in its
working expenses any greater sum than is required
to maintain its works and plant in an efficient con-
dition, ineluding due allowance for renmewals, and if
the expenditure of any Company wpon gny item of
maintenance exceeds the corresponding figure in the
previous year, the Government will no doubt, in the
absence of special justification, expect it to be shown
that the additional expenditure was rendered
necessary by their requirements, or by the exceptional
character or quantity of the traffic carried during the
peried of Government control. This point has been
definitely raised by the Treasury, and the Erecutive
Committee have had no hesitation in giving an
assurance, on behalf of all the Companies taken over,
that no unfair advantage will he taken of the present
situation in connection with the renewal of works
or plant.

All these and similar questions will be considered
in detail by the Accountants, but it is thought well
by the Executive Committee to indicate at the out-
set the general features of the new situation, and to
let the Companies know what the Government are
looking to them to do.

Yours faithfully,
(Signed) H. A. WaLxeR,
Acting Chairman, Executive Committee.
The General Manager,
Railway.

(The letter of the 8th inst. referred to above was
addressed to your Secretary.)

The basis year, 1913, was a specially advantageous
one for the Railway Companies. On page =xvii. of
the Blue Book of Railway Returns for 1913, issued
by the Board of Trade in 1915 (Cd.B8038), it is
stated: —

# It is clear, however, from the statistics avail-
““able, that in 1913 the railway companies en-

“ joyed s considerable measure of prosperity.
“ From the shareholders’ point of view one of the
‘“ beet indices of the net result of railway work-
‘“ing in a particalar year is that afforded by the
‘‘ statistics showing the average rate per cent.
‘‘ per annum of the dividend paid by the com-
‘“ panies collectively on their ordinary capital.
* During the nine years ending 1912 the average
‘* rate paid on the total ordinary capital (exclu-
‘“ give. of nominal additions), whether ranking
“for dividend or not, was 4.08 per cent., the
““ highest annual average being 4.45 in 1911, and
‘““ the lowest 3.67 in 1908. The average for the
‘“ year 1913 was 4.60. The basis of the rate waa
“ glightly altered as between 1912 and 1913, but
‘“ the alteration does not appreciably affect the
‘‘ comparison.”’

The Net Income of the Railways in the United
Kingdom for the yesar 1913 is shown on page xii. of
the same book as £52,131,000, and the average net
Receipts for the ten previous years (see page #xxiv.)
works out at £44,973,000, or a difference of roughly
£7,000,000, which after making allowance for interest
on additional capital during the period may be
reduced to £6,000,000. Taking the seven yoars of
Control, this gives an advantage to the Railway
Companies of approximately £40,000,000, or nearly
11 per cent. per sannum of the net Income for- 1913,

According to Board of Trade Statistical Returns
from 1903 to 1917, issued in 1919 (Cd.491), the total
imports for 1913 amounted to £768,734,739, aganinst
£623,306,890, the average of the previous ten years,
being an increase of £145,427,849, or 23 per cent.,
while the total exports for 1913 amounted to
£634,820,326, against £473,387 857, the average of
the previous ten years, being an increase of
£161,432,469, or 34 per cent. .

It almost Invariably happens that in a good year
more money than usual is spent on repairs, renewals,
etc., and it is more than probable that this was the
case in 1913.

The railway companies are entitled to their 1913
quantum for maintenance of way, works and rolling
stock. As many repairs and renewals similar to those
carried out in 1913 (e.g., painting of stations,
bridges, etc.) could not be done during the war and
will not now have to be undertaken to the same
extent, the 1913 quantum of maintenance for each
year of control is an advantageous one.

INTERPRETATIONS OF TEE AGREEMENT FROM AN
Excinerring Point or VIEw.

(1) Memorandum of Instructions (Blue Book).

Between August, 1914, and January, 1915, the
detailed arrangements to give effect to the Agree-
ment were worked out by the Sub-Committee of
Accountants appointed by the Railway Executive
Committee and the Board of Trade. These are em-
bodied in a Blue Book entitled :

¢ Memorandum of Instructions to Railway
¢ Companies for the preparation of the Accounts
 to be presented by each Controlled Company
“ o arrive at the amount of Compensation pay-
““ able by His Majesty’s Government.”
This Book was issued with the aunthority of the
Treasury to the controlled railway companies in
March, 1915. Apart from the recital of the Agree-
ment and the definition of the term *‘ net receipts "
in Clauses 1 and 2, the only clanses in the *‘ Blue
Book which are of importance from an engineering
point of view are the following:—

Clause 4.

“ The expenditure chargeable for the control
“ period must be ascertained as far as it is pos-
¢ gible to do so, with the proviso that the amount
 charged for the renewal of permanent way end
 yolling stock is not fo exceed the amount in-
“ cluded in the corresponding period of 1913,
“ excopt under special circumstances, such as
s gdditions to the length of line opemed, addi-
“ tions to rolling stock in eervice, or an increase
“ in the cost of renewal work carried out during
¢ the period resulting from increased price of
¢ labour and materials.’*
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Clause 4 (c).—Drovisions for Estimated Expendi-
ture. Liabilities.

“In determining the amount of revenue ex-
* penditure for the control peried, each company
“ must follow strictly the method which regulated
“‘ the preparation of the accounts in 1913, and
¢ provisions to be made should be proportionate
‘“ tg the sums necessary for the half-year ended
‘¢ 31st December, 1913, Particularly should this
‘¢t principle be observed in setting up reserves for
‘¢ depreciation or provisions for maintenance of
** Jocomotives, carriages and wagons, permanent
‘ way, bridges, stations, ete.” *

It soon became apparent to the Railway Executive
Committee that Clause 4 was operating unfairly as
between ‘¢ Programme ’® and * Non-programme ’’
companjes, because under Clause 4 (¢) companies
which had a programme of remewals in 1913 could
charge in their accounts their corresponding pro-
gramme of renewals in the control period up to the
1913 standard whether the work was carried emt or
not, while Non-programme Companies cculd only
charge the cost of Renewals actually performed, mot-
withstanding the fact that owing to the shortage of
Iabour and materials due to the war, they found it
impossible to accomplish their 1913 renewal standard.
The Railway Executive Committee Lherefore
approached the Government Auditors, and on 28th
Heptember, 1916, the following agreed interpretation
of Clause 4 in the Blue Book was issued to the con-
* trolled Railway Companies, with effect from I1st
January, 1915,

¢ MemoRaNDUM oOF INsSTRUCTIONE TO RamLway
““ COMPANIES FOR THE PREPARATION OF THE
¢ AccounTs TO BE PrEsEnTED BY 2A0H CoON-
‘“ proLLeD COMPANY TO ARRIVE AT THE AMOUNT
“ oF CoMPRNSATION Pavapir by His Mirpste's
‘* (FOVERNMENT.

v Bcheduled +o0 Railway Executive
* Imstruction No. 214.

** Agreed interpretation of Article 4 so far as
* it relates to the amount chargeable for the con-
““ trol period in respect of the renewal of
‘ permanent way and rolling stock—

‘“ All companies are entitled to include in their
** Abstracte of Expenditure, A and B, in respect
** of the renewal of permanent way and rolling
** stock respectively, an amount equal to, but not
* egceeding, the amount so charged in the corre-
¢ sponding period of 1913, together with such
 additional sums as o

(1) may be necessary to make provision for
the renewal of
(a) additional mileage of line, or
(b) additional units or increased first cost
of rolling stock in service;

{2) may be atiributable to increased rates of
pay or prices of materials paid in respect
of renewals carried out during the period
and chargeable against the Government.

‘* It is recommended that the agreed interpre-
‘‘ tation ghould take effect as from lst January,
1915, and that any necessary adjustment of
“‘ the olaims for the year 1915 should be made
*‘ the subject of a supplementary claim.”

This interpretation put Programme and Non-
programme Companies on practieally the same level
80 far as remewals of permanent way and rofling
stock were concerned. As from the year 1916 tha
railwey companies charged the Government with the
increased cost over 1913 prices of renewals carried
out in excess of the 1913 standard of remewals. The
railway companies also discovered that the Blue
Boqk made no provision for the depreciation and
maintenance of additional works and plant other
than permanent way and rolling stock brought inte
use during and subsequent to 1913. On Gth
Boptember, 1820, the Ministry of Transport and the
'l:ressury approved of percentage rate for deprecia-
tion and maintenance of these additinngl works, etc.
and these rates were issued to the railway companie;

;31'1;3!:11 September, 1920, with effect from 5th August,
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Committee

(2) ARBEARS OF MAINTENANGE AND RENEWAL OF PLANT
AND EQUIPMENT.

(a) Way Works and Stations (Abstract A) and Eell-
ing Stock (Abstract B).

(Yellow, Heliotrope, Green, and Brown Books.)

The Net Receipts Agreement had only been two
months in operation when the Railway Executive
Committee on 27th QOctober, 1914, intimated to the
Board of Trade that as the result of their Lecomotive
Carriage and Wagon Shops being placed at the dis-
posal of the Government for the manufacture of
articles urgently required by the War Office or Ad-
miralty, the Railway Companies’ usual repair and
renewal work waa necessarily postponed and that
sooner or later the Companies might have to include
in their claim against the Government a sum to cover
the cost of the work which was so deferred and which
would have to be overtaken. Early in 1916, it was
agreed between the Government and the Railway
Companies that payment should be made monthly in
respect of the ultimate cost of carrying out the arrears
of repairs and renewals arising during the Govern-
ment Control period, so far as Abstracts A and B were
concerned. The Government further agreed that for
the Control period from 6th August to 318t December,
1914, and for the year 1916, an addition of 12§ per
cent. might be made to the arrears to cover increased
outlay which might have to be incurred when the
arrears of work were ultimately carried out. Separate
claims for arrears had to be made in respect of
Abstracts A and B.  The basis of the Claim for
Arrears was the amount by which the expenditure
in the Government Control period fell short of the
total of the Abstract for the corresponding period
of 1913, after making allowance for

(1) the difference between rates of wages and
botween prices of materials in the two
periods; ,

(2) any increased cost due to additional length
of line opened or additions to rolling stock
in service;

(3) any additional expenditure incurred during
the period of Government Control as the
result of abnormal wear and tear during
such period.

The relative instructions for the period from
5th August, 1914, and for the year 1915, were printed
in a * Yellow” Book and issued by the Railway
Exe¢cutive Committee to the controlled Railway Com-
panies with Circular Letter No. 483, dated
25th January, 1916. These instructions are very com-
plicated and are also highly techrical, involving an
expert knowledge of engineering as well as thorough
grasp of ‘‘ costing.”” The * Yellow ”” Book iz printed
in extenso on pages 59-63 of the Volume of “ Principal
Letters and Documents relating to the General Rail-
way Agreements(Great Britain).”’* On 3rd April, 1916,
the Railway Executive Committes issued with their
Circular Letter No. 536 a °‘ Heliotrope '’ Book (see
pages 64-71 of the volume above referred to),* giving
an example of the application of the instructions
contained in the ‘* Yellow * Book, together with fur-
ther detailed particulars of the method to be adopted
by each Company for arriving at the allowance for
increased rates of wages and prices of materials.

It was understood by both parties to the agreement
that the payments made by the Government in
respect of arrears of work on Abstracts A and B for
the Control period of 1914 and for the year 1915,
including the 12} per cent. addition in respect of
increased costs were in full settlement of the cloims
for these two periods. It was subsequently found by
the Railway Executive Committee owipng to the pro-
longation of the period of control and the uncertainty
as to its duration, that this settlement in full was
unbusinesslike and very uncertain in its operation
because it was obviously impossible to fix a figure
fair alike to the Railway Companies and the Govern-
ment in respect of the increased cost of repairs at
the date they would ultimately be carried out., It
was therefore sugpested that the payments made for
the period wp to 3lst December, 1915, should be

. treated as a payment on account only. The Trecsury,

on 26th June, 1917, agreed to re-open the quesiion as
* Appendix L.
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6 DEPARTMENTAL COMMITTEE ON RAILWAY AGREEMENTS.

from the commencement of the control and to regard
all payments hitherto made, including those in
respect of 1914 and 1915, as pnyments on account.

In the * Green '’ Book, issued with the Railway
Executive Committee’s Circular Letter No. 1400, the
following interpretations were issued; —

(1) that the addition to be made to the arrears
on account of the increased outlay which
may have to be incurred when the arrears
of work are ultimately carried out should
be at the rate of 15 per cent. over the
whole control period;

(2) that no Company would be entitled to retain
or receive any amount in respect of Arrears
of Maintenance unless there were arrears
of work for the whole period of control.
Those Companies which were in excess at
the end of one year and in arrear at the
end of the next, have to deduct the amount
in excess from the amount in arrear. Simi-
larly, those Conpanies which were in arrear
at the end of one year and in excess at the
end of the next, have to refund the amount
of such excess, with the proviso that the
amount so refunded does not exceed the
amount received by the Company in respect
of the arrears to the end of the previous
year. Abstracts A and B are each dealt
with separately for the purpose of these
adjustments.

The ‘‘ Green '’ Book embodying these amendments
also confained the following modifications of the
instructions in the ** Yellow ”’ Book in their applica-
tion to the arrears claim for the year 1916 : —

Clause 2 (*‘ Green '’ Book).
New Lines Opened and Additions to Iolling
Stock in Service.

The instruction in the * Yellow '’ Book i
regard to “ Programme” and *° Non-pro-
gramme '’ Companies (Clause 4) () was amended
to put both classes of companies on the same
footing in accordance with the agreed interpreta-
sion of Clause 4 of the ** Blue '’ Book (see page
5 above).

Clause 3 (** Green '’ Book).

Reduction in Numbers of Rolling Stoek in
Service, '

If the numbers of rolling stock in service at

concerned were not finally adjusted until
September, 1920. It was apparently agreed in
principle in 1918 ihat the companies were entitled
to this depreciation under the ‘* Net Heceipta "
Agroement, and as a transaction in Abatract
A or B under that Agreement affects the financial
results under the ** Arroars’’ Agreement, pro
vision was made in the ‘* Arrears’ instruction:
for 1916 to bring the * Arrears '’ claims in thi:
respect in line with the ** Net Receipts ’* claims

Clause 6 (*° GGreen” Book),

Special Expenditure incurred in the Lifting
and Hestoration of Permanent Way due t
Shortage of Materials.

In cases where a company, owing to the
shortage of materials, lifted rails, etc., from ¢
less important to a more important section of
the line, the additional expense incurred was tc
form the subject of a special adjustment for
arreals of maintenance purposes.

Clause 7 (‘' Green > Book).

T'ransfers to or from Uepreciation Funds o
Suspense Accounts,

Under the 1815 formula, renewal expenditurc
in excess nf programme and chargeable against
the companies’ own funds, had te be deducteq
Jrom the commencing figure in the formula. lr
1916 the renewal expenditure in excess of pro-
gramme and chargeable against the companies'
owvn funds was adjusted at the Joot of the
Jormula, the difference being that in 1915 the
railway companies bore the total cost of the
excess work, while in 1916 they only bore th:
1913 cost, the increased cost over 1913 being
borne by the Government.

Clauses 9 to 12 {*° Green "’ Book).

Allowance for Increased Rates of Wages and
Matérials,

These clauses are in the main, with ons
exception, the same as the supplementsary
instructions contained in the ‘‘ Heliotrope ™
Book for 1915, with some verbal alterstions tu
suit the altered conditions of the following years.
The exception is in regard to the method of
arriving at the minimum of 80 per cent. (in
value) of the materials used in Abstract A, an+
the instructions for 1916 and 1916 are shown
below in parallel columns:—

31st December of a countrol vear were less than
the numbers in service at 31st December, 1913,
an adjustment to be made in the expenditure to
give effect to this disparity in numbers unless it
can be shown that the capacity or first cost of
the rolling stock in service at the end of tha
control year is not less than the capacity or first
cost of the vehicles existing at the end of 1913.
Engines, carringes and wagons to be dealt with
separately for the purposes of this adjustment.

Clause 4 (** Green '’ Book).

Rolling Stock Built ¢r Repuired otherwise than
in the Companies’ Warkshops.

As the additional cost of renewing and repair-
ing rolling stock by contractors, instead of in the
companies’ workshops as was the pre-war
practice, would not be represented by the
percentage for increased cost of work done
arrived at in accordance with the instructions,
such additional cost was to form the subject of a
separate adjustment.

In the ** Yellow ”’ Book this concession was limited
to rolling stock built by contractors, but in practice
it is understocod that the exira cost of repairing
rolling stock by contractors in 19156 was also allowed.

Clause 5 (** Green ” Book).

Additional Renewal o Depreciated Provisions
other than in respect of New ILines andjor
Rolling Stork.

This instruction appeared in the *' Green
Book in 1918, althongh the detailed percentages
for arriving gt the depreciation of the property

1915.
Abstract A.—Malerials.

In determning the mini-
wmum of 809 (in value)
referred to in the Instruc-
tions, the gross debit for
the materials issued and
used at the =actual iesue
prices — i.e., before taking
credil for scrap materiala re-
turrned-—should be adopted
a3 the basis for the total
value of the materials main-
ly charged to Abstract A,
divided into the following
groups :—

{1) Permanent Way

Materials (inclnding
Electric Track Equip-

ment),

(2) Signaland Telegraph
Materials.

{3) Bondry Materials.—
Stations, Building
Roads and Bridges,
and all other materials
not coming under (1)
or (2).

1916.
Abstract A.— Materials,

In determining the mini-
mum of B80% (in value)
referred to in the Yeliow
Book, the gross delnt for
the materials issued and
used, at the actunal issue
prices — i.e., before takin,
credit for the amount deall
with in respect of sera
materials returned—shoul
be adopted as the basis for
the total value of the
materials mainly charged
to Abstract A. So far us
possible, the materialy
selected for the yeur 1916,
should correspond with the
materials selected in the
case of 1915 drrears Stale-
ment,

1t is admitted that if in 1915 a minimum of 80
per cent. in each of the specified groups was adopted
by ail the Companies in accordance with the instruc-
tion, a similar result would more or less automatically
follow under the 1916 Instruction, but it is under~
stood that in 1915 the Railway Executive Committes
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did not insist on all the Railways having a minimum
of B0 per cent. in each group of materials so long as
a minimum of 80 per cent. of the total materials issued
and used was arrived at.

In 1918 the instructions contained in the *‘ Yellow,"
‘“ Heliotrope ’* and ‘‘ Green’’ Books were consoli-
dated in a ‘ Brown ’ Book and issued on 13th
December, 1918, to the Railway Companies, as
applicable to the Year 1917 and subsequent periods.
The *‘ Brown *’ Book contains the further following
modification of the previous instruetions,

Clause 8 (" Brown ' Book).
Reduction in Mileage of Line open for Traffic.
In the event of a reduction in miles of line
open for traffic in consequence of Permanent Way
Materials having been sent to France or other-
wise, an adjustment had to be made to give effect
to this reduction unless it could be shown that
the circumstances did not justify an adjustment.
The ibstruotions in the * Brown' Book were
applied to the Arresrs Claims for 1917 and 1918,
Further minor modifications in the ¢ Brown '’ Book
in its application to the Year 1919 were issued to the
Railway Companies on 13th September, 1920, as
follows: — -

Clouse 8 (** Brown *’ Book).
Reduction of Mileage of Line open for Traffic.

Those Companies who c¢laimed that circum-
stances did not justify an adjustment had to sub-
mit full particulars of the reasens for not making
the adjustment.

Clause 8 (** Brown. '’ Book). :

Up to the end of 1918, Companies’ Rolling
Stock on loan to the War Department for service
overseas, were treated as Rolling Stock in Ser-
vice, and no adjustment in respect of reduction
in numbers was made in respect of these. This
was altered for 1919,

Rolling Stock loaned to the Company by the
Government.

Any expenditure incurred on these during 1919
+o form the subject of an adjustment for arrears
of maintenance purposes.

Ezpenditure incurred in the Provision of Tem-
porary Accommedation for Female Staff.

Any expenditure incurred during the control
period on accommedation for female staff which
proves to be strictly temporary in its character
to form the subject of adjustment in the 1919
claim tor arrears of maintenance.

(2) ARREARS OF MAINTENANCE AND IREREWAL OF PraNT
AND EquirMENT.

(b) Works falling within the scope of the General
Agreement (“‘above the line’') and not included
in Abstracts A or B.

On 27th October, 1916, in announcing to the
Board of Trade that all the reilway companies had
sssented to the BSupplementary Clauses to the
original Agreement contained in the *“Pink™ Book
(see Document No. 71, pages 89 to 94 of the Official
Volume) the Railway Executive Committee intimated
that the question of arrears of maintenance of works
other than permanent way, etc. (Abatract A), and
rolling stock (Abstract B) had been raised by some
railway companies especially in regard to the main-
tenance of docks, and after some further correspon-
dence the Treasury asked the Board of Trade to
convey to the railway companies their Lordships’
assurance ‘‘that they recognise that the railway
companies will have a claim against His Majesty’s
Government at the end of the period of the war or at
the end of the period of control in regard to nrrears
of maintenance in the case of works falling within
the scope of the general agreement and not included
in any special arrangement now made or to he made
for the payment of deferred maintenance.”

. The application of this arrangement does not come
into force until the end of the period of contrel and
the Government have, therefore, n free hand in regard
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to the detailed instructions for giving effect to the
principle of the arrangement except in so far as the
instructions made in commection with Abstracts A
and B have prejudiced such freedom of action.

(3) InTeREST ON CaPrTAL EXEENDITURE.

On 14th November, 1916, the Railway Executive
Committee issued to the railwny companies a ‘‘Pink
Book,” containing the supplementary clauses to the
agreement with the Goverpment, the first clause of
which deals with interest on capital expenditure on
worke brought into use since 31st December, 1912, the
rate of interest being 4 per cent. The companies
were allowed fo be the judges as to what works
should be charged to capitel and as this is, in
the main, a purely financial arrangement, and as it
has been subsequently modified, as shown below, no
remurks need be made from an engineering point of
view except to note, that while credit has to be given
to the Government for the cost of works, replaced
credit has noft fo be given for the cost of works
displaced and not replaced.

On the 7th May, 1919, the Railway Executive Com-
mittee wrote the President of the Board of Trade
suggesting that if possible & new arrangement should
bu come to with the Treasury in regard to capital
expenditure, their objections to the existing arrange-
ment on financial grounds including:

(a6} The inadequate amount allowed for interest
on capital works brought into wuse, i.e.,
4 per cent.

(b} The fact that no intorest is allowed until the
works are brought into use.

(¢) The heavy increased cost for carrying on the
work at existing rates of wages and prices
of material.

(d) The uncertzinty as to how the railway com-
panies will be recouped for suck expendi-
tare in the case of the Government decid-
ing to take over the railways.

On 3rd May, the Board of Trade intimated to the
Railway Executive Committes that the Treasury were
prepared to agree to the undernoted arrangements:—

{1) That in place of the present arrangements
between the railway companies and the
Government with regard to the rate of
interest to be allowed on new capital ex-
penditure, interest at the rate of 5 per
cent. per annum from the date on which
the expenditare is incurred may be allowed
in respect of approved capital expenditure.

(2) That an assurance may be given to the com-
panies that in the event of their under-
takings being acquired by the Government
the corapanies shall neither be fnancially
prejudiced nor financially advantaged by
reason of having incurred capital ex-
penditure under the present arrangements.

These arrangements were advised to the railway
companies on the 15th August, 1919, per the Railway
Executive Committee’s Circular Letter No. 1930.
This cireular letter led to some misapprehension and
on the 12th February, 1920, the Ministry of Trans-
port defined the situation aa follows:-—

 As regards works in hand before May, 1919,
“and also as regards works commenced between
*“ that date and the 31st January, 1920, the rail-
“ way companies may have the option of 4 per
‘“ cant. interest on capital expended without the
“ Minister's approval, or 5 per cent. interest on
‘“ eapital expended with the Minister's approval.

** As regards works commenced on and after
‘“ the 1st February, 1920, the right to claim 4
“ per cent. without the Minister’s approval will
‘* lapse.

“ Any rogulations issued in comnection with
‘‘ the work of the Accountants Sub-Committee
““ in regard to this or to any other point avising
“ out of the Railway Agreement, should first be
** approved by the Ministry.”

(4) STORES ON BAND AT 4TH Avaeusrt, 1914,

The arrangement in regard to these forms one of
the Clauses in the Pink Book issued to the railwauy
companies in 1916, and is in the following terms:—
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8. DEPARTMENTAL COMMITTEE ON RAILWAY AGREEMENTS.

Stores.

At the end of the period of the Government control,
a cash payment to be made by the Government to
each of the controlled companies equal to the differ-
ence between (1) the book value of the stores in stock
at the bth August, 1914, and (b) the value of the
same quantitiea of similar atores calculetod: —

(1) As to the extent those quantities are in stock
at the end of the conirol period, at the
book values then ruling,.

(2) As to the shortage in the quantity at the end
of the control period as compared with the
quantity at the beginning, at replacement
prices,

The replacement prices to be agreed between the
Treasury and the Railway Executive Committee s
fairly representing the prices at which the shortage
could be made good, having regard to quoted market
prices at the end of the control period, the probable
movement of prices and the other relevant circum-
stances, Any mmounts already received by the com-
panies for replacement value of material used on work
done for the Government must be brought into
account when fixing the amount to be allowed under
this clause.

Regulations in regard to the calculation of prices,
the definition of stores, and generally as to giving
effect to this Clause, to be agreed hetween the
Government Accountants and the Railway Executive
Committee.

(5) THE QUEsTION OF COMPRNBATION TO BE GIVEN TO THE
Rateway CoOMPANIES IN RESPEOT OF THE USE OF
UNOREOSOTED SLEEPERS.

Owing to a shortage in the supply of creoscte oil
it became necessary for the railway companies to put
uncreosoted sleepers into the permamnent way. On
the 27Tth June, 1917, the Railway Executive Com-
mittee asked the Board of Trade for an assurance
that the railway companies would be compensated at
the end of the period of control for any depreciation
of their property that might result from the unse of
uncreosoted sleepers, and on the 30th July, 1918, the
Treasury informed the Board of Trade that My Lords
are prepared to admit on principle the liability of
the Exchequer for some compensation to the railways
on this acconnt. The method of arriving at the
amount of this compensation will be somewhat com-
plicated, as it will involve 8 technical calculation
based on the average life of an uncreosoted sleeper
compared with the average life of a ereosoted slesper.

{6) InsoRaNOE oF RarLway Coupanrks’ PROPERTY

AGAINBT FIRE.

In this case the Government have arranged to pay
the increased cost of repairing damage by fire to
 ahove the line " property in those cases where the
property was insured in Fire Insurance Funds be-
longfing to the railway companies themselves.

Dergors ANp Pospibre  REMEDIES.
(Cf. Section IV. of Appendiz XIV.)

It will be seemn from the foregoing details that any
slight modifications in the original Arrears of Main-
tenance Instructions in favour of the Government,
are well within the spirit of the agreement, while the
interpretations of the agreement and subsequent
modifications thereof in favour of the railway com-
panies range from important questions of principle
to such comparatively trivial matiers as temporary
sccommodation provided for female staff during the
war. The question will arise spontaneously : Was the
agreement—apparently so defective from the roil
way companies point of view—so perfect from the
Government point of view that no flaws in its appli-
cation were or could be discovered?

f.['he following are examples of interpretations un-
fairly acting ageinst the Government with certain
possible remedies: — ’

MemMoRANDUM OF INBTRUCTIONS,
Blue Book.
(1) A,

There is no instruction in the * Blue'' Book
which limits the expenditure by the railway com-
panies on repairs and partial renewals of way,
works, plant and equipment, as was undoubtediy
the intention when the ‘* Net Receipts " agree-
ment was mede in August, 1914. Thia seems
clear from the Railway Executive Committen's
letter of 8th August, 1014, to the President of
the Board of Trade and from their Circular
Letter No. 19 of 13th August, 1914, to the con-
trolled railway companies. Bome companies gre
already largely in excess of their 1913 standard of
muintenance after allowing for incressed costs
and other disturbing factors due to the war, and
the Government have, in the meantime, paid
over the money. On the other hand, under the
arrears of maintenance arrangement, the Govern-
ment are paying to those companies whose main-
tenance of way, works and stations (Abstract A)
and/or rolling stock (Abstract B) is in arrear on
the basis of the 1913 standard, the value of the
work in arrear at 1913 prices plus 15 per cent.
a8 a payment on account of the ultimate in-
creased cost when the work is overtaken, Not
only so, but 8 railway company in arrear wiith
Abstract A and in excess with Absiract B, or
vice versa, is being paid for the arrears in
Abstract A notwithstanding that it has already
been paid for the excesy in Abstract B.

(1) B.

. The limitation in regard to renewals of per-
manent way and rolling stock in Clause 4 of the
* Blue " Book both in its original form and as
modified by the Goavernment accountant is
illusory, and can be easily be circumvented. Re-
newals of permanent way and rolling stock are
understoed by railway accountants o be limited
to complete renewals with new materials through-
out. Permanent way, for insiance, is made up of
rails, chair sleepers, fasterings, etc., and each of
these classes of materials has a different ‘¢ life
from the others; consequently it is a simple
matter for an engineer to renew his sleepers and
chairs at one period and his rails at another,
classifying both transactions correctly as °* Par-
tial Renewals *’ for accounting purposes, although
to all intents and purposes his permanent way has
been completely renewed. Similarly in regard to
rolling stock there is no difficulty in building a
completely new wagon with second-hand wheels
slightly worn and classifying the transaction cor-
rectly for accounting purposes as a ** Partial
Renewal.’” Partial renewels in both cases being
outside the limitation imposed by Clause 4 of the
“ Blue’’ Book, the illusory 'nature of the
limitation will be readily appreciated.

The suggested remedy for the above two cases is to
limit the whole expenditure on way works, plant and
equipment to the 1913 quantum, snd to fix a definite
term in wkich to overtake arrears.

(1) C.

The amended interpretation of Clause 4, quoted
above (see page 5), gives the railway companies
the option of adopting either ‘‘ additional units ”
or ‘‘ additional first cost of rolling stock in ser-
vice,” for calculating the sum necessary to make
provision for the replacement of such ‘‘ additional
units,”* or ‘ additional first cost.” Those com-

. panies which adopt * additional first cost'’ nmot
only receive from the Government the increased
cost of new rolling stock over 1913 prices, but they
interpret the Instruction as giving them a per-
centage (say 5 per cent.) of the increased cost of
such rolling stock over their 1812 total cost, on
the plea that replacement at the enhanced price
of the rolling stock has to be provided, although
it is the Government wlo have paid for this
addition.

The suggeated remedy is to adhere to the obvious
intention of Clause 4 as amended of the Memorandum
of Instructions (Blue Book), and dissllow the item.

A rough approximation of the estimated extra cost
to the Government if these three suggested alterationr
are not made is £15,000,000, arrived at as follows:—
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The amount of excess maintenance £
cost of way works and rolling stock
from 5th August, 1914, to 31st Decem-
ber, 1819, over the 1913 quantum is es-
timated by the Director General of
Finance and Statistics at actual costs
to be .

For the remaining period of control
from 1st January, 1920, to 15th August,
1921, the amount of excess maintenance
at actual costs is estimated as double
that for the year 1919, viz., £3,500,000 7,000,000

8,000,000

—————

Total £15,000,000

(This is for the same saving as the £15,000,000
in para. 2.}

2.
ARrnrgars oF MaINTENANCE INSTRUCTIONS.
Abstracts A and B.
(Yellow, Heliotrope, Green and Brown Books.)

The original apreement provided that the
whole of the railways were to be regarded as a
collective entity. This principle has not been
adhered to in regard to Arrears of Maintenance
of Way and Works (Abstract “ A *’), and Rolling
Btock (Abstract *B '), where not only is each
company dealt with individually, but each
Abstract is considered separately,

The result is that the Government pays for ail
excess work over the 1913 guantum on each
Abstract which may be in excess, and has also
to make up the arrears on each Abstract which
may be in arrear at prices to be ascertained at
the end of control, a payment on accoumt being
made in the meantime.

A very rough estimate of the amount involved in
this item is £15,000,000 (same item as para. 1).

The suggested remedy is to cancel the interpreta-
tion and limit the total payment by the Government
for maintenance and renewal of way, works, and
equipment to the 1913 guantum of all the companies.
If this course is taken, then although the 'present
arrangements for payment in (A), (B) and (C) of the
preceding clause were allowed to continue, the Gov-
ernment counld still save what might amount to
£15,000,000 because the amounts in excess in the case
of some companies would be charged againet the
arrears of other companies.

From this point of view the undernoted Circular
Letter No. 10, dated Sth August, 1914, from the
Railway Executive Committee to the Controlled Rail-
way Companies is important:—

Instruction No. 10,
Railway Executive Committee,
35, Parliament Street,
‘Westminster, S.W.
8th August, 1914,
Dear 8Sir,—

As you are aware, in connection with the taking
over of the railways by the Government under the
powera of the Regulation of the Forces Act, 1871,
Bection 16, there arises the gquestion of the compen-
sation payable under that section to each of the com-
panies whose railways gre taken over.

It speedily became evident to the Executive Com-
mittee that an immediate settlement of this question
if practicable upon terms fair to the railway com-
paunies and the State would be of enormous advantage
from the point of view of the efficient working -of
the railways to the beat advantage of the nation, and
also from the point of view of the interests of the
companies themselves,

If tho matter is adjusted now it is obvious that
two advantages, the importance of which it is
difficult to exagpgerate, wili acerue,

The Executive Committee will be in a position to
exercise their functions with a single eye to the
efficient working of the railways without having to
consider the possible effect of any particular scheme
of working upon the interests of the individual com-
panies in reference to the question of compensation.

The preparation of elaborate accounts snd returns
for the purpose of establishing claims to compensa-
tion hereafter will become wunnecessary, and the
possibility will be avoided of arbitrationa of great

22046

magnitude and complexity, the result of which would
be very uncertain.

These are among the most important and obvious
advantages of an adjustment of the question of
compensation now, as against leaving it in abheyance,
but they by no mcans ezhaust the advantages.

Acting upon this view the Executive Committee
have been in negotiation with the Government on
the lines of some colleciive arrangement, which, while
dealing, in the first instance, with the ascertain-
ment tn onc sum of the compensation payable to all
the companies whose lines are taken over, should
provide also for the allocation to cach company of its
proper proportion of the aggregate sum,

A principal reason gcluating the Government in
desiring an arrangement on this basis was the
natural desire to be secured agoinst o claim for
compensation by an individugl company for their loss
of traffic which had been merely transferred to the
line of unother company from causes arising out of
the state of war.

The Committee felt no difficulty in admitting as a
principle that no company would be likely to wish to
oblain an advaniuge out of a national emergency ai
the expense of the nation, and though they did not
share the view of the Government that such a result
might occur under the provisions of the Act above
referred to, they felt that they ought to co-operate
with tho Government in arriving at some arrange-
ment which would remove all doubt or difficulty of
this kind.

The Exscutive Committee have now concluded pro-
visionally, i.e., subject, of course, to the assent of
each company concerned, an arrangement which is
set forth in the accompanying minute of the 6th
August, 1914 % -

The Executive Committee, before concluding the
provisional arrangement with the Government, were
advised by a Committes of Accountants, and are
satisfied that the basis of compensation accepted by
the Government is mot only generally just but
generous, :

-Beyond this, however, the Executive Committes
from their experience of the last few days are
unanimously of opinion that it is impossible promptly
to carry out the movements rendered necessary, very
often at a few hours’ notice to meet the national
omergency, except upon the basis of an agrecment
of this sort, Indeed, so much have they heen im-
pressed with this view that they have carried out all
necessary moves upon the basis that such an agree-
ment is in force.

Under’ these circumstances I am directed by the
Executive Committee to ask you to obtain the assent
of your Board to the above propesal without delay
and to communicate their answer to me at the above
nddress before 4.0 p.m. on Wednesday next the 12th
instant. ‘

I may add that it is obvious that many points of
difficulty upen matters of detail under the above
proposal may suggest themselves to the various com-
panies, but in the opinion of the Executive Com-
mittee these may safely be left to be dealt with sub-
sequently, and should not be allowed under present
circumstances, to delay your company’s notification
of its acceptance of the proposal.

Yours faithfully,
(Sgd.) H. A, WALKER,
"~ Acting Chairman,
Executive Committee.
Secretary,
.............................. Railway

3.

This question of Arrears of Maintenance is ex-
tremely complicated and largely technical in its
nature. 1t has to be noted that the Government Aas
been making payments on account of arrears of work
which the companies have not yet overtnken and in

‘respect of whick, therefore, they have not had any

outgoings. The companies consequently are having
the use of the money, the interest on which accrues
to them ** below the line.”” It is understood that one
of the reasons for making the paymenis was that
they are in the nature of & quid pro guo ,to the com-
panies in respect of the ‘‘ stitch in time ’ prmc'!ple
of carrying out repairs. This is an important point,

* Page 4 of Printed Documents, Appendix I
B4
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because obviously if the ‘‘ stitch in time ' principle
has been commuted for payments on account, the
question of arrears of maintenance is simplified con-
siderably. The ' standard’ of maintenance by
which the * arears ” are to be ascertained is also a
very important matter. So far as Maintenance
and Renewals of Way Worke and Stations
(Abstract A) and Maintenance and Renewals
of Rolling Stock {Abstract B) are concerned
the **standard ” has bheen fized as the total
amounts shown in these abstracts in the published
accounts of the companies for the year 1913. It is
obvious that the *‘ arrears ”” to be paid for are the
arrears of work at the end of the control period,
because although a company may be in arresr now,
part of these arrears may be overtaken before the
next August, the balance being the arrears for which
the Government will be liable. Consequently, it is
important to note that a portion of the atandard
work of maintemance is being carried out currently
and the cost thereof charged against the Goverpment
through the ‘“ Net Receipts ’ Account. It has been
taken for granted that the cost of that portion of
ihe ‘¢ standard ' work which has been carried out
and charged against the Government has cost more
than a similar portion of the ‘‘ siandard ”’ in 1913,
ag the result of various disturbing factors; conse-
quently these disturbing factors must be eliminated
before a correct comparison can be made with the
cost in the  standard’’ year. Taking the last
formulee which have been issued to the railway com-
panies, viz., those for 1019, it will be found that
adjustments have to be made in the cost of the work
done and paid for by the Government through the
* Net Heceipts '’ Account in respect of the under-
noted disturbing factors before a comparison is made
with the cost of the © standard ” work in 1913 :

Abstract A. Absiract B,

(1) Credits for supervision (1) Credits for supervision
charged to the Govern- and profit on War
ment. manufactures.

(2) Reduction in Mileage (2) Rolling stock on loan

of Line open for to War Department
Traffic. for service overseas,
(3) Expenditure on work (3) Reduetion in Rolling
for Government Stock, :
charged to Revenue— (4) Expenditure on work
¢.g., small works under for Government

£10.

{4) New Lines opened.

(5) Renewals and Depreci-
ation of additional .Rolling Stock for the
works or equpment Military Authorities.
other than Permanent (5) Expensiture en repair
Way. of Rolling Stock loaned

(6) Additional expenditure by H.M. Government.
for abnormal wear and (6) Additions to Rolling
tear. Stock in service,

(7) 8pecial expenditure for (7) Renewals and Depreci-
lifting and restoration ation of additional
of Permanent Way equipment other than
due fo shortage of Rolling Stock.
waterials. (8) Additional expenditure

(R) Expenditure incurred for abnormal wear and
in the provision of tear.
temporary accommoda- (9) Additional ecost of
tion for Female Btaf. Rolling Stock pur-

charged to Revenue—
¢.g., small works under
£10; alterations to

(9) Expenditure incurred chased from or repaired
during 1919 in respect b]% outside fifms.
of holidays granted (10) Expenditure incuorred

during 191% in respect
of holidays granted
with pay in excess of
thome (if any) granted
in the year 1913,

(11) Bonus payments to
Suopervisory Staff.
(12) Allowance (arrived at
in the prescribed man-
ner) to reduce to 1913

cost.

The only disturbing factors calling for remarks
ure:—
(i) Additiona! expenditure for abnormal wear
and tear. {(No. 6, Abstract A; No. 8,
Abstract B.)
(ii) Allowance to reduce to 1913 cost. (No. 11,
Abstract A; No. 12, Abstract B.)

with pay in excess of
those (if any) granted
with pay in the year
1913, »

(10) Bonus payments to
Supervisory Staff,
{11) Allowance (arrived at
in the prescribed man-
ner) to reduce to 1913

cost.

(i) Additional Expenditure for Abnormal Wear
and Tear.—The railway companies claim that such
expenditure as that incurred in repairing damage teo
telegraphs by storms should be treated as abnormal
wear and tear. Such expenditure is, of course,
borne by the Government through the net receipts
account, and if it is deducted from the commencing
figure in the arreara formula, the Government will be
liable for further arrears of work. This contention
of the companies has, however, beon definitely re-
fused, and the issue is therefore narrowed down to
abnormal wear and tear due to war conditions.
Under this heading, only expenditure actually in-
curred in the control period in making good abnormal
wear and tear can be deducted. Abnormal wear and
tear not made good at the end of control iz to form
she subject of a separate claim. The railway com-
panies will have some difficulty in establishing such
claims, and each case of abnormal wear and tear
submitted will have to be carefully scrutinieed and
dealt with on it merits, having regard to all the
factors alleped to have caused the abmormal wear
and tear. The onus of proof that such abmormal wear
and tear has taken place should rest on the railway
companies.

'(ii) Allowance fo reduce to 1913 cost.—This is the
most important of these adjustments, not ouly
because it affecta all the other adjustments but chiefly
because it involves a lerge sum of money. In the
year 1913 the total expenditure of the railway com-
panies in Great Britain under Abstracts A and B
was over £25,000,000; the cost of the same work at
present-day prices would be more than £75,000,000;
consequently, a variation of evem 1 per cemt. in
the allowance for the increased cost of labour and
materials would make an appreciable difference in
the lizbility of the Government in respect of arrears
of maintenance. Owing to the technical nature of
the subject amd ita inherent importance from the
point of view of the Government’s financial liability,
it is necess to deal at length and in considerable
detail with this question. As the conditions in con~
nection with Abstracts A and B differ considerably
it is advisable to take each Abstract separately.

Abstract A.

The principal items making up the expenditure
charged against the various headings in the Abstract
both in the ‘‘standard’’ year and in the control
period are as follows: — .

Balaries ...
Materials used ...
Engine power supplied by locomotive,
&c., department- ..,
Other charges by locomotive, d&e.,
department ...
Charges by other depariments
Work done by contractors ...
Amounts in respect of property dis-
placed credited to Capital Accouns
Expenditure on non-**J "' joint lines
and jeint stations ...
Sundry debits

Gross debit ... e £
Less: Credits for materials recovered
Sundry eredits ...

Net cost of work done, being the
commencing figures of the arrears
formula

Add or deduct :

Amount transferred to or from
Depreciation Fund or Suspense
Account ...

Total of Abstract ... .. £

In order to calculate the allowance for the increased
cost of labour and materials, two only of these items
ars taken as the basis for the caleulation, viz:

‘Wages.
Materials used.

(The detailed instruections in regard to the calcula-
tion are given in Clauses 15 to 20 of the Brown Book
and examples are worked out in #he first part of the
Heliotrope Book.)
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The allowance arrived at on the basia of these two
items is applied to all the other items in the Abstract,
with the exception of the *‘ Transfer to or from Depre-
ciation Fund or Suspense Account.”’

This method is fundamentally wrong in principle
and not only givea an erronecus result, but has un-
doubtedly led to abuse, in the undernoted respects: —

{a) The allowance does not give a correct result
becaunse it leaves out the important element
of credita for recoveread materials, i.e.,
scrap, ote., and is applied to figures repre-
senting items of a different nature and
composition. *

(b) Items included in the accounts at pre-war
costs are subject to a deduction for in-
creased costa before comparison with the
1913 standard.

{¢) The provision that not less than B0 per cent.
of each of the three classes of materials
used on Abstract A work should be taken
has not been adhered to by all the railway
companies.

(d) 80 per cent. (in value) of materials issued and
used is not a fair loading if companies can
choose their materials and limit themselves
to BO per cent.

3a).

It will be observed from the undernoted instructions
that in arriving at the allowance for increased cost,
the credits from materials recovered are not taken
into account:-

Increased Prices of Materials. Abstract ‘* A.”

18(a) In order to avoid the trouble of calcula-
ting the whols of the materials used in the control
period at prices for the year 1913 not less than
80 per cent (in value) shall be so calculated.

(8) In determining the minimum of 80 per cent.
{in value) the gross debit for the materials issued
and used at the actual issme prices, i.e., before
taking ecredit for the amount dealt with in
respect of scrap materiuls returned, should he
adopted as the hasis for the total value of the
materials mainly charged to Abstract A. So
far as possible the materials selected should corre-
spond with the materials selected in the case of
previous Arrears Statements.

(¢) The actual quantities of the materials issued

" and used mainly chargeable to Abstract ** A
selected to represent the 80 per cent. in the con-
trol period under review, and the cost thereof at
actual issue prices, to be tabulated in detail and
compared in the totul with the cost for similar
quantities at the issue prices For thé year 1913,
the net increase so ascertsined to be expressed as
a percentage of the former cost.

The percentage increase so ascertained to be
applied to the cost of all materials used in the
control period under review and charged to
Abstract A, after taiiing credit for the amount
dealt with in respect of scrap materials returned
which will give ‘* the cost at the prices for the
year 1913 of materinis used in maintenance and

Recoverable Materialy valued af
Nominal Prices.

10 tons new rails used, at £18 per ton

purchase price ,.. £180
Less: 9 tons re-usable rails recovered, at
£2 per ton nominal value ... 18
— £162
9 wons re-usable rails re-used at £2 ... £ 18
Jiess: 8 tons scrap rails recovered at £2
per ton nominal value ... 16
S 2
£164
liess: Credit from 8 tons scrap rails sold
at £10 10s, actnal selling price ... £ 84
Deduct: Book value already credited
at £2 per ton ... 16
—_ 68
Neti result in both cases ... £ 9

renewal work carried out in the contrel period
under review,” referred to in Clause 20 hereof,
The effect of this instruction is that the formula
allowance for increased cost deduced from the value
of materials issued and used—i.e., eliminating credits
for scrap—has to be applied to a net value—i.e., after
deduction of credita for scrap—and if the percentage
of in¢rease in the gross and net is different, the result
will be mathematically incorrect. A departure from
the correct procedure for arriving at a true result in-
evitably raises the question as to which party is beue-
fiting by the error., When the method was adopted
the course of events was of necessity obscure, but this
at least would be clear that on a rising market the
railway companies would benefit, while on a falling
market they would lose. As events bave turned out,
there has been practically a continual rise in prices
during the whole period of control. This question of
credits from materials recovered involves some techi-
cal details both in connection with the work done nnd
with the cost of doing the work. It will be readily
apreciated for example that, in the maintenance and
repewal of rumning lines and sidings which form on
a0 average Inore tghan 50 per cemt. of the total ex-
penditura on Abstract A., for every rail, chair, sleeper,
fishplate, bolt and spike, iseued and used, a corres-
ponding rail, chair, sleaeper, fishplate, bolt and spike,
are recovered. These recovered materials may be re-
usable by the railway company or they may be of no
use except as scrap for ing purposes. As & ruls,
the railway companies deal with both these #ransac-
tions through their Stock of Stores Account; i.e,,
‘they charge out the materials used and take back to
stock the materials recovered. Whers that is done, the
cost of materiais issued and used is charged against
Abstract A at their book prices; in the case of the
valuation of recovered materials, however, thers are
different practices in vogue among the reilway com-
panies; the principal methods being (a) to credit Ab-
stract A with approximate market value, and (b) to
credit Abstract A with purely nominal values, an ad-
Jjustment being made in both cases when materials are
told and actual values realised. If re-usable materials
are credited to Abstract A at nominal values when re-
covered, they are charged out at nominal values when
re-used, and a similar procedure is adopted when the
valuation of materials recovered is at approximate
current market prices. It will thus be seen that the
materials issued and used usually consist of : —

New materials at purchase prices.

Re-usable matertals at nominal prices in the case
of some companies, and at approximate current
market prices in the case of others;

while the materials recovered consist of :—

Re-usable materials credited to Abstract A at
nominal prices in the case of some companies, and
at approximate current market prices in the case
of others.

Scrap materials credited to Abstract A at nomi-
nal or at approximate current market prices to
begin with, but a further adjustment is usually
made in both cases in Abstract A of the difference
between the stock price and the price realised
when the scrap is sold.

The following example will show the net result of
these different procedures:—

Recoverable Materials valued af approximate
Current Market Prices.

At £18 per ton purchase price ... £180
At £11 ];er ton approximate market
price 99
— £ 81
At £11 per ton ... .. £99
At £10 per ton approximate market
price 80
—_ 1g
£100
At £10 10s, actual selling price .. £84
At £10 per ton ... 80
—_— 4
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It is, of course, not contended that the same
result will be obtained in actual practice from these
two methods of dealing with materials recovered, but
the net results in both cases will be approximately
near one another. These differences in method,
however, gave rise to complications in carrying out
the Arrears of Maintenance Instructions. Those
companies whose pre-war practice was to value
recovered material at market prices continued their
practice during the control peried -and credited
Abstract A with the high prices then rnling, When
second-hand materials were used by these companies
on Abstract A work such materials were charged out
at the higher prices. Those companies, however,
who dealt in nominal values had also to continue
their pre-war practice as a result of which their
second-hand materials used on Abstract A work was
charged out at the same prices as in the standard
yard, and if these materials at nominal prices were
included in the minimum of 80 per cent, referred to
in the Arrears of Maintenance Instructions their
allowance for increased costa would be considerably
reduced.

It is also quite possible that during the Control
period, a8 piece of work might, so far as materials
are concerned, cost less through the operation of the
high credits for recovered materials, than a similar
piece of work in the standard year. The following
example shows the approximate cost in materials of
re-railing one mile of Running Line in the years
1913 and 1918 with new rails weighing 90 lbs. per
yard, the recovered rails being of the same section
‘when mew:

Materials used in both Years:

T. C. Q. Ib.
3,520 yds. 90 lbs. new
rails ... 141 8 2 8
Materials recovered in both Years.
3,520 yds. 90 lbs. re-
usable rails at 87

lbs. per yard ... 13614 1 4
1918.

+ £ s d
New rails 141:8:2:8

at £8 per ton 1,131 8 7
Less: Credit for re-
usable rails 136:
14:1:4 at 65s. per

ton ... 444 6 5

Net dehit to .

Revenue

£687 2 2

Percentage of
Inc. on 1913
7 87-5 per cent.

1918.
New rails 141:8:2:8
at £15 per ton
Less: Credit for re-
usable rails 136:
14:1:4 at £11 per
ton ... " ..

Net debit to ,
Revenue £ 617 11 5

2,121 8

1,603 17 2 238-5 per cent.

Under the instruction quoted above (page 11) the
materials issued and used in 1918 would be calculated
at 1913 prices and the difference expressed as a per-
centage of the 1918 cost as follows: —

Materials used in 1918:

£
New rails 141:8:2:8 at £15 per ton 2,121
1913 cost at £8 per ton 1,131
Increase ... £ 930

Representing 46-7 per cent. of the 1918 cost.

This percentage would then be applied to the net
debit to Revenue in 1918 before comparison with the
1913 quantum a3 onder: —

£
Net Debit to Revenue . 618
Less: 46-T per cent. to reducs
to 1913 costs ... ) . 288
330
1913 Quantum .. ©87
Arrears of Work ... ... £357

—

¥rom zuch sn exhmple, which could guite easily
happen, the Government would be piaced in the
anomalous position of having to pay for arrears of
work when in reality owing to a similar piece of work
having been dome cheaper in the rontrel pericd than
in 1913 through the high prices realised from the re-
covered materinls, there were no arrears of work at
sll.

The application of the percentage arrived at on
the basis of wages and materials only to the following
items of expenditure on Abstract A, referred to on
page 10 hereof, viz., ‘ Salaries,” ** Expenditure on
Non-‘ J ' Joint Lines and Joint Stations,” *‘ Sundry
Debits '* and * Sundry Credits,” is equally open to
objection on principle.

3(b).

Some companies have not increased their charge for
engine power by their locomotive department againat
their engineers’ department beyond the pre-war
figure. This makes no difference in the * Net
Receipts ' Account, but the debit included in
Abstraet A is subject to adjustment for increased -
coste in the arrears of maintenance claim, although
there is mo increase inm cost while the credit in
Abstracts Bl and C is not taken into account for
arrears of maintenance purposes. Again, in the case
of many companies the amount charged egainst
Abstract A in respect of property displaced is the
original cost of the property. This item also is sub-
ject to adjustment for inoreased cest, although
admittedly it is a pre-war figure, and as the increased
cost of replacing the property 1s charged to capital
the railway companies receive a further payment
under the * Interest on Capital Agreement.’’ The
application of the allowance for increased cost of
labour and materials on the basia of the wages paid
to the railway companies’ own staff and the materials
used from their own stocks to the cost of work done
by contractors is also open to objection. It has to
be remembered that a considerable portion of the
engineering work charged to Abstract A in 1913 waa
carried out by contractors, and the cost thereof is
therefore inecluded in the *standard’ for that
Abstract. This work done by contractors is usually
carried out by skilled and semi-skilled men. It is
notorious that the wages paid by the railway com-
panies in 1913 to the large majority of the men
engaged in Ahstract A work, viz,, platelayets and
surfacemen, were exceedingly low; consequently the
increases granted to these men during the war bear
a higher ratio to their pre-war wages than the corre-
sponding increases granted by contractors te their
skilled and semi-skilled employees bear to the pre-war
wages of these men; therefore in applying the
percentage of increased cost arrived at on the basis
of the increased wages paid to their own staff and the
jncreased cost of their own stores in the years when
the increased wages were included in Abstract A to
the cost of work done by contractors in these years,
the railway companies would appear to be reducing
the work done by contractors below the cost of the
corresponding work in the standard year. A distine-
tion, however, haa to be made here. In the years 1915
and 1916 the increasas granted to platelayers, surface-
men and other * Conciliation Grade '’ men engaged
on Abstract A work were not charged to Abgtract. A,
but to s special heading in order that these increases
might be apportioned between the Government and the
companies in accordance with the arrengement
relating to the first war bonus granted to the men
in the conciliation grades. The railway companies
were therefore adversely affected in these years, b.ut
it has to be remembered that the percentage of in-
crease in 1915 and 1916 was relatively small. Talm}g
the whole coniral pericd and setting off the loss in
1915 and 1916 against the gain from 1917 ?nwards,
it is considered that the railway companies have
benefited under this arrangement, but in view of t:he
difficulty of arriving at a correct figure for the in-
creased cost of contractors’ work over the cost of the
corresponding work in 1913, it is inadvisable to disturb
the arrangement so far as contractors’ accoqnta are
concerned, especially as the questin_n of credita from
scrap Tecovered does mot materially affect these
accounts,
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3 (e).

The materials used in the repair and renewal of
way, works and stations are very different in
character and are subject to varying fluctuations in
their purchase prices. This seems to have been
appreciated at the time the ‘' Heliotropa™ Book
was issued, because the intention is clearly expressed
there that the materials issued and used on Abstract
A works were to be divided into three groups and
not less than 80 per cent. in value of each group
were to be calculated at 1913 prices.

It may be that it was owing to the complications
arising from the differences in method of valuing
recovered material among the varions railway com-
panies referred to on pages 11 and 12, that the
Railway Executive Committes did not insist on all
the railway companies carrying out the provision
in the Heliotrope Book that not less than 80 per
cent. of each class of materials should be calculated
at 1913 prices, so0 long as not less than 80 per cent.
of the total wers so calculated.

3 (d).
The original intention of limiting the materials te-
be calculated at 1913 prices to 80 per cent. was to
save work.

The instruction reads:—

* In order to avoid the trouble of caleulating
the whole of the materials used in the Control
period at prices for the year 1913, not less than
80 per cent. (in value) shall be so calenlated.”

Obviously, however, if the railway companies take
advantage of this oconcession by choosing the
materials most favourable to themselves and limiting
the calculation to 80 per cent., this will not be a
fair loading. In this case elso, it is understood the
Railway Executive Committes have left the choosing
of the materials to the individual railway com-
panies, as a result of which the original intention
of saving work became a subsidiary consideration
if by taking out the full 100 per cent. a railway
company ascertasined which materials from their
point of view would be the best to include in, and
which materials should be eliminated from, the
80 per cent. minimum.

Abstract B. (1) Locomotives; (2) Carriages;

(3) Wagona,

Abstract B is dealt with as a whole in arriving
at the net amount.of Arrears (e.g., an excess in
Wagons is deducted from arrears in Locomotives and
Carriages), but separate calculations are made for
each section of the Abstract te arrive at the sllow-
ance for increased costs of labour and materials.
The method of arriving at the allowance is the
same for all threo sections and they can therefore be
treated as one and the Abstract dealt with as a unit.
The principal items making up the expenditure
charged against the various headings in the three
sections of the abstract in the control period are
as follows:— '

£
(1) Balaries ...
(2) Wages of men employed on the
renewal and repair of rolling
stock
(3) Materials used in the remewal
and repair of rolling stock ...
(4) Renewals and repairs to joint
stock by other railway com-
panies ...
{5) New rolling stock purchased...
{6) Ralling stock repaired by con-
tractorz ...
(7) Woages of men employed om the
renewal and repair  of
muochinery and plant ; on clean-
ing workshops; attending to
machinery and other workshop
expenses ...
(8) Materials used in the remewal
and repair of machinery and
plant and for other workshep
expenses ; supply of power, etc.

{9) New plant, equipment and tools

purchased for replacement
purposes ...
(10) Sundry debits ...

Lesy :
(11) Credits for materials recovered
(12) Sundry credits ...
Net cost of work done,_
being the commencing figure
of the arrears formula

Add or Deduct:

Amount transferred to or
from debit or credit of depre-
ciation fund or suspense
account ...

Total of Abstract ... £

In the year 1913 very fow railway -companies had
their rolling stock repaired by contractors, and, as a
rule, the large railway compaiies carried out all their
renewals in their own shops. To meet the altered
circumstances in the contrel period, a special adjust-
ment is allowed for rolling stock renewed or repaired
by contracters, which, in ordinary circumstances,
would have been built or repaired in the
companies’ own shops. This is one e¢ircum-
stance different from those in connection with
Abstract A. There are also comparatively few
men in the Conciliation Grades employed on Abstract
B work; consequently, the war bonus in 1915 and
1016, charged to the Special Account, instead of to
Abstract B, is comparatively trivial. As the bulk of
tho men employed on Abstract B work are skilled and
gomi-skilled men, the ratio of the war increases
granted to them will approximate to the ratio of the
increases granted to the corresponding artisans, ete.,
employed by contractors, although, owing to the fact
that the wages to railway shopmen were below the
relative district rates in 1913, the ratio of increase
will, it is considered, be higher in the case of the rail-
way shopmen than in the case of contractors’ men.
Taking everything into consideration, it is thought
that, after deducting the special allowance in respect
of contractors’ profit and higher working expénses,and
applying the percentage for increased costs arrived
at on the basis of the wages paid to the railway shop-
men and materials used in the companies’ shops on
the repair and renewal of rolling stock to the balance of
the amount paid to contractors for renewals and re-
pairs of rolling stock carried out by them, the
railway companies are benefiting at the expense of
the Government, although not to a very great extent.

As in the case of Abstract A, only two of the items
charged to Abstract B, quoted on page 13, are taken
as the basis for the calculation of the allowance for
the increased cost of labour and materials, viz.:—

‘Wages of 'men mainly employed on the remewal
and repair of rolling stock: _

Materials mainly used in the renewal and repair
of rolling stock,

It is difficult to understand why the wages of men
employed on workshop expenses should have been left
out, becaunse it would have simplified matters con-
siderably for the clerical staff engaged on the calcu-
lation, and would bhave given a more accurate result.
There is also no obvious reason for leaving out of the
calculation the materials msed in connection with
workshop expenses in arriving at the 80 per cent.
minimum referred to in the instructions, while all
the remarks in regard to credits from materials re-
covered in connection with Abstract A apply with
equal force to the credits from materials recovered
in connection with Abstract B and need not be
repeated here. The application of the allowance for
increased costs arrived at on the present basis to the
items of ° Balaries,” ‘‘ Renewals and Repairs of
Joint Btock by other Railway Companies,” ‘* Bundry
Pebits ’ and * SBundry Credits *’ ig open to objection.

The suggested remedy for (3), pages 11 to 13,
quoted above, iB to work out a correct co-
efficient by taking all factors which are at present
omitted into consideration.
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A rough approximation of the extra coat to the
Government if these alterations are not made is
£14,000,000, arrived at as follows: —

The totel netual expenditure on Ab- £
stract A and B from 5th August,
1914, to 31st December, 1918, is
estimated by the Director-General

of Finance and Statistics as 169,800,000
The estimated actual expenditure
for the remaining period of con-
trol from 1st January, 1920, to
15th August, 1921, is as follows: —
Year 1920 (same as 1919) ... 5,500,000
Control peried of 1921 28,700,000
Total £250,000,000
£
It has been estimated that the co-
efficient for each control year
under the present Arrears of
Maintenance Instructions is over-
stated by not less than 2 per cent.
2 per cent of £250,000,000 ... 5,000,000
Add to bring this amount up
to the value current when the
work is executed, say 9,000,000
Total ... £14,000,000

4.
Total Expenditure by Hailway Compunies.

There is no incentive to economy on the part of the
railway companies, because their 1913 net receipts
being guaranteed, any expenditure ‘ above the line ™’
falls on the Government; the latter has at the moment
no efficient check on such expenditure, The im-
portance of this will be realised when it is stated that
on an approximate rough estimate of the total ex-
penditure of the railway companies for the seven years
of control, viz., £1,200,000,000 even 5 per cent. gives
£60,000,000.

b,
Stores Agreement,

As the Ministry of Transport has, with the advice
of the Rates Advisory Committee, increased both
rates and fares with a view to meet the increased
expenditure due to the economic conditions now
prevailing, including the increased cost of Stores,
the railway companies do not appear to be entitied
to receive from the Government a payment which
will put them in the position of having at the end
of the control period the same guantity of stores on
hand as they had at 4th August, 1914, at pre-war
prices, aspecially as that will give them the additional
advantage of being able to realise the high market
prices from the serviceable and scrap materials to
be recovered from their Way and Works when the
low-price materials are used or Maintenance and
Renewal.

The suggested remedy is that a new arrangement
should be made. The Stores arrangement was
entered into in 1916 to meet the circumstances then
ruling; as these circumstances have completely
changed and the railway companies have a quid
pra quo the Government may fairly claim that they

(the railway companies) should not be paid for the
increase in the stores twice over,

In any event the railway companies are not
entitled to the enhanced value of the credits from
recovered materials corresponding to the quantity
of stores on hand at pre-war prices.

If the arrangement is revised as suggested above
the saving to the Government is estimated by
the Director-General of Finance and Statistics at

£20,000,000. The enhanced value of the recovered
materials over pre-war prices is estimated at
£5,000,000, arrived at as follows: —
£
The stock of storesa on hand of the
14 principal railway companies
in Great Britain at 3ist
December, 1913, was ... ... 13,576,000
The correspending stock of stores of
the remaining railway com-
panies is estimated as one-ninth
of that figure - 1,486,000
14,862,000
Say ... . 16,000,000
Deduct cost of stores on hand with
no residual value such ans coal,
oil, etc., say 50 per cent. 7,500,000
Leaving cost of stores on hand
which when used on Mainte-
nance and Renewal Work will
produce serviceable and serap
materials . 7,600,000
It is estimated that the pre-war
value of the recovered materials
would be . ... 2,500,000
And that the walue of similar
materinls at the end of the con-
trol period will be 7,500,000
Being an ephanced value of ... £5,000,000

If the stores arrangement is not revised, as sug-
gested above, there are two further points to which
attention should be drawn:—

(1) Under present conditions, it would be profit-
able to the railway companies to with-
hold scrap from the market until the end
of the control period, and either give the
Government credit at low book values or
not take such materials into their books
at all

(2) The railway companies can purchase new
materials during the contrel period and
charge them against the Government;
but these materials may not mnecessarily
be used, and may be on hand at the end
of the control period, although not
included in the Book Stock.

It seems desirable, in such an event, that steps
should be taken to ensure a correct stock-taking of all
materials on hand ot the end of the Control period,
so that the Government may be satisfied that the
basis figure of the Claim under the Stores arrange-
ment is reasonably correct.
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StateMexr of Evidencs submitted by Sir Ausgrr Wryon,

I was appointed in May, 1916, to act on bekalf of
His Majesty’s Government as Consulting Actouniant
in relation to the State Controel of Railways, in suc-
cession to my late senior partner Mr. J. Gurney
Fowler, who had been appointed to the office in Sep-
tember, 1914, in conjunction with Bir William
Piender. With the permission of the Cemmittee,
I will defer my explanation of the duties attached
‘to my position until I come to speak of the means
now being taken to safeguard the interests of the
State in the assessment of claims under the agree-
ment with the railways.

As I have indicated, my appointment dates from
a period some time after the inception of control, and
I have therefore no personal knowledge of the nego-
tintions which resulted in the original agreement or
the circumstances concerning the issue of the original
Memorandum of Instructions, which has been treated
as an anthoritative code of rules for the preparation
of claims under the agreement. I find, however, that
the Memorandum, which was prepared by & committes
of the accountants of the principal railway companies,
was submitted in draft to my predecessor, and it is
evident from the correspondence and from notes he
has left that the proposed rules were carefuily con-
sidered by him and discussed with, and approved by,
the Board of Trade before they were finally issued.

Subsequently a8 guestions arose, or as amplifica-
tions of the original instructions were needed as a
consequence of the prolongation of the war, supple-
mental Memoranda of Instructions were compiled.
These memoranda were submitted to me, and as a
rule to my colleague Sir William Plender before they
were issued with the approval of the Board of Trade
or of the Ministry of Transport.

The particulars concerning the agreement for tke
assessment of compensation payable to the railways
passing under Btate control are set forth in the col-
lection of papers entitled ‘' Principal Letters and
Documents relating to the General Railway Agree-
ments.”” I have had the opportunity of looking
through this collection of papers and know of no
document which I think could be usefully added as
throwing light on the subject of the general agree-
ments between Hia Majesty’s Government and the
railway companies.

The terma of compensation may be roughly sum-
marised thus: The Government undertakes to make
up to the railway companies any deficiency in net
revenuse on railway working (including auxiliary
businesses} received by them per annum during con-
trol as compared with their net revenue therefrom as
set forth in the accounts they issued to their share-
holders and filed with the Board of Trade for the
year 1913,

The guarantee operates with regard only to the
revenue grouped under certain specified heads in the

statutory form of accounts, viz.: the first seven items

in Account No. 8, which may be roughly said to com-
prise the net receipts from railway working. It does
not cover certain general classes of revenue such as
rents and interest, and leaves untouched the divi-
dends and interest payable upon the companies’
capital. It provides them with the same total of
net receipts as appearing in their published accounts
of 1913, and leaves each company to distribute the
amount, together with any revenue from classes of
receipts unaffected by the guarantee, in accordance
with the company's regulations.

The standard taken was,as I have indicated, the net
revenue roceipte under cortain heads as shown by the
published accounts of * 1913, There has never been
any investigation into the accounts of that year with
the object of ascertaining that the net receipts so
shown represented the actual profit earned in 1913, as
the guarantee was apparently intended to ensure to
each romuany not necessarily the actual net profit of
1913, but rather the particular fisure of net revenue
set out in the published account of that year,

Each compsany is bound to prepare for each year of
control an account of revenue receipts and expenses,
and the difference between the net result of this
account and the published figure of net receipts of
1913 represents the compensation payable by the
Government.

It should be explained that owing to the cessation
of the Clearing Hovse divisions of traffic and of cer-
tain charges between the companies, the Revenue
Accounts prepared during control do not necessarily
represent the net revenue derived from the working
of & particular undertaking.

In one respect the right of a company to charge
the Government with expenses properly incurred on
revenue account under the agreed heads is limited,
viz.: in respect of renewals of Parmanent Way and

Rolling Stock, which are limited (subject to certain

asgreed variations) to the guantum of 1913. There
is no agreement with the British railways limiting
the charges for repairs as distinguished from renewals,
and in this respect the arrangement with the British
railways differs from that entered into with the Irish
railwaya.

The arrangements whereby the companies are per-
mitted to charge the Government with Arrears of
Maintenance and with Interest on Capital Worke
brought into use since the begirning of the basis
year 1913 as set forth in the documents before the
Committes are incidental to and do not modify the
broad principle of the compensation agreement.

Claims under these three heads, viz., Compensa-
tion for Deficiency of Net Receipts, Arrears of Main-
tenance, and Interest on Capital Expenditure, have
been and are being currently dealt with, but there are
claims which, though they wili arise as a result of
the principles of compensation agreed upon, cannot
be dealt with until the termination of control, such
as claims in respect of replacement of stores and for
abnormal wear and tear, the result of special con-
ditions of traflic during control not made good before
the termination of control. There are also claims
which have been deferred by agreement until the ter-
mination of control in respect of deferred maintenance

" of asseta other than those the maintenance of which

is charged in the Revenue Abstracts, entitled ‘* Main-
tenance and Renewal of Way and Works,”” and
* Maintenance and Renewal of Rolling Stock,” such
as canals, docks, karbours and steamboats.

There has been no discussion yet with the com-
panies as to the methods to be followed in formulating
and assessing such claims, with the exception of the
claims for replacement of stores, in respect of which
an agreement has been arrived at (Document No. 71).

I am not in a position to express any useful opinion
with regard to the possible extent of the outstanding
liabilities of the State under the agreements. The
amount of the claims under the guarantee of mnet
receipts will be affected on the one hand by the in-
creased cost of working resulting from increased rates
of wages paid and increased cost of materizls used,
and on the other hand by the additional receipts
which may be expected to result from the increases
in passenger fares and goods rates. The claims for
Arrears of Maintenance unexecuted at the close of
control and for replacement of stores cannot be esti-
mated until the close of control and wuntil the
principles on which the cost of executing such arrears
shall be assessed have been formulated and agreed.

I am nlso not able to express any opinion as to the
amount of any ¢laim that may be made for the cost
of making good abnormal wear and tear not made
good at the end of control, and indeed until the
principles upon which claims under this head have
been discussed and settled it does not seem possible to
form any trustworthy forecast of the Mability.

I will now cdescribe the system of audit and
cxamination of the claims made by the companies
under the compensation arrangements which has been
ariopted with the object of safeguarding the interests
«f the State.
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The Railway Executive Committee was formed at
the outbreak of war and consisted of the general
managers of twelve of the principal railway com.-
panies with the President of the Board of Trade as
chairman. This Committee appointed a Sub-Com-
mittee of Accountants consisting of the chief
accountants of the companies represented on the
Ixecutive Committee. This Bub-Committee was
charged with the duty of examining and reporting
upon claims made under the Compensation Agree-
ment.

To enable them to discharge this duty the
Accountants’ Sub-Committes apportioned the work
of investigation among members of their body, the
claim of each company being referred in the first
instance to a member unconnected with the claimant
company.

The companies’ claims are drawn up in a form
prescribed by the Railway Executive Committes and
approved by the Board of Trade. They are signed
on hehalf of each company by the chief accountant,
and in the case of the claims for guarantee of net
receipts (but not in the case of claims for arrears of
maintenance and interest on capital expenditure)
must be verified by certificate of the company’s own
suditors in the following prescribed form: ‘* We have
examined the accounts attached, and compared them
with the books and vouchers of the company. We
certify that they are correct, and that they have been
prepared strictly in accordance with the Memorandum
of Instructions issued by the Railway Exzecutive Com-
mittes with the approval of His Majesty's Govern-
ment.”’

The actual work of investigation of these claims is
conducted by two members of fhe staff of the
nominated accountant, who are known as the
investigators, and consists of an examination of the
accounts submitted by the claimant company with the
books and records of that company. .

‘The report of the investigators is compiled under
the supervision of the accountant from whose staff
they are drawn, and consists of replies to a number
oi questions and the furnishing of apecific information
according to a form prepared by the Accountants’
Sub-Committee. In addition the investigators are
authorised and required to include in their report
any relevant information which may not fall within
the scope of the prescribed questions,

These reports are signed by the investigating
accountant and the two investigators, and remitted
to the Accountants’ Sub-Committes with the account
prepared by the company setting forth its claim.

The claims are sxamined by the Accountants’ Sub-
Committee with the aid of the Investigators’ reports,
and their decisions upon any questions raised in those
reporis are recorded in their minutes. As the result
of these decisions a number of amendments have been
made in the claims submitted. In the event of a com-
pany declining to accept a decision of the Account-
ants’ Sub-Committee a roference is made to the Com-
pensation Accounts Sub-Committee, consisting of two
members of the Railway Executive Committee (now
the standing Committee of General Managers) and
members of the Accountants’ Sub-Committee and the
company is called upon to state its case. The
decisions of this Sub-Committee are recorded by
Minute. . :

Eventually +the claims together with the
Investigators’ reports and copies of the Minutes of
any decisions come to by the two Sub-Committees
roferred to are remitted to the Consulting
Accountant.

The duties of the Consulting Accountant are set
forth in the following letter from the Board of Trade
to the late Mr. Gurney Fowler:—

7th December, 1914,

Bir

‘: f am directed by the Board of Trade to advert

4o the arrangement which, as announced in the

“ Press, has been made by His Majesty’s Govern-

“ ment with the Railway Executive Committee

 for the payment of compensation during the

 period for which railways in Great Britain have

“ heen taken over by the Btate.

“ That arrangement is, briefly, that the

1 aggregate net receipts during the period of the

¢ pailways concerned are to be compared with

‘“ a similar aggregate for the corresponding period
““ of the previons year and that the ascertained
‘" deficiency is to be the amount of compensation
‘" due, subject, however, to the following provisc,
‘“ vig. ;—That, if the aggregate net receipts for the
* first half of the year 1914 are less than the
** aggregate net receipts for the first half of the
‘* year 1913, the ascertained deficiency is to be -
** reduced in a like proportion.

‘‘ The question, therefore, arises as to the scops
‘“ of the examination to which the accounts of the
* companies should be subjected on behalf of His
“ Majesty’s Government hefore payment is made.

‘" The accounts of all railway companies are
‘“ believed to be at present subject to a complete
“ and detailed audit which is entirely independent
‘“of the management of the companies, and
‘* arangements will be made under which the state-
‘“‘ ments on which the Exchequer payments are to
““be claimed will be examined and certified by
* thesa independent auditors,

‘ Having regard to the positien and standing of
“ the companies and to this check, the Board are of
‘f ppinion that payment can properly be made upon
“ such certificates subject to a general scrutiny on
‘“ behalf of His Majesty’s Government of the
¢ character referred to below.

“ The procedure which is contemplated is that
“ in the first place the companies themselves should
¢ prepare drafts of certain Instructions and
‘* Bchedules for the preparation of the Accounts
*“ on lines already indicated to them. When com-
“ pleted these drafts will be aubmitted to the
“ Government in order that they may be eriticised
“and (if pecessary) modified by the Board of
“ Trade—who will at this stage consult the expert
 gelected to scrutinise the Accounts, and by the
“ Treasury. The Instructions, etc., will then be
“ finally settled and issued through the companies
““to their Accountants who will prepare the
“ Acconnts on the lines thus laid down. ‘When
“ this has been done, the Accounts will in due
‘f course be audited by the professional auditors of
‘¢ the companies, and they will then be submitted
“ 0 the Board of Trade with a view to the final
* payment of compensation. (The gquestion of
“ interim payments on account is a separate matter
 which need not now be considered).

““ Bofore being finally passed for payment the
" aortified claims will be referred to a consulting
“ aecountant whose duty it will be to satisfy him-
it golt that the principles laid down in the
‘“ mgmorandum have been duly observed and
“ generally to secure proper consideration of the
¢ mathods adopted, more particularly in regard to
* guch matters as depreciation and the allocation
1 of charges between Revenue Account and Capital
¢ Account.

“The Board contemplate that the Consulting
“ Accountant, while relving in the main omn the
¢ certificates of the professional Auditors of the
¢ gompanies, and conducting detailed i_nvestlga.-
“ tions only if and when questions arise in course
i of his examination which may appear to make
* guch investigation necessary, should be generslly
' responsible for seeing that the claims are in
 order.

“ [t is proposed that the Consulting Accountant
* ghould receive an inclusive fee of five hundred
¢ gnineas for such period not exceeding twelve
‘ months as the present arrangements may con-
 tinge. Buch fee would cover all ordinary out-of-
* pocket expenses (which are not expacted to _be
¢ considerable) apart from ¢those of l‘;pectgl
« ¢ investigations on detailed audits, which if
¢ ¢ pgquired would be separately arranged for.’

« The Board would be glad if you would accept
“ the position of Consulting Accountant on these
' terms.

¢ Ag already indicated, it is nat intended that
* you should conduct a complete re-examination of
« 31 the accounts, but it would be des_lrable that
“ you should satisfy yourself primd facie that the
t¢ Instructions, etc., have been duly carried out, and
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“ certain points such zs the treatment of depre-
* ciation and maintenance, transfers to and from
‘“ gpecial funds, withdrawals of stock, and the
* allocation of charges for the month of August
“would require special attention. The
‘* correapondence between the Government and the
“ companies giving further details would, of
*“ pourse, be placed at your disposal.

“ Bir William Plender would be willing fo aot
“ with you in regard to the accounts of the com-
¢ panies to which Messra. Price, Watorhouse and
“ Company act as Auditors.”

I am, Sir,
Your obedient Servant,
(Bigned) W. F. Marwoob.

My examination of the claims has been based npen
the documents submitted to me, and has been con-
ducted by correspoudence and by interviews either
with the Accountants’ Sub-Committee or with the
companies themselves (except in a few cases of
special difficulty, where I have through my repre-
sontatives myself made an examination of the com-
pany’s recordas).

A pgreat variety and number of points have beemn
brought before me involving a very voluminous body
of correspondence, and I have also occasionally found
it necessary to raise points not specifically referred
to in the documents furnished to me,

"As the result of the investigations of the Account-
ants’ Bub-Committee and my own subsequent en-
quiries the companies have in a number of cases
been required to amend their claims.

In the great majority of instances the companies
have eventuslly acquiesced in my decisions, in a few
cases a compromise (which in all cases of importance
has had the specific approval of the Board of Trade)

has been effected, and there remain outstanding a
relatively emall number of disputed clzims which may
be referred for settiement to the Railway and Canal
Coramissioners,

My colleague and myself are now considering, with
the Ministry of Transport, a number of questions
which kave arisem in connection with claims now
under examinabion,

Since the formation of the Ministry of Transport
members of their accountancy staff have accompanied
the investigators in their investigatious and have
attended the meetings of the Accountants’ Sub-
Committes.

I have formed a high opinion of the skill and im-
partiality with which the Accouutants’ Sub-Com-
mittee and the Investigators have fulfilled the im-
portant duties devolving upon them.

Throughout the period of my appointment the
Comptroller and Auditor-General has exercised a
general supervision over my audit of the companies’
claims.

He has, by his representative, attended from time
to -time at my office, and examined a number of
accounts and the relative papers and correspondence.
His representative has put questions with the view
of acquainting the Comptroller and Auditor-General
with the methods adopted for checking the companies’
claims, and has expressed himself as satisfied with
the information given to him.

In thess observations, which I submit for the con-
gideration of the Committes, I have purposely avoided
any reference to details of the elaims which have beeu
or may be made by the railway companies, under
their agreements with the Government, as any prema-
ture expression of opinion on my part might con-
ceivably prejudice the amicable and equitable settle-
ment of such claims.
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Submitted by Sir ALserr Wyon.
Cories or CRTAIN Doovmints RELaATING TO THE MEMoOBANDUM 0F INsTRUCTIONs (BLUE BooE).
(Vide Questions 3568—3569 in Minutes of Evidencs, and Appendix I, Section II1.)

(1) Letter from Board of Trade (Railway Depart-
ment) to the late Mr. J, Gurney Fowler, dated
18th December, 1914.

(2) Copy of Drait Memorandum enclosed with (1),

(3) Reply by Mr. Gurney Fowler to (1), dated 22nd
December, 1914,

{4) Reply by Board of Trade (Railway Department)
to (3). :

(6) Memorandum prepared by Mr. J. Gurney Fowler
on the draft Memorandum, with mgrginal
notes of a discussion thereon at the Board of
Trade on 3ist December, 1914,

(6) Letter from Board of Trade referring to a point
discussed with Mr. J. Gurney Fowler on the
3lst December, 1914,

(7Y Enclosure to (6).

(8} Acknowledgment of (6).

{1
Board of Trade
(Railway Department),
7, Whitehall Gardens,
London, S.W.
18th, December, 1814.
Sir,

With reference to your letter of the 8th December,
in regard to your eappointment as Consulting
Accountant in connection with the railway companies
whose undertakings have been taken over by the
Btate, I am directed by the Board of Trade to
transmit, for your consideration and observations,
the enclosed copies of a draft Memorandum of
Instructions to Railway Companies for.the prepara-
tion of their accounts which has heen forwarded to
this department for approval by the Railway
Executive Committee. :

I am to add that the Committee desire that this
approval may be given as early as possible in order
that no time may be lost in advising the various
companies concerned,

Your obedient Servant,
(Signed) GarnEAM Rorer.
J. Gurney Fowler, Esq., F.C.A.,
Gresham College,
Basinghall Street, E.C.

(@)
Rannway Exrourive CoMMITTEE.
8rtare CoNTROL OF RATLWAYS.

Drarr MeMOBANDUM OF INSTRUCTIONS TO HRAILWAY
COMPANTES FOR THE PREPARATION OF THE
ACCOUNTs TO BE PRESENTED BY EacH CoNTROLLED
CoMPaNY TO ARBIVE AT THE AMOUNT OF CoM-
PENSATION Pavasie Y His MaiestY's GoOVERN-
MENT.

Agreement with Railway Companies.
1. His Majesty's Government have agreed with

the railway companies concerned as follows:—
¢ Ty ascertain the compensation payable, the
aggregate net receipts of all the railways taken
over during the period for which they are
taken over shall be compared with a similar
aggregate for the corresponding period of the
provious year. The ascertained deficiency shall
be the amount of compensation due. Provided
that if the aggregate net receipts for the first
hali of the year 1914 are less than the aggre-
gate net receipts for the firgt half of the
year 1913, the ascertained deficiency shall
be reduced in the like proportion. Any
question as to the amount of the deficiency
shall, in default of ngreement, be determined

by the Railway and Canal Commission.”
This sum so payable as compensation, together
with the met receipts of the railwayr taken over,

skall be distributed among the railway companies
in proportion to the net receipts of each company
doring the period with which comparison is madse,

: -Definition of net receipls,

2, For the purposes of this agreement, net receipts
shall be taken to mean the net receipts covered by
the first seven items in Account No. 8 of tha First
Schedule to the Railway Companies (Accounts and
Returns) Act, 1911, and miscellaneous receipts (net)
in that account shall not be included. '

Revenue Account from bth August, 1914,

3. For the period subsequent to the 4th August,
1914, each controlled company must compile an
account of the gross revenue saccrued during the
control period. .

Season Tickels.

(a) Season ticket receipts to be brought to account
by each company in a similar manner to that
adopted in 1013, i.e., whether upon a cash basis, or
apportioned over the period of validity.

Mails.

(b} The sums received for the conveyance of mails
for the quarter ended 30th Beptember, 1914, to be
apportioned between the two periods, namely: —

(1) 1st July to 4th August,
(2) 5th August to 30th Beptember,

on the basis of the namber of days in each, namely,
35 and 57 respectively.

Parcel Post Receipis.

(¢) Parcel post receipts for the quarter onded 30th
September, 1914, to be divided as under:—
(1) For the peviod 1st July to 4th August, 1014,

(a) Actual figure for the period to be ascertained
from the Postmaster-General.

() The amount so arrived at to be apportioned
between the British and Irish Pools in the
same proportion .as ie shown in the settle-
ment for the half.year ended 3lst
December, 1913,

(¢) The amount so atéributed to the British
companies to be divided between the com-
panies in the same proportions as are
shown by the settlement for the half-year
ended 31st December, 1313,

(2) For the period 5th August to 30th September,
1914,

(a) The balance of the receipte for the quarter
to be apportioned between the British and
Irish Pools in the same preportion as is
shown in the settlement for the half-year

, ended 31st December, 1913.

{(b) Tha amount so attrihuted te the British
companies to be divided between the com-
panies jn the same proportions as are
shown by thé settlement for the half-year
ended 3lst December, 1913,

Bad Debts.

() Bad @ebts in respect of traffic originsting prior
to 5th August, 1914 (whether for conveyance, demur-
rage, cartage, &c.), to be borne by the companies
coucerned irrespective of the date at which the debts
are ascertained to be irrecoverable. On the other
hand, bad debts in respect of traffic dealt with during
the period of Government control to be borne by the
Government. A valuation to be included of the
ne+ loes of all bad debts not finally disposed of during
the control period.

If a reserve is made in 1914 for bad and doubtful
debts, &c., such reserve should not as a rule exceed
the proportion which the charge in 1913 bore to the
outstandings at the close of that yesr.
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Provisions for estimated Revenus Liabilities,

{¢) Bubject to the operation of Instruction No. 32,
suspending during the period of control divisions
between companies of through traffic in which no non-
controlled company is interested, each company, in
determining the amount of revenune for the control
period, must follow strictly the method which regu-
Inted the preparation of the accounts.in 1913, and
provisions to be made should be proportionate to the
sttms necessary for the half-year ended 31st Decomber,
1913.

Erpenditure from 5th duwgust, 1912

4. The expenditure chargeable for the control
period must be ascertained as far as it is possible to
do so, with the proviso that the amount charged for
the renewal of permanent way and rolling stock is not
to exceed the amount included in the corresponding
period of 1913, except under special circumstances
such as additions to the length of line ofemed, addi-
tions to rolling stock in service, or by an increase in
the cost of rtenewal work carried out during the
period resulting from increased price of labour and
materials. .

Apportionment of Sundry Items of Expenditure,

{¢) The following charges for the half.year ending
31st December, 1914, to be apportioned to the
control and non-control periods in proportion to the
number of days in each such Period:—

Clothing (al! Expenditure Abstracts and Btate-
ments),

General Charges—Abstract E.

Rates and Taxes (all Expenditure Abstracts and
Siatements).

Law Charges.

Parliamentary Expenses.

Claims for Compensation—Goods and Parcels Traffic.

{b) Claims of all descriptions in respoct of goods
and parcels traffic eriginating prier te the 5th
August, 1914, to be borne by the companies con-
cerned irrespective of the date at which such claims
"are settled.

On the other hand, claims of all descriptions in
respect of similar traffic dealt with during the period
of Government control to be borne by the Govern-
ment. A valuation to be included of claims out-
standing at the end of the control period.

Provisions for estimated Expenditure Liabilitiss.

(c) In determining the amount of revenue ex-
penditure for the control period, each company must
follow strictly the methed which regulated the pre-
paration of the accounts in 1913, and provisions to
be made should be proportionate to the sums neces-
sary for the half-year ended 31st December, 1913.
Particulorly should this principle be observed in
setting op reserves for depreciation or provisions
for maintenance of locomotives, ecarriages and
wagons, permanent way, bridges, stations, &c.

Stores Stocks.

(d) If stockas of stores were not physically taken
and inventoried on the 4th August, 1914, a book
figure as shown by the Stores Btock Ledgers to
be used as evidence of the accuracy of the coat of
stores and materials charged as having been used for
revenue purposes, subject to correction where neces-
sary if an intermediate stocktaking disclosed that
issue prices did rot correspond with cost, ~The
measure of withdrawals from stores in advance of
actual use should be equal at the beginning and end
of the control period.

Arrears of Maintenance Work.

(e} A staiement to be prepared at the end of the
control peried of the amounts not included in the
accounts prepared currently for the purpose of
obtaining payments on_account of compensatmn, in
respect of arrears of normal! maintenance work
deferred during the control period,

32146

Published Acecounts for 1913,

5. Fhe et receipts (as defined) of each company
appearing in the published accounts for the year 1913
must. be used in arriving at °‘ net receipts '’ for the
correaponding period of control, and for the firsm; six
months of that year respectively.

Net Receipts for Half-year ended December 31st,
1913.

6. Method of arriving at the net receipts (as
defined) for the half-year ended 31st December, 1913,
to be as follows: —

£

Take the figure of net receipts (aa defined)
for year 1913 as per printed accounts and
deduct therefrom the net receipts of J—

Joint Lines, as per Account No, 10. This

will give the net recepite of the company

(as defined) for the year 1913
From this must be deducted the net recelpts

(as defined} of half-year ended 30th June,

1913, adjusted as under:—

)

Deduct the amount of net receipts
of J—Joint Lines, included in
Account No. 10 ...

Addd the amount included in
respect of charges for complete
renewals of permanent way and
rolling stock and provisions
therefor (Abstracts A, 3 (1), (2),
and (3)) .

Deduct one—half of the "amount
shown in the printed accounts
for the year 1913 for complete
renewals of permanent way and
rolling stock and provisions
therefor (Albstracts A, B (1), (2)
and (3)) ... .8

This will give the net receipts of the com-
pany (as defined) for the hn.lf-year ended
December 3lst, 1913 . - &

Net receipts for corresponding Control Period in
1913.

7. Division of net receipts for half-year to 3lst
Decomber, 1913, between corresponding control and
non-control periods to be arrived at as follows: —

‘ Net receipts’’ (as defined) for the corre-
sponding control period in 1913 to be arrived at
by apportioning the net receipts of the half-year
ended 3lst December, 1913, on the basis of the
ratio the total traffic receipts (Statement No. 10)
for such corresponding period bears to the total
traffic receipts for that half-year.

Division of Gross Raithvay Traffic Receipts jfor August,
1913,

8, Having regard to the varying conditions of the
holiday traffies of the companies, it is not practicable
to devise a uniform method of dividing the total
traffic. receipts of the month- of Aupgust, 1913,
between the corresponding control amd non-control
periods. Each company therefore to make such divi-
sion in the manner which will, in their opinion,
fairly. apportion the total iraffic receipts of that
month to such periods, provided that 27/92nds of
the amounts received for the conveyance of mails
and parcel post for the quarter ‘ended 30th
September, 1913, he apportioned to the period 5th
to 3lst August.

Transfers for Reserves,

9. If transfers from impersonal accounts were made
in 1913 for the purpose, for example, of increasing
the provisions or reserves for bad and doubtful debta,
renewals, pensions and provident funds, and such
transfers were taken from accounts in credit crented
in earlier years and not required for the objects and
purposes for which they were created, such transfers
should not be allowed to affect the net receipts of
the two years for comparative purposes.
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Net Receipts for Half-year ended 30fh :Tune, 1914,

10, In giving effect to the proviso in the agreement
with the Government that in the event of the aggre-
gate net receipts far half-year ended 30th June,
1914, being less than for the corresponding period of
1913, the aggregate compensation payable by the
Government shall be proportionately reduced, the
net receipts for the half-year ended 30th June, 1914
to be adjusted by adding thereto the amounts
charged in respect of renewals of permanent way and
rolling stock for that period, and deducting there-
from one half of the total charges under those heads
for the year 1914,

Interim acecounts for the half-year ended 30th June,
1914, must be carefully reviewed with the view to
their revision, if necessary, in order to ensure that
they shall be prepared, for the purpose of the claim
for compensation, on the same basis as the net
receipts for the half-year ended 30th June, 1913,

Forms of Accounts for Control Period.

11. The accounts for the period of Government
control in 1914 to be prepared in the same form and
with the same detail as are required by the Statutory
Form of Financial Accounts, so far as such form
deals with-the Revenne Statements and Abstracts
preceding the heading ‘‘ Misceilaneous MReceipts
(Net) *’ in Account No. 8, but omitting the Recelpt.q
and MKxpenditure of J-———Jomt Lines appearing in
Statement No. 10 (Receipts and Expenditure in

respect of Railway Working). The expenditure in-
curred in ** Watching, Patrolling, etc.,"” and *‘ Pay-
ments to Familiea of Reservists, etc.,’”” to be shown
as geparate items in Statement No. 10, after the
item ‘* Running Powers,”” and included in_** Total
Traffic Expenditure.’’

Statements as to Reserves.

12. The accounts to be submitted to the Board of
Trade in support of the claim for compensation to be
accompanied by Btatements, in the form appended
hereto, giving the particulars of all sums (a) pro-
vided out of,-and (b) credited to, Revenus, which
affected the reserves of the company for the years
1913 and 1914,

Certificates.

13. The accounis ss submitted to the Board of
Trade should have a certifieate attached signed by the
chief accountant, and by the auditors or the pro-
fessional accountants of each railway company,
somewhat on the following lines:—

We have examined the accounts attached with
the books and vouchers of the company, and we
certify to their correctness, and that they have
been prepared strictly in accordance with the
agreement entered into with His Majeaty's
Government and with the Memorandum dated

1914, issued by the Committee of
Chief Accountants,

cesertrrestvrsensannarnesiasrassrenraenensanns WAILWAY COMPANY.

GOVERNMENT CONTROL OF BAILWAYS,

COMPENSATION PAYABLE UNDER THE AGREEMENT MADE BETWERN THE GOVERNMENT AND BAILWAY COMPANIES
UNDER THE PROVISIONS O¥ THE REGULATION oF THE Forces Acr, 1871,

Statemmt showing the transactions in the Ressrves and Suspense Accounts of the Company which affected the Revenue of
the years 1913 and 1914.

(Vide clause 12 of Memorandum of Instructions.)

1913,

1914,
Basis on which

Title of Account,
Amount Amount

provided.

expended.

amount provided has
Amounnt been caleulated.

expended.

Amount
provided.

Depreciation and Suspense
Accounts, e.g. 1—
. Permanent way ...
Staticns ...
Bridges ... .
‘Signals ... ‘e e |
Ballast wagons ...
Locomotives
Locomotive machinery ...
Carriages ... e
Carriage mnchinery |
“Wagons ... i
Wagon machinery... ... i
Locomotive Coal, etc,
WAgonSs.
Hydraulics ...
Steamboats !
Docka e i
Electric power and light
plant.
Electrical machinery
Eic., etc., ete. ...
Reserve for bad and doubt-
ful debts.
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)]
22nd December, 1914,
The Assistant Becretary
(Railway Department),
Board of Trade,
7, Whitehall Gardens, 8.W.

R, 13676.

I am in receipt of your letter of the 18th instant
enclesing two copies of the draft memorandum of
instructions to railway companies for the preparation
of their accounts, framed by the Railway Executwe
Committee.

I have carefully perused the same, and, so far as
{ can form an opinion at the present stage, the
instruetions seem to me to meet all the points which
are likely to arise.

I judge from Clause 6 thereof that the Joint Lines
therein referred to will be. treated as separate under-
takings.

I would point out that in paragraph 13 it might
be read that the certificate has to be signed by one
of three persons, wviz., the chief accountant, the
auditors, or the professional accountants, whereas T
Lelieve it is the intention that the certificate shomld
be signed by the chief accountant and countersigned
by the anditors or prefessional accountants of the
~ompany.

Dear Sir,

- Yours faithfully,
(Signed) J. Gurney Fowrgr.

@
Board of Trade
(Railway Department),
7, Whitehall Gardens,
London, B.W.
24th December, 1914,
Sir,
Referring to your letter of the 22nd December,

tespecting the draft memorandum of instructions to

railway companies for the preparation of their
acconnts under the Agreement with His Majesty's
Government, I am directed by the Board of Trade
to state that they note that an amendment is neces-
sary in Clawse 13 of the memorandum, with respect
to the signing of the certificate to be attached to the
siecounts, N

I am to add that, as you assume, Joint Committees
whose aceounts are included in Abstract J_in the
statutory form will present separate accounts,

I am, Bir,
Your obedient Servant,
(Signed) W. F. Marwoob.

J, Gurney Fowler, Esq., F.C.A.,
Gresham College
Basmghall Btreet, E.C.

%)
-Note by Sir A, Lowes Dickinson.
Discussed by J. €. F. with Marwood of Bomrd
of Trade, 31st Derember, 1914, and svesult
noted in margin.)

Draft.
Rarnway CoMPENSATION COMMITTEE.
State Control of Railways.

CoumueNTs upon Draft Memorandum of Instructions
to Railway Companies for the preparation of the
accounts to be presented by each controlled com-
pany to arrive at the amount of compensation
payable by His Majesty's Government.

Agreement with Railway Companies.

The agreement is not quite clear in the following
respect. It provides that if the aggregate net re-
ceipts for the first half of the year 1914 are less than
the aggregate net receipts for the first half of the year
1913, the ascertained deficiency (being the amount hy
which the aggregate net receipts during the controlled
period fall short of the aggregate net receipts during
the corresponding period of the preceding year) shall
be reduced in the like proportion. There appears to
be some doubt as t¢ the manner in which this reduc-
tion is to be made. Take the following example: —

204A

£
Agpgregate net receipts from Sth August to
31st December, 1913, say . .. 1,000,000
Aggregate net receipts from Sth August to
3let December, 1914, say . 750,000
Ascertained deficiency 250,000
Aggregate net receipts January to June,
1913 1,000,000
Agzgregate net rermph Jannarv tn June, :
1914 ) 900,000
Falling off =10 per cent. 100,000

On the sirict reading of the agreement the ascer-
tained deficiency of £250,000 would be reduced in
like proportion to the falling off in respect of
£1,000,000, i.e., 10 per cent.,, and the amount of
compensation due would therefors be £250,000 less
10 per cent.=£2256,000. On the other hand, in equity
it should be reasoned that if the net receipts from
January to June, 1914, have shown a falling off of
10 per cent. as compared with those from Januvary
to June, 1913, the net receipis in the controlied period
from 5th Auguat to 3lst December, 1914, might also
have been expected to show a reduction of 10 per cent,
w8 compared with the corresponding period of 1913,
1f, therefore, the aggregate mnet receipts from
5th August to 3lst December, 1813, are £1,000,000,
the expected amount from 5th August to 3lst

December, 1914, would be . £900,000
The actual receipts for t]-us lntter perlud

bheing . £1750,000
The compensatlon due would be £150,000

instead of the amount determined above on the pro-
portion basis of £225,000, in other words, a strict
interpretation of the wording of the agreement, ‘' the
ascertained deficiency shall be reduced in the like
proportion,”” would give to the railroad companies in
the assumed care a sum of £75,000, or 50 per cent.
in excess of what would appear to be just. To take
nn extreme case, if the reduction shown by a com-
parison of the two January to June periods and the
two August to December periods were exactly the
same proportion, say 20 per cent. in both cases, on
the first method the compensation due would he the
nctual deficiency less 20 per cent., while on the second
method there wonld be no compensation due at all
for the reason that the agpgregate net receipts had
shown no falling off other than what might have been
expected from a consideration of the results from

Nothing to
be done.
J.G.V,

Januarv to June, 1914, as compared with the snme .

period in 1913,
Bad Debts.

It may quite well happen that debts arising out
of traffic originating in the control period, which at
the end of that period when the accounts of the
Government are settled, may appear to be good, may
subsequently be found to be bad, while on the other
hand the memorandum provides that all bad debts
in respect of traffic originating prior to the control
period at whatever date the same may be found to
be bad, are to be borne by the companies, and not
tmated as an expense of the control period. Thls
condition might operate somewhat unfairly as against
the railroads unless they are sllowed at the end of
the control period to provide a general reserve upon
the debts incurred dunng the coutrol period based
upon normal experience in the past, Even then,
moreover, debts in respect of traffic originating during
the control period might become bad after the control
period by reason of war conditions, to an extent
greater than the mermal, and in such cases under
the provisions of the memorandum it would appear
that this loss must be borne hy the companies.

Erpenditures for Renewal of Permanent Way and
Rolling Stock.

The memorandum provides that ‘'the amount
oharged for the renewal of permanent way and roIhng
stock is not to exceed the amount included in the
corresponding period of 1913, except under special
circumstances as additions to the length of line open,
additions to relling stock in service or by an increase
in the cost of renewal work carried out during the

«2

Agreed by
Railways,
their own

suggestion,



Agree, but
doubtful if
truin mileage
kept,
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period resulting from increased price of labour and
materials.”

One of the most important factors in the determina-
tion of the proper charges for renewals is the amount
of use to which the permanent way and rolling stock
has been subjected, the usual measure of such use
being engine or train miles or both. In determining,
therefore, the proper charge to be made in the
accounts, it would seem that the number of train
miles in the control period, as compared with the
corresponding period in the preceding year, should be
taken into account as one of the factors which might
justify an increase in the amount of such charges, or
might require a decrease if the train mileage ghould
happen to have been reduced. If the train mileage
during the control period should have been very
materially inereased there can be no doubt that
inereased renewal charges in respect of this pertod
must eventually he necessary, even if such charges
have not heen incurred during that period, and in
such a case it would seem in justice to the railroads
that they should be permitted to make reserves for
the deferred cost of maintenance appertaining to the

plete Renewals ” for locomotives, carringes and
wagons respectively, and presumably it is these items
to which reference is made in this case. The wording
of this paragraph should be altered so that it may
specify with greater clearness exaetly which items
are referred to; the paragraph as it stands at present
is certainly open to the construction that the whole
of the expenditures contained in the Abstracts A and
B 1, 2 and 3 are intended,

-»
Provision of Gross Railwoy Traffic Receipts for
August, 1913,

Under this heading the Moemorandum provides
inter alia ‘' that 3] of the amounts received for the
conveyance of mails and parcels post for the quarter
ended 30th September, 1913, be apportioned to the
period Bth to 3lst Auvgust.’’ On page 2 of the
Memorandum, in dealing with mails, it is provided
that the sums received for the conveyance of mails
for the quarter ended 20th September, 1914, be appor-
tioned between the two periods, viz,, (1) 1st July
to 4th August, (2) 5th August to 30th September,

on the basis of the number of days in each, viz., 35 Means !
and 57 reapectively. The provisions with regard to J¥m€

1913 dea! with an apportionment for the month of #/fh0uy
August only, but do not state how the amount for ¥OTiNY
the month of Beptember is to be arrived at, Pre- T

larger traffic carried.

Provisions for Estimated Expenditure Linbilities.
The same considerations as have been noted as being

applieable. to the charges for remewals would also
apply to the provision of reserves for depreciation or

sumably this is to be arrived at on the same basis,
viz., 32 of the amounts received for the quarter

maintenance. The memorandum provides that in  ended 30th September. It is submitted, however,
preparing the accounts for the conirol period, ‘*“ each  that this should preferably be stated in the
As ab company must follow strfictlhy the methed which regué Memorandum. .
8 above, lated the preparation of the accounts in 1813, an .
provisions to be made should be proportionate to the Net Receipts for half-year ended Jume 30th, 1914,
sims necessary for the half-year ended 31st December, Clause 10 of the Memorandum countains the words
1813.” If as a result of the greater use of the rail- ‘“to be adjusted by adding thereto the amounts
roads by the Government the train mileage during charged in respect of renewals of permanent way
the control period has considerably increased, it  and rolling stock for that period and deducting there-
would seem fair and reasonable that increased rather  from the half of the total! charges under those hends
than proportionate sums ehould be allowed for for the year 1914’ The wording in this case differs ., ...
depreciation, ete. - not only from that contained in the form of annual Wﬂt.mﬁ
accounts, but also that used in an exnctly similar ?hm”,u
Stores Stocks. connection in respect of the net receipts for the half- 'cfﬁ:;i "
The memorandum provides that ‘‘ the measure of vear ended Decomber 31st, 1913, to which reference C
withdrawals from stores in advance of actual use  has already been made. The wording in the two
should be equa_l at the beginning and end of the Clauses should be identical and should be clearly
control period. It is difficult to understand the expressed so as to define exactly the heading of the
meaning of these words. In our railroad experience  account to which reference is made.
Writing—  stores which have not been actually used remain, so

Plender who
put this in,

Writing—
Chairman to
define more
definitely.

far as the accounts are concerned, in stores stocks,
and no charge to traffic expenses is made until the
stores have actually been used. Some railroads, how-
ever, have a practice of ascertaining the quantities
nf their stores stocks at a date preceding the close of
the half vear, say November 30th, and in some such
cases it is enstomary to estimate the amount of the
charge to be made to trafic expenses for stores nsed
during the month of December, the actual charges not
coming forward until after the accounts for the half
vear have heen completed. Tt may be that it is to
this condition that the words quoted in the beginning
of this paragraph referred. In any case it would
secmn desirable that ite meaning should be more clearly
defined.

Net Receipts for half-year ended December 31st, 1913,

Under this heading the Memorandum provides a
method for arriving at the net receipts for the half-
vear ended December 31st, 1913, and after dedueting
the amount of net receipts of J lines included in
account No, 10, provides for the addition of ** the
amount included in respect of charges for complete
renewals of permanent way and rolling stock and
provisions therefor (Abstracts A, B 1, 2, and 3.} "
The wording of this paragraph is not sufficiently
precise. Abstract A, to which reference is made, con-
tnins no account heading of ™ Complete Renewals of
Permanent Way,” but it does contain a main head-
ine of * Maintenance of Permanent Way "’ with two
sub-headings entitled ‘ Renewal of Running Lines >’
and ¢ Revair of Running Lines and 8idings.” The
presumption is that it is the item *‘ Renewal of
Running Lines ” which is to be ndded to the net
receipts of the half-year. and one-half of which for
the whole vear is to be deducted therefrom,
Ahstracts B 1. 2 and 3 cortain headings for * Com-

{6).

Board of Trade,
Whitehall Gardens, 8. W.,
5th January, 1915,
Dear Mr, FowrLenr, .

Referring to our conversation on the 3ist ultimo
with regard to SBection D » of the 4th paragraph
of the Instructions as to Railway Companies’
Accounts, I enclose a copy of a letter from Bir
William Plender which I think answers the point
you raised.

Yonrs faithfully,

(8d.) W. F. Marwoon,
J. Gurney Fowler, Eaq.

(7
(Enclosure.}

Deloitte, Plender, Griffiths & Co.,
5, London Wall Buildings,
London, E.C..
4th January, 1915,
W. F. Marwood, Esq., C.B.,
Board of Trade,
Whitehall Gardens, 8. W,

Dear Mr. Marwoob,

In reply to your letter of the 31st ultimo.

Your reading of the last sentence of Section ** D *’
of the 4th paragraph of the Memorandum of
Inatructions is correct. It will be within your know-
ledge that the various spending departments of 2
railway, such as the engineering and locomotive
departments, withdraw material from the stores
department in anticipation of actual use. For
instance, rails, sleepers, chairs, etc., would be with-
drawn from stores and charged directly against
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Abatract “ A,’” although at the time of such entry
they had not actually been put inte the track.
Again, the locomotive carriage and wagon shops
must always withdraw certain materials in advance
of actual use, and stores supplied to subsidiary
depots are also frequently charged as expenditure
nlthough econsumed subsequently.

The intention of the Instruction iz merely to safe-
guard the Government against any abnormal with-
drawal of stores at the end of the comtrol peried
as compared with the beginning, as its effect would
be to overstate expenditure and so unduly ncrease
the amount of the deficiency payable by the State.

I am, ebe,,
{Bigned) W. PLENDER.

8
(. ) 6th January, 16815.
Dear Mr. Manwoon,

I am in receipt of your letter of yesterday enclosing
copy of one from B8ir William Plender which is
cntirely explanatory,

Bince seeing you I have made inquiries of one of
the larger railways, and find that the course there
adopted is as mentioned by Sir William Plender. In
the case of another railway, I understand that, while
materials are drawn in advance of requirements, no
stock has been kept of these; it will therefore be
difficult in this case to ascertain whether or not the
stock at the end of the period is more or less than
it was at the beginning.

Yours faithfully,
{Signed) J. GurNey FowLern.

W. F. Marwood, Esq.,

Board of Trade,
Whitehnll Gardens, 8. W.




APPENDIX XVII.
Submitted by S1z ALBERT WYON.

LeTTERS AND DOCUMENTS RELATING T0 ¥HE INCEPTION OF THE “PINK Bouk.”
(Vide (ueestions 3119, 4311, 4377, and 4573 in Minutes of Evidence and Appendix I, Bection VII.)

(1) Memorandum
Butterworth,

(2) Letter, dated 24th February, 1916, to Sir J.
Bradbury, signed by Mr. Gurney Fowler and
Sir William Plender, commenting on (1),

(3) Letter, dated 31st May, 19816, from Mr. Wyon
to Bir J. Bradbury as to rate of interest to be
allowed on additional capital expenditure.

(4) Letter, dated 26th June, 1916, from 8ir T, Heath
to Mr. Wyon, enclosing (5) and (6) and asking
for report thereon, (Reply is No. (8).)

(5) (Enclosure (1) to (4).) Draft of proposed letter
to be addressed to Railway Executive Com-
mittee by Board of Trade setting foréh sug-
gested terms of new clauses interpreting and
amplifying the agreement of 1914,

{6) (Enclosure (2) to (4).) Draft of proposed letter
to be addressed to controlled railway com-
panies by Railway Executive Committee, asking
whether they are prepared to accept the pro-
posed new clauses,

(undated) by Sir Alexander

(N Letter, dated 23rd June, 1916, from 8ir Alexan-
der Butterworth to Sir Thomas Heath regard-
ing certain points arising out of the draft new
clauses. .

(8) Letter, dated 15th July, 1916, from Bir William
Plender and Mr. Wyon to 8ir T. Heath, in
reply to (4), reporting on propesed new clauses.

{9) Letter, dated 19th July, 1916, from 8ir T. Heath
to Mr. Wyon, in reply to (8), asking for further
vbservations,

(10) Letter, dated 21st July, 1916, from 8ir William
Plender and Mr, Wyon to 8ir T. Heath, in
reply to (9).

(11} Letter, dated 20th September, 1916, from Ac-
nowntants’ Bub-Committee to Mr., Wyon,
enclosing (12).

{12) (Enclosure to (11).) Draft regulations, prepared
by Accountants’ Sub-committee in respect of
claims for interest on capital expenditure.

(13) Letter, dated 29th Beptember, 1916, from B8ir
William Plender and Mr. Wyon to Accountants’
Sub-committee, approving draft regulations
(No. 12), subject to small amendment.

(*
Sir John Bradbury.

PoiNTs ARISING UPON THE AGREEMENT BETWEEN
ConTRoLLED RAiLway CoMPANIES AND THE
GOVERNAENT.

1. Capital Erpenditure.

When the agreement .was euntered into it was
anticipated that the control would only last for a
short period, and it was not thought necessary to
make any provision with respect to capital expendi-
ture. In consequence of the prolongation of the
control, this is causing a hardship to many companies,
tor while the Government is getting the benefit of
expenditure which yielded no return in 1913, the
companies have to pay interest or dividend upon the
capital raised and are receiving no revenue where-
with to meet these payments. Theoretically the
revenue or saving derived from such expenditure
ought to be excluded from the calculation of net
revenue, on the principle that what is not in the
accounts of the base year (1913) should not be brought
into the accounts for the control period (1915). This,
however, is not practicable, and the snggesiion of
the Executive Committee is that, upon all capital
expended upon additional lines, works, rolling stock,
etc., which have been brought into use since 31st
December, 1912, or shall hereafter during control be
brought into use, the companies shall be allowed in-
terest at an agreed rate from the commencement of
the control period or frem the date at which the works
or plant were brought into use, as the case
inay be. Works of sxceptional magnitude, especially
where the expenditure dates back a long way
or yields a return very slowly, may requir: fo he
specially considered, but it is submitted that the
majority of cases may be properly dealt with on the
lines suggested. At any rate, if the principle is
admitted—namely, that a company is entitled to an

allowance for eapital expenditure whkich has become .

productive since the *‘ corresponding period ' (i.e.,
the period in 1913 with which the accounts of the
“control period are compared)—it is thought that the
accountants will be able without serious difficulty to
draw up simple rules which will be applicable to
the great majority of cases.

* [ understand that this memorandum was pre-
pared by Bir Alexander Butterworth and sent to Sir
J. Bradbury, whe handed it, or a copy of it, to Mr.
Gurney Fowler.—E.T.

2. Stores.

A question has arisen withk regard to what the
position of the companies will be at the end of the
control with regard to their stores. In the accounts
presented to the Government the companies have
given the Government the benefit of the stocks bought
by them before the war or at pre-war prices,
believing this to be in accordance with tho view of -
the Government advisers, It is submitted that st
the end of the comntrol period hardship will ensue
unless the point is safeguarded, for the cempanies.
run the risk of finding themselves burdened with
stocks of materials, etc., purchased during the
control period at inflated war prices. There is some
difference of opinion as to the effect of the ngree-
ment as it stands, but it is submitted that in the
circumstances the fair thing is that the companies
should find themselves at the end of the control in
the same position as they were at the beginming in
regard to both quantity and price—in other words,
that they should be treated as if during the control
period they were working the railways for the
Government at (Government cost, and were buying on
behalf of the Government at current prices all
stores required for that purpose.

Tt is suggested that the simplest way of giving
effect to this would be for the Government ai the
end of the control period to make n cash payment
equal to the difference between the cost of the stores
and materials in stock at 5th August, 1914, and the
cost of similar quantities of stores and materials at
the end of the control period, such payment being
tnsed upon the stock prices at the beginming of the
period and the market prices at the end. If this
were done, the companies would be left in the same
position financially as if they had warehoused all
their stores when the control began and kept them
in warehouse until the conirol was over, buying all
necessary materials on Government account in the
‘nterval,

Tn this comnection it should be remembered that,
‘u some instances—notably timber—the Government
are net only having the advantage of the companies’
pre-war contracts, but are bencfiting by the fact
that the stocke of the companies were to a large
‘extent already seasoned, and, therefore, worth con-
siderably more than the sum paid for them. Such
raves would probably require special consideration.
Conl alse might require te he deslt with specially
in those cases where stores have been left in stock
throughout the war.
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It is submitted that, whatéver might be thought
to be the most euitable arrangement if the main
agreement were to be construed in the way contended
for by the railway companies, the arrangement above
sugpested is the only fair one if the, agreement i
to he construed in n way that for practical purpuses
deprives the companies of the surplus receipte which
might otherwise acerue to them.

3. The Proviso.

-

The ‘ proviso rebate ’’ (as it has been called) was
imposed upon the companies by the Government on
the ground that, as the net receipts of the aggre-
gated companies were less for the first half of the
year 1914 thanm for the first half of the year 1913, it
ia reasonable to assume that, im the absence of the
Government control, the net receipts for the pericd
of the war would be lesz than for the corresponding
period of the year 1913. It is not too much to say
that this reduction in the amount of compensation
would have been strenuously resisted by the com-
panies had there been any anticipation of the
enormous amount of work they have been called
upon to perform in conmnection with both ‘¢ com-
mercial ' and * military "' traffic. It may be fairly

assumed, indeed, that, had the Government had any -

such anticipation, the *‘ provisc > would not have
been suggested by them when considering the terms
of the agreement. If this be so; it does not appear
to be unreasonable to ask for its cancellation when
discussing with the Government the interpretation
to be placed mpon the agreement in the matter of
surplus net receipts during the period of control.

-4, Inclusion of 100 per cént. of War Bonus in

Working Bzpenses.

Bo far as the railway companies are aware, mno
attempt has ever been made to justify on any logical
grounds the exclusion from wWorking expemses of 25
per cent. of the war bonus paid to certain grades of
railwaymen. It was urged upon them at the time
that strong grounds of expediency then existed for
that course, but presumably those have now ceased
to exist, and in any review of the agreement the
inclusion of the whole of the first war bonus in
working expenses seems a mere act of justice, while
a discrimination between the first and the second war
bonus seems as difficult to justify as a discrimination
between different grades of railwaymen.

If it be urged that the companies received a guid
vro gue by the withdrawal of the provise, the Exe-
cutive Committee would refer to what has been said
above with reference to the provise; if there was in
fact no real justification for the imsertion of the
proviso in the first instance (although at the time
both parties may have honestly thought otherwise),
its withdrawal cannot be said to have constituted a
gquid pro guo, when the companies agreed, under
strong pressure, to bear 25 per cent, of the war bonus
paid to certain grades of their employees.

5. Charges for Renewal of Permanent Way and
Rolling Staek.

The present regulations as to renewals are thought
to press hardly on certain companies, especially on
what are called * non-programme companies,’” i.e.,
companies which do not work on any fixed pro-
gramme in providivg for renewals of permanent way
or rolling stock, but whose practice it is to charge
to working expenses either the actual amount ex-
pended upon such renewals, or an indefinite sum
according to circumstances,

As the regulations stand to-day, they provide (sub-
ject to the arrangement with regard to arrears of
maintenance) that, if such a company spends more
on renowals in the control period than it spent on
the corresponding item in 1913, the excess is to be
disallowed, whereas, if it spends less, it8 charge
against the Government is limited to its actusl
expenditure. On the face of it this seems a one-sided
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arrangement, and it is suggested that in such cases
the company might fairly be allowed to charge as
much as was included in the accounts of 1913, irre-
spective of actual expenditure, after making aliow-
ance, as in other cases, for incressed rates of wages
and prices of materials.

A further point arises, in the case of both
“ non-programme companies ”’ and of certain ‘* pro-
gramme companies,’’ which cals for consideration,
viz.: how far it i8 open to a company to include a
charge in its accounts for renewals in respect of
additions to rolling stock or milenge of line. The
present Regulations, though it is believed that such
a charge was always contemplated, are not entirely
clear on the point, but it is submitted that it should
be open to all companies, ‘¢ programmse '’ or ‘‘ non-
programme,’’ to make such a charge—that is to say,
to increase the amount which 1% would otherwise be
open to them to charge for renewals by a sum
representing the addition ¢o rolling stock or
permanent way, as the case may be. The mode of
caleulating such sum, so as to insure its being fairly
proportionate to the additional plant, is a matter
which, it is suggested, might be left to the technical
advisers on each side.

6. Allowances to Dependants.

At the beginning of the war it was agreed with
the Board of Trade that, as the companies were not
paying the salaries or wages of men who enlisted,
they should be at liberty toc supplement the separa-
tion allowances paid to their families, and charge
the amount of such supplement in their working
expenses up to a limit of 10s. per week in each case.
The companies are secordingly paying to the families
and dependants of such of their men as have enlisted
sums sufficient to bring their separation allowances
up to four-fifths of each man's salary or wage. In
view of what is being done for the families of men
in Government Departments who enlist, and in view
of the fact that the railway companies are including
in their account against the Government no part
of the salaries or wages of unmarried men without
dependante, it is submitied that there is no sufficient
ground for the limit of 10s., and that the companies
should be allowed to include the whole of the supple-
ment paid by theim in their working oxpenses, up to
four-fifths of salary or wage.

In the foregoing remarks no attempt has heen
made to deal! with the various proposals in detail.
The object of the present memorandum is to enume-
rate the principal points which are thought to call
for consideration, and to indicate briefly the justi-
fication for the proposals. If these proposals are
agreed to in principle, it will not be a difficult matter
for the expert advisers on each side to draft n short
code of subsidiary regulations giving effect to them,

There are one or two other matters to which,
perbaps, it may be as well to refer here, so that they
may not be loat sighi- of. One ie the percentage
addition to be allowed in respect of arrears of main-
tenance of rolling stock and permanent way for the
year 1916, It has been agreed that 13} per cent,
shall be allowed up to 3lst December, 1915, but sinon
that arrangement was come to prices have advanced
very materially. Another is the question -of arrears
of maintenance of steamboats which have not bheen
commandeered by the Admiralty or War Office. It
does not seem possible to devise any formula for cal-
culating these arrears currently, as in the case of
rolling atock and permanent way, and the only way
of dealing with the'mmmtter appears to be to note the
fact that there will' be claims uuder this head, and
that they will be treated as being in principle iden-
tical with the other claims for arrears of mainte-
nance, leaving the amounts to be settled at the con-.
clusion of the period of control. A third point that
calls for attention is the fact that 1916 is Leap Year;
the compunies consider that they nre entitled to a
proportionate addition to the net receipts. in respect
of the additional day. S

T4



3 DEPARTMENTAL COMMITTEE ON RAILWAY AGREEMENTS.

@)

. London, E.C.
: ) 24th February, 1916,
Bir John Bradbury, K.C.B.,
The Treasury,
Whitehall, 8.W.

Dear Sir JouN BRADBURY,

Srare CONTROL OF RAILWAYS,

We have carefully read the Memorandum of
“ Points arising upon the agreement between Con-
trolted Railway Companies and the Government '’
and have given particular consideration to the follow-
ing matters: —

(a) Allowance for capital expended on additional
lines, works, rolling stock, ete., which have
been brought intec use during or subsequent
to the year 1913.

(b} The treatment of stocks of stores and material
at the end of the cantrel period.

(a) Allowance for Capital Fxpenditure.

The views of the Railway Executive appear %0 be
rezsonable that consideration should be given to those
companies which have introduced into their system
additional capital assets during or subseguent to the
year 1913.

The principle can hardly be coutroverted that if
it were possible to ascertain the additional revenue
or reduced working expenses affecting the nei re-
ceipts of the contirol peried, arising from the intro-
.duction of new assets, the amount should be
eliminated from the net receipiz of such period to
ensure a irue comparison with those of the basic
period. As the ascertainment, however, of seuch
additional earnings or savings is not possible, the
fair alternative appeare to be that interest should
be allowed at an agreed rate on expenditure charge-
able to capital in respect of lines, works, rolling
.stock, etc., as and when brought into use.

Rate of Interest on Capital Expendilure,

Sir Alexander Butterworth, in his letter to Sir
Thomas Heath, of the 13th ultimo, suggested a rate
of 5 per cent. as being reasonable. In our view,
-however, the rate of 4 per eent. would be & fairer
-one to adopt and the members of the Finance Bub-
Committee of the Railway Executive intimated after
discussion that they would be prepared to agree to
thie rate being fixed for the period to 3lst December,
1915,

(b) Treutment of Stocks and Stores and Material ot
the end of the Control Period,

The suggestion of the Railway Executive Com-
‘iiittee- that the companies should mot be prejudiced
through giving the Government the benefit of their
atock of materials, atoree, etc., bought at pre-war
prices, does not appear to be unressomsble and, in
our opinion, the difference between the book value
of etocks of stores and material at the beginning of
the control period and the book value of stores of a
similar quantily and description at the end of the
control period should be allowed for, From this it
follows that, if any of the stocks held at the end of
the control period are in excess of the guantities at
. 'the beginning, such excess should not be allowed for.

It has been suggested that special consideration
should be paid to timber, but we think that once the
‘broad principle of allowing to the companies the
difference on book values is conceded, the sabsidiary
question of timber and enhanced value should not be
raised. The Railway Executive seemed to share this
view when the matter was discussed.

We have refrained from making any attempt to
define- with exactitude the methods of arriving ab the
capital expenditure upon which interest ghould he
allowed or of dealing with the stores in any detail.
If the -principles are agreed to, the details may well
be. left to-the Kxecntive and to ourselves to settle, if
.¥ou are agreeable.

Though our views were not specifically invited on
cther questions referred to in the Memorandum

drawn up by the KExecutive, we venture to submit
them in case they should be of use to you.

(1) The ** Proviso.”

It is noi clear that the mesumption underlying the
iruposition of the “‘ Proviso deduction ' can be heid
t3 apply if succeeding yeara show such an improva.
ment in working results as to suggest that the wave
of depression in the first half of 1914 had been atayed.
This is said to be the fact, If, therefore, the ' Pro-
viso deduction ’’ was waived in 1915 on the grounds
nf being no longer warranted by the circumstances
of 1915, then the claim of the Railway Executive,
that ite withdrawal was not a * quid pro que !’ to
their assuming the burden of 25 per cent. on the war
bonus, would appear to be justified.

(2) War Honuas,

It would seem that, apart from any question of
general policy, the companies should be allowed to
charge the whole amount of the bonus as a working
expense, If the companies had heen operating the
railways for their own benefit, any additional wages
paid would have had to be borme as a working ex-
pense, but in ordinary times the railways would have
resisted ss unwarrantable euch demands as that for
ithe payment -of the war bonus. It may not be un-
reasonable to suggest, therefore, that the companies
in paying these higher wages, as they were directed
to do, have only done what was eesential to the con-
tinnous working of the railways under exceptional
econemie conditions and have been mcting as sgeonts
for the Government.

(3) Charges for Ilenewul of Permunent Way and
Rolling Stock.

As the principle hag been recognised by the Gov-
ernment that the railway companies should be
allowed to charge arrears of maintenance, it would
appear to us to cover the suggestion in the memo-
randum that ‘‘ non-programme ’ compenies should
be allowed to charge us renewal expenditure as large
a swm as they included in their accounts for 1913,

With regard to the further point, that companies
should be allowed to charge in their accounts for,
renewals in respect of additions to rolling etock or
increased mileage of line, our view ia that such a
charge is proper and in accordance with the epirit of
Clause 4 of the original memorandum of instructions.

It would seem to be desirable, however, that the
point should be agreed, apart from the arrears of
maintenance arrangement, in order that both ** pre-
gramme ’’ and °‘ non-programme ' companies may
‘be treated on identical lines in the matter of
renewals.

(4) Allowance to Dependants.

‘The claim that the companies shall be permitted to
charge the full allowances made by them to families
and dependants of men who have enlisted, in order
to bring the separation allowance up to four-fifths
of each man’s salary or wage, appears o be one upon
.which arguments conld be fairly advanced on both
sides. It is a question, perhaps, rather of policy

" than of principle. It may be said on the one hand
that the Government has olready .assumed a sufficient
burden in regard to these men; but on the othor
hand, it may fairly be conceded that the granting
by the railway companies of so large a propoertion of
the existing wage had a material bearing upon the
satisfactory response of railwaymen to the appeal for
recruits, and, therefore, the full amount should be
allowed as a charge against the Government. Had
the railways not been taken over by the Btate but
operated by the companies, this additional charge
would have been borne by revenue as an ordinary
working expense, and, on that ground, it may reason-
ably be szid that it should stand s a working
expense during the period when the railways are
operated under the direction of the State,

(5) Percentage addition to (Mlaim for Avrrears of
Maintenance for the yeer 1916.

If the average prices paid for similar services and
materials in the year 1916 are greater than those for
1915 when 12} per cent. was allowed, it would appesr
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to be equitable to allow an increased average per-
contage based upon nny further ascertained difference
in prices.

(6) Steambogts.

We concur in the suggestion, that any claim for
-arrears of maintenance in regard to steambouts should
bo left for consideration when the full circumstances
call be reviewed in their proper perspective.

(7) Additional day in 1916.

The proposal that the mnet reseipts for®the year
1916 should he rebated by 1/366th part thereof so
as to obtain a true comparison with the net receipts
of 1913 has, after discussion with the Executive, been
abandoned by them.

We are informed that the principle of crediting
to railway revenue all percentages added for * profit **
and establishment charges in respect of work per-
formed for Government Departments, armament
firms, etc., has been clearly laid down and, as far
as is known to the Executive, has been followed.

We are,

Yours faithfully,

{Signed) J. Gurney FowWLER.
W. PLENDER.

@&

8Sir John Bradbury, X.C.B,,
The Treasury,
8.W.

Dear Bir Joan BRADRURY,

3ist Magy, 1916,

Srate ConTROL OF RArLWaxs,
Interest on Capitel Expenditure.

Bir William Plender has sent on {0 me a copy of
vyour letter to him of the 26th inst. and of the letter
from Bir A. Kaye Butterworth to Sir Thomas Heath
which accompanied it,

I understand that the suggestion made is, that the
companies shall receive interest upon expenditurs on
new capital works at the rate of 4 per cent. per
annum from the several dates at which those works
are first brought into productive use. In my view,
the suggestion is one which might well meet with
acceptance, and I see no objection to the proposal
that the rate of interest to be allowed shall be fixed
at 4 por cent. for the period of control.

Yours very truly-,
(Signed) Aiserr W. Wron.

4)
Treasury, 8.W.
26th June, 1916.
Dear Mr. Wyon,

With refersnce (1) to the roport by Sir William
Plender and Mr. Gurney Fowler dated 24th February,
1016, on the memorandum submitted by the Railway
[ixecutive Committee of points arising upon the
agreement between the controlled railway companies
nid the Government, and (2) to your letter of 3lst
May recommending the acceptance of a later
suggestion by RBir Alexander Butterworth that the
rate of interest on new capital expenditure on works
ghould be fixed at 4 per cent. not only for the period
to 3lst December, 1915, but for the whole period of
control, 1 have now to acquaint you that further
interviews have since taken place between the
Treasury and Sir A, Butterworth, with the result
that - the latier has submitted for approval, as
sngygested, formal steps for agreeing upon new clauses
to interpret and amplify the original agreement (1}
a draft of a letter which might be written to the
Railway Executive Committee by the President of
the Board of Trade on bhehalf of the Government,
(2) o draft of a letter which might be sent out by
the Railway Executive Committee to the railway
companies inviting them to come into the settlement.

I send copies of these documents hercwith, and I

write, on behalf of the Treasury, to ask you to be so
kind as to consider them and report whether the
drafts are such as the Treasury might properly
agres to,

I should add a few further explanations with
reference to an interview which I had with Sir A,
Butterworth on Friday last.

Some of tho things mentioned in Jur converswtion
are set out in another letter from 8ir A. Butterworth
to me of the 23rd instant, of which I also enclose a
copy. With regard to the paragraphs of this latter
letter, I may explain as follows: —

5. This relates to paragraph 5 in the draft letter
to the Railway Exceutive Committ«e. The clause is
at present .aft blank pending farvther discussion
between the Government Departmenta concerned and
the officers of the Railway Executive Committee, the
objeot of which is fo agree on a clause defining exactly
+the cases in which goods and passenger traffic is to
be paid for, and those in which it is To go free and
bo charged through the deficiency. I think, there-
fore, you need mot trouble about this clause at
present.

Witk regard to Sir A. Butterworth’s last para-
graph, I should explain that the ‘‘ remts '’ question
relates to rents for storasge accommodation provided
by the companies for the War Department—a ques-
tion which does not come into our present discussion.
The gquestion of the rates of Income Tax tp be de-
ducted from interest on capital payeble by His
Majeaty’s Government must, I presume, be decided
by the Inmland Revenue Authorities, but on the merits
it would seem that the view oxpressed by Bir A.
Butterworth ia the equitable one. ‘

I now come to the observations which I have to
make on the draft letter to the Railway Executive
Committes. '

Clause 1,.—Capitel Ezpenditure.

The words *‘ and also the Iand used in connection
with .works *’ in the bracket are new. BSo also js the
whole of ‘ (2) mineral support acquired . . . in fact
been so charged ' and the referemces to ‘‘ mineral
support ' later on in the clause. We should be glad
of your views on the propriety of these additions.

As regards the period for which 4 per cent. was to
be fixed as the rate of interest payable by the Govern-
ment om the new capital spent om works, you will
remember that Sir A. Butterworth himself suggested
that it should be the whole period of control. It
appears, however, that the Committee were divided
a8 to the acceptance or non-acceptance of this period,
snd consequently the original proposal was replaced.
I am disposed to think we cught to insist on the 4
per cent. being now fixed for the whole period—
assuming that you do not think that we conld have
got the rate down below 4 per cent. for the peried
after 3lst December, 19157 But we should be glad
of your advice. Bir A. Butterworth thought that,.
if we iunsisted on the 4 per cent. being fixed for the
whole period, it would ‘‘ sweeten ’ the decision to
the companies if in the last sentence of the clause
the Government would put in ‘* 90 per cent ' after
‘* forthwith ' and substitute ‘* 30th June, 1916,"" for
¢t 31st December, 1916.,” I am not sure that this is
necessary. In any case I think we must stipulate
that the 80 per cemt. of the total interest to 3lst
December, 1915, or 30th June, 1916, is to be .paid,
not in one lump, but in three or four monthly instal-
ments, o

Clguse 2.

Paragraph 2 ‘° Where at the end of the Government
control .. . . materials to the company ' is.new,
andt I felt doubts about it. Sir A. Butterworth said
it ‘was only to meet the case of one company (appar-
ently the South-Eastern) who had been ordered by
the War Office to lay in a stock of coal largely in
excess of anything they were accustomed fo keep.
He suggested that you should discuss the matter with
the general manager or the accountant of the com-
pany.

‘Wo should be much obliged for your advice .as to
the propriety of the whole clause, and . of this para-
graph in particular.
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Clause 3.—Allowances to- dependants.

I notived from seme former papers that the allow-
aitce in the case of nom-commissioned officers and
men was limited to such an amount as would make up
the total receipts to not more than four-fifths of
salary or wages, and I think we must have these
words put in. I have not yet received copies of the

circular letters Nos. 274, 277, 288 or 321 referred to,

and therefore do not know what the paymenta to
commissioned officers are. :

Clause 4 seems all right, but, as regarda Clause 6,
I would call attention to Sir A. Butterworth’s letter
(paragraph 8). No doubt the companies ought to
pay interest in these cases; but I do not know at
what rete (if any) Government now pays interest to
the companies in cases where there ia delay in pay-
ment for work done at cost price. Do you know?

Tn the draft letter from the Railway Executive
Committee to the companies I propose to make an
alteration in one passage, us marked in red ink.

Yours very truly,
(Bigned) T. L. Hzarnm.

P.B.—I have written in the same terms ito Sir
William Plender.
T.L.H.

(6)
Enclosure No. 1 to Document 4.

Drarr LETTER ¥EOM THE PRESIDENT oF THE Doamp or
TraDE T0 THE AoTING CHAIRMAN OF TEE RAILWAY
Exroorive CoMMITTEE.

Siw, .

‘With reference tc Mr. Marwood’s letter %o your-

self of the 12th October, 1914, and subsequent corre-

spondence on the subject of the agreement as to the
compensation to be paid by His Majeaty’s Government
to the railway companies under the Regulation of the

Forces Act, 1871, and to the recemt discussions be-

tween representatives of the Treasury and of the

Railway Executive Committes, 1 am directed by the

Board of Trade to state that the Treasury have .

signified their readiness to accept the following
clauses as interpreting and asmplifying that Agree-
ment, on the understanding that the clauses are
accepted in their -entirety by all the companies con-
cerned,

As the matter is one which will have to be dealt
with by the individual Boards of Directors, the Board
of Trade will be obliged if the Railway Executive
Committes will take steps to ascertain whether the
controlled railway companies are prepared to accept
the clauses.

1. Capital Expenditure.

Interest to be allowed upon all sums expended upon
(1) works (including in that term wolling stock and
plant and also the lard used ir conmection with
works) brought into use since 31st December, 1912,
or (2) mineral support acquired since that date under
the mining clause of the Railway COlauses Consolida-
tion Act, 1845, or similar statutory provisions, which
are properly chargeable to capital and have in fact
been so charged. Interest to be calculated
from 6th August, 1914, or from the date
when the work was brought into use (or the mineral
support was acguired), which ever is the later
date, but, in the case of works -brought
into use (or mineral support acquired) during the
yvear 1913, interest to be allowed only for the period
in each year corresponding with the pefiod inter-
vening between 3lst December, 1912, and the date
when the work was brought into use {or the mineral
support acquired). The rate of interest to be 4 per
vent. per annum up to 3lst December, 1915, and
afterwards such rate (not being less than 4 per cent.}
as shall be agreed between the Treasury and the
Railway Executive Commiittee. Regulations in re-
gard to the caleulation. of interest in the case of
works brought gradually into use, and generally as
to giving effect to this claise, to be agreed between
the Glovernment Accountants and the Railway Exe-
cutive Committee. :

The Government to pay forthwith per cent. of
the amounts claimed under this head in respect of
the period to 3ist December, 1915, and the balance
from time to time as soon as the amounts due are
agreed.

2. Stores.

At the end of the peried of Government control, a
cash payment to be madée by the Government to each
of the controlled companiea equal to the difference
between {a) the book value of the stores in stock at
the 5th August, 1914, and (b) the valwe of the same
gquantities of similar stores, calculated—

(1) as to the extent these quantities are in stock at
the end of the control period, at the stock
prices then ruling;

(2) as to the shortage in the quantity at the end
of the control period as compared with the
gquantity at the beginning;

at replacement prices.

The replacement prices to be agreed between the
Treasury and the company as fairly representing the
prices at which the shortage could be made good,
having regard to the quoted market at the end of the
control period, the probable movement of prices, and
the other circumstances of the case,

“Where at the end of the Government control o
company’s stock of any materials is in excess of the
quantities of those materials in atock at 5th August,
1914, by reason of purchases reasonably made for the
purpose of military or naval trafic or requirements,
the Government, in addition to making the above-
mentioned cash payment, at their option either te
purchase such excess guantities at cost price or to
pay to the company fair compensation ih respect
thereof havihg regard to the price paid by them and
the value of the materislas to the company.

Regulations in regard to the calenlation of prices,
the definition of stores, and generally as to giving
effect to this clause to be agreed between tihe
Government accountants and the Railway Executive
Committee,

3, Allowances to dependants of men serving with
H.M. Forces.

As from the commencement of the period of countrol
the Government to bear the cost of any allowance
made by a company in accordance with the Circular
Letters issued or to be issued by the Railway Fxecu-
tive Committes on the matter to the dependants of
an employé serving with H.M. Forces (other than a
commissicned officer) whether euch allowance exceeds
10s. a week or not,

In the case of commissioned officers, the arrange-
ment set out in -Circular Letters Noe. 274, 277, 288
and 321 issued by the Railway Executive Committes
to continue.

4, Damage to railway property by bombardment or
hostile aireraft.

(i) The Government to bear the cost of making
good any damage to property or plant (other than
property the rent of which would normally be in-
cluded in the lower half of Account No. 8 of the
Statutory Form of Railway Accounts) caused by
bombardment or hostile aircraft {including any
damage which may be caused through measures
taken against such bombardment or hostile air-
craft), whether such damage has been or can be
made good during the period of Government control
or not.

(2) Any premiums paid in respect of any auch
property or plant already insured against such risks

‘to be included in the company s ordinary working

expenditure, and credit to be given to the Govern-
ment for any sums received by the companies under
policies of insurance.

(3) In the case of premises helid by a company.on
lease or agrepment, and which if owned by the com-
pany wonld fall within Clause (1), the Government to
indemnify the company to the extent of their legal
liability under the terms of the loase or agreement
in -each casa, '
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6. Charges for services rendered by railwey com-
punies to the Government.

The following rules to be obucrved as regards
charges for services rendered to, or accommodation
or other things provided for, Governmment Depart-
ments by controlled railway compnnies:—

(See letter from Sir A. Kaye Butterworth to Sir
Thomas Heath.)

6. Refund of Surcharges.

Every company to give an undertaking to repay
to the Treasury or to any persou nominated by them
any sums which on a final settlement of accounts may
be found to have been received or retained by such
company in excess of the amount due to them.

. ®
- Enclesure No, 2 to Document 4,

Drarr LETTER T0 RAILWAY COMPANIES.

The Executive Committes have for some time past
been in negotiation with the Treasury with regard
to certain points which at pressnt are unprovided for,
or not clearly provided for, im the agreement for
compensation, the most important of these being the
guestion of an allowance for new capital expenditure,
the responsibility- for damage by bombardment or
hostile* aireraft, and the method of dealing with
stores at the. end of the period of control, The
Executive Committee are pleased to state that on
each of the above matters the Government are pre-
pared to accept the contenticns of the Committee
subject to au agreement being reached on certain
other points, and have expressed their readiness to
onter into an agreement which, in the views of the
Executive Committes, fairly meets the circumstances
of the case. On the other hand, the Government
attach importance to there being a clearer @definition
than at presemt exists of those services renderec by
the companies which are to be charged for and either
made the subject of a special debit or brought into
the monmthly revenue statements, and those, (e.g.,
the conveyance of truops and military and naval
stores and equipment) in respect of which no churges
are to be raised,

The Government also points out that, in view of
the fact that the monthly accounts of the companies
are now being paid without deduction, there should
be some machinery for securing the repayment of
any over-payments which an examination of the
accounts may disclose.

The result of the negotiations has beem embodied
in the accompanying letter addressed by the President
of the Board of Trade to the Acting Chairman of the
Executive Committes. The proposals set out in that
letter have been accepted by the companies repre-
sented on the Executive Committee, and I have to
ask you to let me know, for the information of the
Bourd of Trade, if possible within the next fortnight,
whether your Board is prepared to accept them.

M

“ The General Manager,”
North Eastern Railway,
4, Cowley Btreet,
Westminster, 8, W,
June 23rd, 1916.
Dear Bir Tromas Hearw, :

COMPENSATION UNDER THE Aor oF 1871,

Referring to our interview this morming, will you
kindly let me have a note of the words which you
suggested should be inserted in the first paragraph of
the draft letter to the railway companies.

With regard to the other documents, the points I
have noted are;—

1. Capital Ezpenditure.

I suggeated that the rate of interest on capital
espenditure shouid be 4 per cent. permanently, and
t.hat' in the last paragraph relating to capital ex-
penditure the percentage to be inserted should be

90 per cent., and the date altered to 30th June, 1916,
I understood that you would consider these sugges-
tions, but that, in any case, you thought it would be
necessary that the first payment should be spread
over two or three months for budgeting reasons.

_2. Stores.

The paragraph on the top of page 3 vou will refer
Lo Bir William Plender, and I suggested that it
night be well for him to discuss the paragraph with
the General Manager or Accountant of the South
Yinstern Company, as I know that company is affected
by it.

3. Allowances to Dependants.

You desired some reference io the four-fifths limit,
and I promised to send you a short memorandum
explaining the cases in which the allowances exceed
the four-fifths limit, and also {0 send you details of
the arrangements with regard to commissioned
officers.

5. Charges for Services,

You explained to me generally what had taken
place at yesterday’s meeting, and stated that, from
the point of view of the Treasury, it was very desir-
able that the regylations shounid be agreed and
inserted in the circular to be sent to the companies,

6. Refund of Surcharges.

You said you thought that companies ought to
refund surcharges with interest at the same rate as
is paid by the Government to the railway companies
in cases where there is delay in payment for work
done at cost price,

I mentioned the case of rents and the recent claim
of the Government to have the benefit of ** below the
ll.ne ” premises on payment of loss, and I also men-
tioned the question of income tax in conmection with
interest on capital. As to the latter point, I assume
that the payments made by the Government will be
after deducting the tax current in the ‘period in
respect of which the interest has accrued, ‘

Yours faithfully,
(Bigned) A. Kaye BUTTERWORTH.

8ir Thomas Heath,
Treasury Chambers, S.W.

(8)
London, E.C;

15th July, 1916.
Sir Thomas L. Heath, K.C.B., e

Treasury Chambers, 8, W.
My prAR Sin,

SraTE CoNTROL OF RAILwavs.

We bave covsidered the letter proposed to be
vritten to the Railway Executive Committee andg
that propesed to be written by the Executive Com-
mit._t.ee to the railway companies, drafts of both .of
which you sent us with your letter of the 26th ulto.

Reforring to the letter to the Railway Executive
Committee, which embodies notes of the six clauses
propuoeed to be adopted ns interpreting and amplify-
ing the original agreement, we have the following
comments to make : —

1. Capital Expenditure.

_ We think that the proposed inclusion of land used
in connection with works brought into use since 3Ist
{ecember, 1912, and mineral support acquired in
cobnection with lines actually in use, is reusonable,
ard that the clause may properly be amplified 1
this respect. It should be provided in any regula-
tion that may be framed that in ascertaining the
capital expenditure on which interest is to be calcu-
lated, deduction must be made for the value of works
replaced.

_ We think that, in order to make clear the pro-
visions as o interest in respect of works brought
mto use in the year 1915 some slight rearrangement
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DEPARTMENTAL COMMITTEE QN RAILWAY AGREEMENTS,

of the wording of the proposed clause might he
advisable, which might take some such shape as the
foliowing : —.
1. Works brought intp use (or mineral support
acquired) during 1913.

Interest to be allowed thereon in 1914 from

5th August to the date corresponding to the date-

in 1913 when the works were brought into use
{or mineral support acguired) and in subsequent
years of comtrol for the period in those years
which corresponds with the period in 1913 during
which the works were not in use (or mineral sup-
port not acquired).

2, Works brought infv use (or mineral support
acquired) during 1914 or in subsegquent
years.

(a) Prior to the 5th August, 1914,

.Interest to be alowed thereon irom the &th
August, 1914, throughout the period of comtrol.

(b) From the 5th August, 1014,

Interest to be allowed thereon from the date
when such works were brought into wuse (or
mineral support acquired) and throughout the
remainder oi the period of control,

We are of opinion that the rate of 4 per cent.
should be