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REALTY OWNERS AND WATER RATES

Published by the Shanghai Realty gwners Association
96 Peking Road, Shanghai.



JNTRODUCTION

(Summarizing the views of the  Association on the question of water rates)
*“As people depend for thtir existence upon fire and water So a man will not be
refused g giving even if he knocks the other man’s door at the nndd]e of the night and
asks for either of the two for both are ubiquitous.” - Meneious

This interesting phenonemon as described inthe Analects of Mencious does not exist
in Shanghai to-day, especially in that part of Shanghai where foreign settlements
are situated. For both fire and water become commodities in this city, fire in the
form of gas and electricity and water in the form of water supply. There is how=
ever distinction between them as regards the degree of their availability. If people
do not consume gas or electricity, they can easily resort to other means to procure
fire.. The case is different with water for as all the creeks and rivalets in the

city have been filled up, the only natural source of supply is the Soochow Creek and

I



1]

the Whangpoo River which are so far away from the congestcd living zone that it
is rext to impossible for the residsnis to procure drinking from them. The difficulty
-of getting water in shanghai is far beyond the imegination of Mencious when he wrote
his Analects,

As has been intimated, water is a commodity in Shanghai. If it is a commodity
in the same way that rice, cloth, eie.,are commodities, consumers will not experience

ay hardship in getting their supply at moderate price, for then dealérs in water
supply will be more than ore and cempetition among tlﬂem will afford a safeguard
against corporate avarice of any of them. But like other public utilities. water
supply is a natural monpoly which, however, isnot a municipal concern in Shanghai
but is managed by the Shanghai Waterworks Co., Ltd., a vrivate corporation undre
British flag which is exempted from the control of Chinese laws and law courts,

The gompany has its capital interms of gold and is authorised to issue a fixed dividend



of 9%per annum to the shareholders and also to issue. bonus shares out of the Reserve
Funds. Under these circumstances, the interest of the shareholders  is securely
guarded at the expense of the consuming public.

In autumn last, the Company received the sanction of the Shanghai Municipal counc‘il
to impose a surcharge of 25% on ths existing water rate and cited as reasons for
the surcharge the appreciation of gold and the depreciation of silver in the exchance
market.' In the face of popular opposition, the Company resorted to such drastie
measure as ‘‘the discontinuance of supply” as a means of foreing the consumers to
pay the inecreased cost. This direet action taken by the Company was in no way
authoriseri by any ecompetent court hut mersly on the sufferance of the Council, It
could be likened to a robber who siezed one’s throat and demanded money. Such a
phenomenon is again beyond the imagination of Mencious when he wrote his Analects.

When the surcharge was first announced, the members of this  Association having

"
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fully appreciated its effeet upon the tenants of houses in the International Settlement
of Shang‘hai and ‘the hardship it would inflict on the consnming public decided in a
ma3eting to oppose the proposal by sending protests to both the Council and the €om~
pany and addrvessing letter to the Shanghai Chinese Ratepayears Association asking
for concerted action.
The Ratepayers Association responded to our request. When the feud of oppositien
ran high ih the Shanghal community, the Chinese members of the Munieil, Messrs,
' Xu Ya-ching, L. T. Yuan, Singloh Hsu, ©. 8. Lieu and T. D. Woo proposed to the
Council without effect that the question of watar surcharge be reconsidered. In the
meantime, the Waterworks company pus into effect the discontinuance of supply as
an intimidation to the consumers. The situation thus created was next only to the
May. 30 Incident so far as its degree of gravity was eoncerngd. The Chinese Coun-

-eillors, having besn aware of the seriousness of the deadlock, in a letter to Secre~



iary General 8. Fessendsn (who negotinted and signed the pressent Agreement with
the Waterworks Compahy and served onh the Company’s Board of Directors) proposed
a special Council meeéting and a decision was reached that the surcharge should be
temporarily collected and an expert on waterworks engaged from abroad who was
required to present 4 yeport on the financial aspect of the Company’s administration

not later than in Septéimber of 1931,

It has now been learned that the expert in the person of Mr. N. Hill of New York
will arrive at Shanghai at the beginning of September. The time limit set for the
presentation of his report as decided at the special Council meeting will necessarily
be exceeded.

This Assocition avails itself of this opportunity to Present to the public the fol~
lowing views on the water rate question:

!
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1, 'The Waterworks Company cannot take such direct action as the discontinuance
of supply as an ‘intimidation to those consumers ‘who refuss to pay the increased
rate but should appeal to the competent court and abide by its decision.

2. ‘Th‘e capital of the Company should at the average exchange rate for the past
“ten years be converted into silver so that the consumers will not be called upon to
pay increased rate to atone for the loss of the Compaﬁy entailed by exchange depreciation.

3. The honus| shares issued by the Company should be withdrawn and be reverted
to the Reserve Funds,

4, The fixed dividends of the Company paid to the shareholders should not exceed
1 per ceni. J ’ '

5. The present system of collection of water rates should be remodslled after that
employed by the-telephone and electricity companies. The Company should assume

direct charge of the collection. If it continues to be entrusted to the landlords.u

L]



certain amount of collection fee should be paid to them, at present 5% being charged
by those who collect rentals for the beneficial owners of houses.
6. The Company should base the calculation of water rates on the actual rentals
- of houses. For instance. a rental of $100 per menszm includes in itself :;L water
rate of 6%. It represents gross rental, and cannot be used as the basis for the cal-
culation of water charges. The income of the Company derived from the imposition
of rates on gross rentals amounts to approximately $25(),060 per annum. |
Mr. N Hilll has now started his east bound journey. The members of the.
ébunéil’s Utility Committee will begin to set down to work. Whether the expert
| !{as ‘entertained any sense of racial bias and whether the Council has any real inten-
tion to protect the interest of those from whom it derives its ruling authority will
‘remain to be proved.

. September 1, 1931,
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Letter of protest addressed by the Shanghai Realty. Owners Association to the
shanghai Waterworks Co., Ltd., under date of September 10, 1930 on the subject
* of water surcharge?
C. D. Pearson, ESq.,
kngineer-in-chief & Manager,
shanghai Waterworks Co., Ltd.,
96 Kiangse Road.

SIR,~—I have the honour to inform you that the S8hanghai Realty Owners Associa-

tion hereby lodge a formal protest against the surcharge of 25 per cent. of the

existing water rates proposed by your company, sanctioned by the Shanghai Muni-
eipal Qouncil and announced to the public to ba made effective assoon as practicable.
The explanation of the circumstances leading up to the present development as fur-

nished by your company in a statement issued o the press on Aungust 6 dogs mob



afford“a justification of the proposed inerease. Tha proposal, in the opinion of this

Association, cannot be vindicated either on the ground of principle or on the ground
. of expediéncy, and, If carried into effect, constitutes a gross violation of ths a-
grcement hetween the Council and your company dated March 17, 1928,

Water supply is a public utility that stands in a class by itself for not only isthe
~water serviec a natural monpoly but the demand for water is a demand for an ab-
solute necqésjty. Many an authority on Municipal Government even goes so far as 6o
advocate absolute public ownership of the water supply system as much because the
waer msupp;ly‘ haﬁi'a relation to public health and has, therefore, the contr‘ol of the
iﬂ-ami'-déatﬁ rate of a city as because there is apublic interest that may be adverse~
v ;ffected by a private company’s rate-making policy. Besides economic motives,b
which mﬂe ‘the ordinary businesS concern, there are social motives which govern

the mq.ﬁig'emenb of a waterworks company. Such company owes more obligation to

<
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bhe pubhc for their interest and welfare than to the shareholders for their profits
and dwxdends In formulating the policy of the company and directing the operatuon
of the servme, puhc interest is, therefore, paramount and should transcend all other
conslderamon*s

To seek proﬁts for mvestorb at the expense of ths eneralkpublic by pursuing a
rateQmakino Pdlicy is diametrically opposed to the basic principle upon which an
' umhty company is operated. Inthe light of these reasonings, this Association strong-
thma.mtam that the proposed surcharge of 25 per cent. of the existing water rates put
forwiii-d by your company will jeopardize the interest of the individnal citizen and
th; entire community and is an unreasonable move which cannot be acceded to by
the public at lavrge whose sufferance comes first and the authorities’ sanction comes

_mext.

The fundamental reasons-accountable for the present move as stated byA your com-



pany are low exchange aud enhanced cost of materials, which conspire to cause d

ficiency in nett proflt out of which allowances for fixed dividends are mads. Allow
us- to point out that, as the community have never been benefitted by a lower water
rate a,gaiﬁst a high exchange, they should not bz called upon to pay a higher water
rate ﬁgainst a low exchange to atone for the deficiency in the budget of your com-
pany. To go a step further, water‘ rates are colle’cted at flxed percentage on the
rental of the dwelling houses. Subject to the operation of that economic law of
supply and demand, the rental in Shanghai has rvisen within a brief span of two
decades to 10 to 15 times higher than it was before. The corresponding increase in
water rates following automatically the rapid rise of house rentals is at once star-
thrig and must have put your company on a fiinancially sound basis to combat any
bad years to come.

The reserves accumulated in these favourable voars under the equalization of divi-
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dends. account and the tariff revison suspense account must have been sufficient to be
used and applied to meet the the deficiency your company now experience in making
the allocations te the shareholders. It can hardly be justified that, within a short
span of three years after one tariff period batvely expired, an increase of 20 per cent,
was made, a surcharge of 25 per cent. is being asked and ““a large increase in water
rates in 1931°° is again anﬁicipated.

To take the second reason—enhanced cost of materials—into consideration, one of
the biggest items in the estimate of expenditure of any company is the cost paid for
raw materials The raw material your company consume is that turbulent currené of
the Whangpoo River which isan inexhaustible resource at your commsénd. As to cost -
of operation, the expenses involved in the installation of water mains are considered
& big item, but the branch mains in the dwelling houses are installed at the landlords’ own

expense, ®nd your company charge an installation fee of from Tis. 50 for four inch



mains to Tls. 175 for four inch mains when the branch mains are connected with the
central mair _

In addition to paying water rates, therefore, the consumers have really éhared with
your company a portion of the cost of operation, which is by no means negligible.
Eohanced cost of materials will cease to be & reason for a surcharge when the i;ree
supply of the company’s raw material and the consumers’ share in cost of operation
are to be reckened with.

Lastly,' the proposed increase of water rates constitutes a wviolation of the agreement
entered into by the Council and your company dated March 17, 1928, inasmuch as
the agreement stipulates a tariff charge for a tariff period within which no changet
of rates is permitted. To impose a heavy surcharge before the expiration  of the
tariff period with the primary object. of lessening an anticipated increase in the

succeeding tariff period can not ke accepted as a justification for whether tha¢ in-
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crease anticipated by the directors of your company is justifiable and can be carried

‘into effect remains a matter for public.scrutiny and sufferance when the revision of
the tariff charges is brought up for the Counecil’s sanction. And as the Council has
promised to reconsider the whole question in the event of the sterling value of the
tacl appreciating to two shillings, we have much reason to doubt the necessity of
thas incregse expected by your directors with exchange now steadily appreciating.
This association is representative of the owners of realestate in Shanghai who are
directly interested in the present question. In filing the protest, however, we are
voicing the opinions of the property” owners in particular and the community in
general _) for pulic inferest is as much affected by the proposed increase of water rates
as the interest of the member of this association. We hope we have made our stand |
clear enough to you and are looking forward to secing public aspirai‘iioné fully com

piied with.



2,

Yours faithfully,
shanghai Realty Owners Association
per PEHAN LI,

secretary.

Reply to the foregoing:

Pehan Li, Equire,

Secretary,

Realty Owners Association.

8ir—I am directed to acknowledgs the reesipt of your letter of the 9th instant lodging
a protést against the surcharge of 25 per cent. on the water rates of this Company
recgntly sanctioned by the Shanghai Municipal Qouncil and announced to consumers,

and in reply thereto to assure you that all of the points to which you refer received

{H
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wery close attention at the hands of both the Company before the surcharge was moo=
ted and of the Municipal Council before it was sanctioned, Nevertheless your letter
has received the very.careful consideration of my Directors ’and 1 am instructed to
reply thgreto in detail.

What my Directors would ask the members of your Association to appreciate in
the first place is that for the period 1905 to 1927 the Company operated under an
agreament with the Municipal Council whereby water rates were flixed and profits
were unlimited. In spite of the high values of the Shanghai tacl which occurred on
occasions during the period, the agreement was adverse to the Company on account |
of the ever-increasing costs of materials more especial]y subsequent to the great war;
the Company’s affairs had in fact reached such a pass that, ‘unless agreement upon
different conditions had been made, the Company would have been unable to raise

the capital necessary to extend its works in order to cope with the ever-increasing



demand for water. Under the agreement dated March 17, 1928, the Company’s pro-
fits are fixed and the tariff of water rates is subject to periodical revision.

The charge of making profits for investors at ths expense of the public is entirely
unjustifiable. The Company is not permitted under its franchise agreement to pay di-
vidends greater than those fixed by the Municipal Council. »

The foregoing will explain why the community has not been directly benefitted in the
past from high exchangs; under the 1928 agreement however if exchange goes up, |
eonsumers will reap the advantage and it is for this reason that the Municipal Ooun-“»"
¢il in sanctioning the surchafge, has provided that if the value of the Shanghai tael
appreciates to 2/-, the surcharge will have to be reconsidered. Your letter suggests
that the reserves accumulated on Equalization of Dividends Account and Tariff Revi-
sion Suspense Account should be sufficient to meet the deficiency; examination of ths

Tast published accounts would have shown you that there is no balance on Tariff Re-
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vision Suspense Account and the whole of the halance on Equalization of Dividends
Account has been taken into consideration before mooting the  suggestion of a sur-
charge.

Yoﬁ, allude in your letter to the rise in house rentals in recent years. Full allow-
ancé for this has been mads in the periodical estimates and on the other side it may
be pointed out that with the general adoption of the Gregorian calendar, there is no
longer the reve.nﬁe for the intercalary moon. Then dgain the increase in water rates
due to enhanced rentals is more than counterbalanced by the very much higher
demand per capita and it is auticipited that this year the consumption per hzad will
| be higher still.

In regard to the cost of supply, the Company’s raw material is as you say the
Whangpoo River but there has been avery large increase in the cost of pumping and

purifying this raw material. In order that the magnituds of this may be better



appreciated, my Diractors would extend to a delegation of your members an invi~
tation to visit the pumping station at Yangtszepoo when they would bz in a posi-
tioﬁ to see the tremendous amount of material and labour required to convert the
raw water from the river into water of a quality fit for delivery kto consumsrs. As
you say ths water‘ mains are paid for by the Company and branch pipzs by property
owners but the Company pays for the maintenance of both mains and branch pipes.

The Agrement between the Municipal Council and the Company dated March 17,
1928 provides that the tariff of charges shall be subject to revisison at such periods
as may be from time to time agread upon by the parties thsrsto. There would
appear to be no grounds for the suggestion that the surcharge is a violation of that
agreement.

In conclusion, I am directed to express the hope-that after \considaration of this

letter and a visit of the delegation to the Gompany’s Pumping Station at Yangtszepoo,

IR
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the invitation to which it is B'oped will be accepted, your members will réalize in
view of the d'fference in exchange between 2/5% per tael at which the current esti-
mates were fixed z;hd 1/1 per tael now subsisting or over 35 per cent, that a surcharge
of 25 per cent on water rates is reasonable and in fact unavoidable if the efficiency
of the water supp'!y is be maintained.
Yours faithfully,
W. R. Walter,

Secretary & Depuly Manager,

3, Letter addressed by the Association to the Shanghai Municipal Council under date
of September i4, 1930, askir{g for the withdrawal of the Council’s sanction of the

surcharge:



E. B. Macnaghten; Esqu‘lre.ﬂ
Chairman, shanghai munic¢ipal Council.

Sir—We have the houour toinform you that this Association. phe Shanghai Realty
Owners Association. filed a formal protest with the Shanghai Waterworks Co., Ltd.,
on September 9, agﬁinst the proposed svrcharge of 25% of the existing water rates
announced to the public to be made effective as soon as practicable. The protest
points-out that the proposal can not be vindicated on the ground of principle or of
expediency and constitutes a violation of the agreement entered into by the Munici-
pal ‘Council and the Company in 1928 under which a tariff schedule for a tariff
period is stipulated. k ’

Prineiples of Municipal Government dictate that public utilities which are mono-
polies by nature shofiid be municipalized, and if they are opera.téd by private concerns,
they should be properly regulated. For, says an eminent authofity on the sﬁbjeét,

11
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it is the inclination of all monopolies, when lsft unregulated, to enrich themselves
at the expense of t;hez;r customers and patrons It is the duty of the public authori-
ties to give a full measure of protection of the interests of the individual citizens
and the entire community against the corporate avarice of a natural monopoly.

The fundamental reason accountable for the proposed increase of water rates as
~ stated by the Company is that. on account of low exchange and enhanced cost of
materials, the company’s net profit this year is not sufficient to pay the fixed divi-
dends on the Company’s gold shares at the then current exchange rate of 1s6d to a
tael. With regard to this very reason—deflciency in the Company’s net profit in
making dividend allocations to the shareholders—this Association venture to put for-
ward afew questions upon which we wish to ask for enlightenment:

1. How much is the deficiency in this year’s net profit of the COmpany in paying

the fixed dividends™n the Company’s shares?



II. Are the reserves under the Equalization of Dividends Account sufficiens, or havo
they been used and applied, to make up such diﬁciency? If not suificient, how much
more is needed to meet the defleiency?

T, Has the steady appreciation of Sterling-Tael exchange from 1s 6d when the
deflciency in the Company’s net profit in paying dividends was first calculated to is

71/4d =at present prevailing altogether no appreciable effect in reducing such

deficiency?

Iv. In making allocations to the shareholders, has the agreement ever provided
that maximum dividends must be guaranteed to the shareholders every year, no mat~
ter favorable or otherwise?

V. As the agreement provides for quinquennial revision of tariff charges, on ﬁhab
basis is the Company’s claim to revision in 1931 supported?

This Asiociation do not know whether the Company have elucidated these five points

111
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in their explanation of the proposal to the Council, but certainly they have not done
so to the public. As the public are called upon to share the Company’s grievance,
they are entitled to know as much of the Company’s financial standing and the real
state of affairs that lies behind the present development as the directors of the
company, their shareholders and the Municpal Authorities. We venture t0 recommend
that the council undertake to inspect the books and financial records of the Company
in virtue of the authority conferred on the Council by Clause 23 of the agreement
entered into with the Company so as to make explicit to the public the fiscal
conditions of the Company in the directions indicated by the above ques tions waiting
foran unbiased verdict of society.

In conclusion, this Association earnestly request the Council to reconsider the pro=
posal of the Company to increase water rates in the interest of the individual citizen

and the entire community, to withdraw the Council’s sanction of the proposed sur-



charge, and above all, when the revision of tariff charges is brought up for
consideration at the expiration of the present tariff period. to take public interest
as paramount and to consult the public to the fullest extent before any claims on
the part of the Company are granted. ‘
We are looking forward to an early and a favouable reply of the Gouncil.
Yours fatthfully,

Shanghai Realty Owners Association.

4, Reply to the foregoing:

September 17, 1930,
Pehan Li, Esquire.

Secretary, Realty Owners Association.
Dear Sir,
I have to acknowledge receipt of your letter of September 12, 1930 relative to
f‘Hﬁ
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the proposed surcharge on existing water rates in which you request answer to five
apecific questions.

In reply, I am pleased to answer these questions seriatim.

1, The deficiency in this year’s net profit is dependent on the course of exchange
and more especially the rate of exchange at which the final dividends are payable
next March. Assuming exchange for the final dividends is 1/6 per tael and they are
able po pay the full fixed dividends for the year, the deficiency is estimated at
$64¢,242, The surcharge will reduce this deficiency by approximately $215,000,

9, The Balance of Equalisation of Dividends Reserve is $380,000 (approximately).
This wiii be set against the above deficieney whiqh, with the surcharge, will thus
be reduced to $51,242 (estimated),

3. If exchange for the final dividends i's 1/7%, the cost of the dividends will be
reduced by $55,225.34.



F3
4. The 1928 Agreement provides for payment for each year of fixed dividends
on the different classes of shares and that where in any year the net pro fits are

insufficient to pay any of the dividends, the deficiencies shall be payable out of
the net profits of a succeeding year.

5. The 1928 Agreement provides that the tariff of charges shall be subject to

revision on Ist July. 1999 and thereafter quinquennially, or at such lesser period®
as may be from time to bime ugreed upon by the parties thereto. The preset tariff

period. was to expire on 30th June 1931 but by astcement 16 has now been extende

p
to 315t December 1931,

Referring to your recommendations that the Council undertake to inspect the books
and financial records of the Waterworks Companv I may state that this has been
carried out by the Council every half year since the 1923 Agreement came into force

Your request that the Council reconsider the proposal of the Company to increase

14
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the water rates will be laid before the Council and in due course you will be informed
a8 to its decision.

In conclusion, I may say that I have read with interest your observations regard=
ing the municipalizing of public utilities and the consulting of the public in matters
affecting these utilities. .

These are matters which raise very broad issues upon which there does not ap-
pear to be a unanimity of opinion. I am sure you will agree with me that it is
impraéticab]e to enter into any extended discussion of thess subjects in brief exchange
of cbrresponfience.

I am,
Respectfully yours.
(signed) E. B. Macnaghten

chairman,



B, Translation of a lettar a.ddrSesed by the Assoeiation o the Shanghai Chinese Rate~
payers Association under date of Dzcember 3, 1930, in which reasons for opposing
the surcharge are enumerated:

1, Wwell accepted principles of the law of contract do nob place any responsibility
upon the consumers to vindicate the investors’ interest as guaranteed in the agreement
between the Shanghai Muonicipal Council and the waterworks company:

The only reason for the surcharge as advanced by the Company is that the sur-
charge will enable the Company to pay the interest to their shareho}ders‘ to such a
rate as is guaranteed by the Council in the agreement entered into with the Company
on March 17, 1928, well accepted principles of the law of contract dictate that any
deficiency which will be experienced by any Compay in meefing the guaranteed
interest on their shares should be mads by the guafa.ntor, and in the present case

the guarantor is the Shanhai Municipal Council, Fven if the CouncilP’s reasoning is
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‘eonceded to be correct that in entering into the present contraet the Council acts as
representative of the Ratepayers (who are consumers at the same time) and as such
any atonement for the loss of the Company’s shareholders should be born by the
Ratepayers, the fact remains that the proposed surcharge is tantamount to the in=
crease of the financial burden of the Ratepayers and should therefore be sanctioned
by the Ratepayers meebing and not by their representative. In Public Finance, if the
interest on the shares of a public ubility is guaranteed by thé Central Government,
the -deficiency should te met by the National Treasury, and if it is guaranteed by
the local government, it should be met by the Municipal coffer. And in Business
Finance, either in an industrial enterprise .or inn ubility company, the cusbomers have
rarely been called upon to pay the company’s interest guaranteed by 2 eentral or
local authority to their shareholders. The purpose of guaranteed interest is two—-fold:

on the one hand it guarantees a legitimate return on investinent while on the

w



other it protects the consuming public from corporate avarice of a.natural monopoly"
2. The Cquncil’s guarantze of the interest on the Waterworks Company’s shares is
absolutely unnecessary:
| ‘In a municipality which is saturated with prosperity and in which the residents’
demand for vital article is constantly on the increase, guaranteed interest is abso-
hately unnecessary either to attract new capital or to stabilize the fiscal foundation
of a utility enterprise like the Waterworks Company. It will be recalled that as
before 1927 the Council did not extend any protection to the return on the Company’s
investment, but instead a limitation was set on the Company’s tariff of charges, no
complaint was heard that the Company was working under any distinct disadvantage,
or that the investors received less remunerative returns.

In the second place, the A share of the compa.ﬁy is sold at 25 pounds on the Lon=-

don market, and according to the rate of interest prevailing on the London market,

ni
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the annual retﬁrn is 7.2%. ~As the Company is a public utility. and the people’s
demand for water will experience little or no change, the interest on the shares will
be as stable as that on government bonds or reai estate investments. The interest
" to the sharcholders therefore should in all probability be lower than that prevailing
on the market,

In the third place, the average interest and bonus allotted to the shareholders of
the Company for the past fiffeen vears is 11,23%. and the return on investment for
1928 and‘ 1929 amounts to more than 10%. Thz interest guaranteed by the Council
to the company’s shareholders is 9%, but exceeds that ratio in point 6f reality.
The so-called guaranteed interest, therefore, works to the unilateral advantage of
the investors to the detriment of the community.

In the fourth place, after guaranteed interest system was introduced, the expendi-

ture of the Company has steadily undergone rapid increase. It is incompatible with



the principle of scientific ‘management evén when the rate of increase of a Ccompany’s
production and that of a Company’s expendifure are maintained in a state of equili~
brium. It is therefore hardly understandable that the rate of increase of the
‘Waterworks Compahy’s production js only about 22% while the increase of expenditure
is about 43%. There is much reason to beiieve that the Company reaps real material
advantage when the mtere% of their sha“eholders is gnara.nteed by the cCouncil and
hence pays no attention to the economization .of the Company’s expenditure.
3'. The iésuance of the bonus shares by the Company is not in the interest of the
public;

A perusal of the Repért by the gentlemen appointed by the Ratepayers Assocaia=
ti’on to inspect the accounts of the Company shows that the Company has issued bonus
shares to the shareholders out of the reserve of the Company. The reserve if uncon=

verted into bonus shares will yield a good interest to the credit of the Company.

11
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The conversion on the contrary will entail an annual loss to the Company of appro=
ximately £27,000, granted the rate of interest on the reserve at the Company’s
eredit is 5% per annum while that on the bonus shares at the Company’s debit is the
guaranteed 9%, The profit to the shareholders means the corresponding loss to the
Company and indirectli‘ the public. The separation of the Fittings Department from
the Company again works detriment to the Company but to the»shareh'olders benefit,

4, The abrupt change of exchange is a natural distress:

The abrupt change that has beset the exchange market is something tantamount to a

natural distress which cannot be proviided against. As the Company had derived

profit out of the change in 1919} it should be prepared to cope with any loss caused
by the same occurrence. Even though the Council is a party to the contract. it

is under no obligation to atone for the loss of the Company entailed by natural

distress. For such is a common provision to be found in any form of contract in

3
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In conclusion, the Association strongly maintains that the deficiency of the Com=
pany’s guaranteed interest should be made up by the Council, ths guarantor,and that
the agreement should in the immddiate future be rcvised under the following
principles? *

1. The com;Ja‘ny’s capital shold be converted to silyer, at the averge exchange rate
for the past ten years.

2, The guaranteed interest should bs abolished and limitations on tariff of charges
established.

3. The bonus shares and ﬁhe Fitbihgs Company should be restored to the Company or
to the Council.

4, A Chinese Councillor should be invited to be the Company’s supervisor in collabor=
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ation with his foreign colleague.
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