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has been expended and lines purchased or leased .on 
rumous terms, to secure advantages which are now 
proposed to be surrendered by entering into a joint 
purse agreement with the opposing Company. The 
first step that is necessary is an entire· reconstruction 
of the Board. Then let there" be a searching and 
fearless investigation into the actual position of the 
Company; let the rolling stock aild permanent way 
be valued, and such additions and improvements, 
at the cost of Revenue, made thereon as will bring 
them up to their original value. Thereafter let them 
be maintained and improved out of Revenue, as is 
the practice in the London and North Western. 

let:it have a system of Audit which is a 
reality and not a sham. It is simply a truism to 
state that the profits of a year's. working cannot be 
be estimated until the wear and tear of rolling stock 
and permanent way during that year are provided 
for out of Revenue. It would be unnecessarY 
to insist on tJ;ris point were it not that Directors, 
Auditors, and speCUlative Shareholders, who care 
only for the momentary dividend aild market value 
of the stock, have shown a strong disposition to 
ignore it. But it is a law which cannot- be ignored 
with impunity. Already something like ruin of the 
Ordinary Shareholders is threatened by the neglect 
of sound and prudent principles, and continuance 
oj such neglect will seriously endange1' the interests 
of the P1'ejerence Shareholders also. All classes 
of holders have therefore a common interest in 
enforcing the adoption of the principles which I have 
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advocated, and which are now endorsed by the most 
eminent authorities on railway finance. Nothing 
but prompt and vigorous action, on the part of 
the Shareholders, in the direction I have indicated 
can save the Caledonian Railway from drifting into 
a more serious position than that in which it is at 
present placed. 

I will only add, in conclusion, that my views 
having been challenged by the Chairman of the 
Caledonian Railway Company, I have submitted the 
whole documents relating to this contrQversy to 
Messrs. Price, Holyland, & Waterhouse, of London, 
who are the professional accountants of several 
English Railway Com panies. From their high 
professional standing, great experience in railway 
accounts, and freedom from bias, their opinion, 
given at length in the Appendix, is entitled to 
great weight, and will be accepted by the general 
public (if no~ by such of the Caledonian Share­
holders as II prefer a large dividend based on a 
cheat to a smaller one honestly earned" ) as 
conclusive upon the subject of Caledonian dividends 
during the two half-years ending 31st July. 1867. 
And I may further observe that the opinion and 
estimate formed by Messrs. Price, Holyland, and 
Waterhouse, pf the financial position of the Cale­
donian Company, are not made up on any ultra. 
severe principles, but on those adopted by all 
sound lines. 
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APPENDIX. 

Tmu following accounts and documents referring to the 
two half-years ending the Slat July, 1867, have been 
left with us :--

Reports of the Directors and Published Accounts, 
Statement of Accounts, 18th March and 10th 
September, 1867; Report of the Committee of 
Inquiry to the Shareholders, dated January 8rd, 
1868; the Observations of the Auditors on the 
Report of the Accountants to the Committee of 
Inquiry, dated 20th January, 1868; and the 
Reply by the Accountants to the Committee of 
Inquiry on the Observations of the Auditors, 
dated 28th Ja.nua.ry, 1868 ; 

with II. request that after examining them, we would give 
our opinion on the following points: 

lat.-As to how muoh, if any part, of the charges of 
Capital in respeot of the Main Line during this period 
ought to have been debited to Revenue. 

2nd.-Whether, referring to the Observations of the 
Auditors on the Report of the Accountants to the Com­
mittee otInquiry, we agree with those gentlemen in 
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stating that the principle upon which railwary accounts 
have hitherto been based has been" to charge to Capital 
the cost of all additions to the line, stations, rolling 
stock, or other property of the Company, as well as the 
additional cost, over and above the first outlay, of any 
improvement in the renewal or substitution of per­
manent way or works." 

Srd.-Whether 5d. per train mile, as estimated by the 
Committee of Inquiry, is sufficient for the maintenance 
and replacement of the rolling stock, and if considered 
insufficient, what the amount should be '} 

4th.-Whether Premiums received upon Stocks issued, 
belong to Revenue or Capital; whether they may be 
applied to increase a dividend; and if they belong to 
Revenue, how sh~uld discount allowed upon the issue of 
Stock be borne'} . 

5th.-As to the amount of the surplus, if any, during" 
the past two half-years a.vailable for ~vidends on the 
Ordinary Stock which, after all proper charges to Revenue, 
had been made. 

It must be remembered that the following replies are 
founded upon such papers only as have been laid before 
us. 

lBt.-We cannot state with accuracy how much of the 
charges to Capital in respect of the Main Line ought to 
have been debited to Revenue, but the small amount 
charged to Revenue for maintenance of way and works 
and stations, shows either that the railway has not been 
properly maintained, or that the expenditure incurred 
in keeping it in repair has been carried to Capital. We 
are satisfied that for the two half-years under review. a 
further sum under this head of at least £34,817 ought 
to ha.ve been cha.rged to Bevenue. 
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2nd.-We find a difficulty in sa.ying whether we' do or 
do not agree with the Auditors, as we are not sure of 

: the meaning which they attach to the word U additions." 
If by "additions to the line" their meaning is limited 
to new lines, a branch or an extension for example, no 
doubt the cost would be a proper charge to Capital, but 
there are many things which might be included under 
the term "additions to the line" which are Revenue 
charges. Additions to stations can be admitted against 
Capital only on condition that Revenue is charged with 
the entire original outlay upon the buildings destroyed 
to make way for the alteration or enlargement, less the 
amount, if any, that may have been written off in the 
meantime for depreciation and the value of the old 
lllateriais. 

We feel the same doubt as to the meaning of "additions 
to rolling stock" as to the" additions to the line," just 
mentioned, and the principle of our observation above 
applies to these also. . 

We do not agree with them in. thinking that the 
" additional cost over and above the first outlay, of any 
improvement in the renewal or substitution of permanent 
way and works," is a charge against Capital. Additional 
value may be, and probably this is what is intended 
by the Auditors. 

Srd.-We do not think 5d. per train mile suffieient for 
the maintenance and replacement of the rolling stock. 
We think a charge of 6id. per train mile should have 
been made. 

4th.-Premiums received upon the issue of Stock do 
not belong to Revenue, and ought not to be used to 
augment a dividend. They are a profit on Capital. No 
doubt it is competent to the Shareholders to divide the 
profit as a bonusJ but it is wiser to apply it to Capital 



28 

expenditure. This opinion renders it mmec6ssary for UII 

to answer the latter part of the inquiry, as to how the 
discount allowed upon the issue of Stock should be 
borne, a. question not wholly free from difficulty. 

5th.-We are of opinion that if all proper charges to 
Revenue had been made, not only would there not have 
remained any surplus available for dividends upon the 

. Ordinary Stock of the Company, but the Revenue 
'account would have resulted in a balance on the debit 
side. 

(Signed) 
PRICE, HOLYLAND & WATERHOUSE. 

IS, GBESlLUrI STREET, LONDON, 

4th Feb'I"UM'/J, 1868. . 


