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OF
THE TRiBUNAL OF IN UIRY
INTO
DE..LINGS IN GREAT SCUTHERN RaILW.YS STOCKS

BETWEEN THE FPIRST DaY CF JaNUARY 1943, AND

THE 18th DAY OF NOVEMBER 1943.

To/

THE wiNISTER FOR INDUSTRY AND COLLERCE.

FART__ONE
INTRODUCTCRY

On the 24th November 1943 Dail Kireann passed the resulution

Py & oe b L4 L.

following:~ :

"That it is expedient that a Tribunal be established for
"inquiring into the followin, definite matters of urgent
"sublic im,ortance, that is to say.-

"To investigate and re.ort on the dealings in Great
"wouthern wailways Stocks between the lst day of January,
"1943, and the 18th day of November, 1943, and the extent,
"if an,, to wnich any of such dealing.s were attributable

"to the improger use or disclosure of information concerning

"prog.ousals for the ca,ital re-or_anisation of the Great

"Southern Railways."

Ci the 25th Jovember 1943 Seanad Kireann passed a reswlution

’

in the same terms.

Pursuant to the said resolutions the Minister for Industry
~and Commerce (hereinafter referred to as "the Minister“)

by Order, dated the lst Lecember, 1943, agpointed us "to
"investigate and report to him on the following matters.-
"(a) tne dealings in Great Southern Reilways Stocks between

"the 1lst day of January, 1943, and the 18th day of Novembef, 1943,




*{b) the extent, if any, to which any of such dealings were
"attributable to the improper use or disclosure of information
"concerning proposals for the capital re-organisation of Great

"Southern Railways."

The said Order also directed that the Tribunals of Inquiry

(Evidence) Act, 1921, (as adapted) should apply to the Tribunal.

The Tribunal met as soon as possible to disucss matters
of procedure, methods of investigation, and the position
generally. It was decided to ask for the appointmeht of a
Secretary independent of all individuals or interests likely
to be concerned. At oﬁr request Mr. Malcolm H. G. Ellis,
Barrister-at-Law, was, on the 9th December, 1943, appointed

to be our Secretary.

At the outset we directed him to take certain steps to
obtain necessary information. Pursuant to our instructions
he wrote requesting precise and detailed information relevant
to the subject matter of our inquiry to the following persons:=
The Secretary and Chairman of the Great Southern Railway
Company (which, for the sake of brevity, we will hereafter
call the 'Company'), to every Stockbroker and every Bank in
the State, and to the Secretary of the Department of Industry
and Commerce. i agdition, he inserted an advertisement in the
three Dublin morning papers and in the Cork Examiner requesting
any person in a position to assist the Tribunal to communicate
with him. Particulars of these letters and the advertisement
will be found in the Schedule Part One. The informetion supplied
in response to these preliminary inquiries has in every case,

where it is relevant and material, been verified upon oath.

We held & preliminary sitting on the 22nd December, 1943,
with a view to aséertaining what assistance we were likely to

obtain,ywho was desirous of appearing or of being represented

before us, and the names of probable witnesses. At this sitting




the Chairman read the lMinister's Order, and the Tribunals of
Inquiry (Evidence) Act, 1921, and repeated the request for
information and the invitation contained in the advertisement.
Mr. Carrol (0'Daly, Barrister at Law, appeared for the Attorney
General who offered to give the Tribunal all the assistance in
his power. MNr. R.C. Ferguson, Secretary of the Department of
Industry and Commerce, stated that he had been instructed by the

Minister to give the fullest information required. Mr. Gordon

Bradley, Solicitor to the Company, stated that he was instructed to

say that the Company and the Directors individually would do all in
their power to facilitate the Tribunal, but informed us that it would
take time to comply with our Secretary's request for information

and feared that the return asked for would not be ready before the
20th January, 1944. At all subsegquent sittings Mr. Cecil Lavery, S.C.,
and Mr. William Fallon, Barrister at Law, represented the Company,
instructed by Mr. Bradley. lNr. Eoin O'llahony, Barrister at Law,
instructed by Mr. David H. Charles, appeared for the Great Southern
Railways Stockholders' Protection Assodiation, and for iir. J.Corcoran

of Cork. He also offered the fullest assistance.

In exercise of the discretion given us by the Tribunals of
Inquiry (Evidence) Act, 1921, we had decided to hear in camera
the evidence of any witness who was asked to disclose any matter
relating to the affairs of clients or of other persons which we
considered confidential, and of any witness whom we asked for
detailed information of his own private affairs other than his
dealings in the Company's stocks. At this preliminary sitting we
referred to the wide powers we possessed of compelling the production
of evidence, and expressed the hope that it would be unnecessary
to exercise them. We emphasised our discretion to hear evidence

as to confidential matters in secret session.




(3 Following our preliminary sitting we became aware that
the Banks, while anxious to facilitate our inquiry, were .
apprehensive lest, in furnishing, except under compulsion by
legal process, the information for which we had asked, fhey
might in some gquarters be regarded as committing an unjustifiable
breach of thc cohnfidence of their cubtomers. Accordingly, we
issucd summonscs to the appropriate officers to attend to give_'
evidence and produce the rcquircd documents at a special sitting
on the 29th January, 1944, on which date they all attendcd
and produced on.oath the doeumcnts which were duly reccived

in evidence.

At this stage it was apparent to us that, while all persons
who had appearéd’before us werc willing to assist us, nobody
was prepared to undertake the onus of making any assertion
or accusation or of proving any case. In the absence ofv
any person willing to assumc the character of plaintiff or

prosecutor there were naturally no defcndants. For want of

tparties' in the ordinary sense, the Tribunal itself had to

assume the task of endeavouring to collect cvidence, and
information which might lcad to cvidence. In go doing, it was
nccessary, in the first instance, provisionally to accept
statements at other than first hand and matters of hearsay which
werc, of course, not legal evidencc. This had to bc done in an
effort to trace such second-hand matcrial and rumours, of

which there was no scarcity, to their original source - a
tcdious and frustrating process. In arriving at our conclusions,
we have relied on legal evidence only and on facts strictly

proved, and have excluded all other matters from consideration.

Our requests for information yielded a number of rcturns
which our Secretary, with much skill and labour, was able, by
a process of abstraction and e¢ollation, to rcduce to a
convenient form - mainly tabular. Much documcntary material

was also furnished to us or put in evidecnce, some of which
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was highly confidential. e do not consider it necessary to

refer to this material or to the returns in detail or to list

them in the Schedule to our report.

So soon as we werec possessed of sufficient information, we
began our regular sittings on the 21st February and these
continued, with intervals, until the 23rd June. Our public
sittings only were announced or reported in the Press. In
addition to thesc, and to many sittings in camera, we found

that many private conferences amongst ourselves were necessary.

There has been no delay that could have been reasonably
avoided. The Chairman and Judge 6 Briain had to continue to
discharge their judicial dutics unaided. Judge Davitt was
afforded assistance whenever he so requested, but owing to
the unprecedented congestion of the criminal business in the
Dublin Circuit Court this assistance was in any event necessary.
Tt was found difficult for all three members of the Tribunal
to be available at the same time without causing serious
interference with the work of their respective Courts. Judge
6 Briain had to adjourn the Easter sitting of the Circuit
Court in Clare in order to be present at sittings of the

Tribunal.

A considerable amount of time was occupied between sittings
in studying in detail the growing mass of information and
evidence accumulated. The whole task of exploratory investiga-
tion fell to be performed by our Secretary unaided. Wherever
it seemed to us necessary, he inspected the entire correspondence
of stockbrokers for the period under review and obtained copies
of all relevant and material letters. Wherever we considered
it advisable, we asked for and were readily afforded full
authority to inspect the Bank accounts, both currcnt and
deposit, of certain witnesses, @s well as lists of securitizs
held against advances and other Banking records. Every

substantial item which éppeared to us capable of representing




t a payment received oT nade in respeot 6T 4 dealing in the
Company's stocks by the witness on hehalf of any other person,
or vice versa, was examined and vouched bv the production of

lodzgment dockets, paid cheques, receipts or otherwise.

The Minister tendered as witnesses himself and such officials
of his Department as we might require. The Chairman and the
Directors of the Companv did likewise. Golonel The 0'Callaghan,
whose Tecent death we sincerely rearet, offered himself as a
witness to assist us generally, and the Minister for Local
Government and Public Health came forward to give svidence
with rezard to a matter which might otherwise possibly have
been thought to affect him personally. Wwith these exceptions
no-one appeared in response to our sdvertisement or our
repeated reguesis. Zvery other witness examined attended

either at our express invitation or upon SuUMMONS.

Mr. Cole, then Deputy for Cavan, Who aslbed in DEil BEireenn
the question which proved to he the gzenesis of our, incquiry,

him in the discussion

depose to any fact which constituted
disclosure of information or to assist us in any way other than
by testifying to the existence of Tumours and public comment,

and bv adverting to matters of common knowledze, upon which

the7 had based their demand for a public judicial inquiry. Mr.

Cole produced many newspaper cuttings and extracts upon which,

inter alia, he had based his question.

The furnishing of the information requested by us in many
cases involved much time, trouble and expense.
of the Company we have been given to understand
preparation of the returns made involved 1,467 hours work by
its employees at a cost of ZL220. The returns made bv the Banks
and the Stockbrokers likewise occasioned work and expense in

varying degrees which, though not so extensive as in the case




&
of the Company, must in some cases have been quite
substantial. A1l the returns made to us were excellently
prepared, and it is right to mention that, with one or
two trivial exceptions, all personé from whom we sought
information seemed genuinely anxious to give‘us every
assistance. We include in Part Two of the Schedule

the names of the witnesses examined.

We have now exhausted every scurce of information which,

in our epinion, was ealculated to assist ws in eur Inquiry.




PALRT _TUO,

DEALINGS IN THE COMPANY'S STOCKS EETWEEN lst
_JANUARY, 1943, and 18th NOVEMEER, 1943,

On the 17th November, 1943, Mr. Cole T.D. in D4il Eireann

asked the Minister the following question:-

"If he is aware of the extensive Stock HExchange transactions in
"Great Southern Railways Stocks since 20th August, 1943, and that
"the Stoek Exchaenge valuation of the total Great Southern Railway
"Stocks had increased by over £2,500,000 Sterling since that date,
Mas 2 result of inspired speculation, and if he can state the
Worigin of the leakage of information as to the proposed scheme of
#pe~erganisation whish produced this speculation, ahd, if not,
"whether he will have investigations made in his Department and

Yotheprwise on the matter?"

The Minister replied:- "The information available to me
"does not indicate that Stock Exchange trénsactions in the stocks
"of the Great Southern Railways Company before or subsequent to
"October 20th were eithér extensive or zbnormzl., During the period‘
"of two months prior to that date, the approximate weekly average
"numb er of such transactions was 88 as compared with a weekly
Mayerage of 62 transactions during the year 1942,

"The value of the stocks involved in such transactions
"overaged .26 of 1 per cent, of the total value of the Company's
Mstocks. The average prices quoted during that period for the
"Compeny's guaranteed preference, preference and ordinary stocks
"were beiow the average prices of those stocks during the
"eorresponding per@od of 1942. The average price of the debenturc
Mgtock at 66 showed an increase of 10/- on the avercge price
"during the same period of 1942. The rise in prices which tock
"plece 2fter the publicaticn of the Company's caepital rcconstruc-
“tion scheme- was due, probably, to the fact that the number of
"prospective buyers exceeded Qonsiderably the number of sellers.

WThe average weekly number of transactions recordcd during the
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10.
stocks. This anncuncement caused great disappointment and prices
slumped in consequence. The market then more or less 'sat down',
pending the Chairman's speechh at the annual general meeting on
March 3rd. This apeech washgenerally regarded as gloomy and had
a very depressing effect on the market. Some holders proceeded to
get rid of their stocks and this occasioned some activity and a
sharp fall in prices. On the 24th March Mr. Davin in D4il Eireann
addressed a question to the Minister arising out of the Chairman's
speech and, following the Minister's reply which was non-commital,
prices agailn fell slightly. There was littvle activity or fluctua-
tion for some weeks but prices recovered somewhat in May. On the
26th May the Minister spoke on the Estimate for his Department
and, following his speech which was not regarded as encouraging,
prices fell again and the market remained sladk for some time.

We were informed by scine of th@.stockbr)ker witnesses that during
this period, the przscise date being left ‘n uncertainty, the Stock
Exchange considered suspending all dealings in the Company's
stocks until the position became clsarer. One Stockbroker
remarked that at this time 'you would have to go to lock for a

buyer,'! and another describsd the state of the market as

'stagration.' There was little improvement in the amount of busi-

ness done until the latter half of August, though prices rose
substantially in July and 'there were buyers about'. This méy
have been due partly to the increases in Railway rates waich
became operative on the 1lst July and partly to a series of
purchases by two investors with whom we deal specifically later.
From the 23rd August there was very consilderable activity indeed
and prices rose steadily till the 8th September when the Debenture
stood at 633 and the Guaranteed Preference at 42%. A sharp fall
then occurred and in the following week these prices dropved to

60 ancé 38 respectively. Mr, Wilson did not account for this fall,
but one witness may have been correct in attributing it to the
effect caused by mestings of protesc by lorry owners and road

carriers in the Western and other counties in which rosd transport




became contriolled as fyog the 1st September. On the 176h September
the tide seems to have turned and prices rose steadily, and by the
8th October the Debenture had reached 73% and the Guaranteed
Preference 46% while Preference and Ordinary touched 24 and 21
. respectively., £t that ices eased slightly and the stocks
on Friday, 22nd October, which

Stock Exchange before the

tinexplicable ;" and such
0 the 8tock Excharie.
spicion, which seems to have been almost universal in
e

must know something' and

o

Stockbroker witnesses was the

in the name of Bank nominees.
There was a tendency in soma quarters to attach a sinister signifi-
cance to this circumstence, bul we are of opinion that such a view
i8 mistaken. . Severa the lézrer nurchasers who gave evidence

were in the habit of taking practically *all their purchases in
P I

this way, owing to the favourable facilities afforded by the Banks

when this p dure was adopted.

to heve been an impression that large blocks
fast or London Agents and the
purchasers successfully concealel fran view. Wz are satisfied
that this did not happe: Mr, Wilson told us that virtually all

dealings in the Company's stocke are transacted in Dublin which is

Railway market, and that nearly all
Belfast i1s done through Dublin




Brokers. One substantial purciase was made by-a Dublin firm

managed from London which always buys through a Belfast Broker,
who in his turn deals through a Dublin agent. We were given full

particulars of this transaction and found everything in order.

Many wrong impressions with regard to the extent and nature
of the dealings which did take place in the Company's stocks appear
to have gained currency, and these can be adequately and satis-
factorily corrected only by a statement of the actual facts. Such
a statement is, perhaps, rendered all the more necessary because
the figures supplied to the Minister as to the comparative volume
of business done in 1942 and 1943 upon which he based his reply
to Mr. Cole's question appear to have been compiled under a
complete misapprehension as to the true significance of the
particulars from which they were prepared and to have little or
no relation to the ac¢tualities of the situation. They were

described by some of the Brokor witnesses as "completely illusory."

Tue volume of business doné in relation to any particular
stock is not readily ascertainable, and, indeed, as far as the
Conpany ‘s stocks are concerned, ti: volume of business transacted
in 1943 could not be, and was not in fact ascertained until our
Secretary compiled the table which we include below: The Stock
Exchange has no record of the volume of business done as prices
alone afford no indication. "Markings" are of no value in this
respect since, there might be thirty or forty transactions for
one marking on the Stock Exchange list. The Company s Regilster
dres not give any reliable indication either, as stock may change
hands two or three times angd only the ultimate transfer may be
registered.

The following table, compiled from returns furnished to us
by brokers, shows the total nominal amounts of stock purchased
for each week ending Saturday, from the 9th January, 1943, down

to and including the week ending Saturday, November 20th: -
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ORDINARY PREFERENCE§ GUARANTEED DEBENTURE
Total Total Pobal Total
Purchases ! Purchases Purchases Purchages

Week ending:

January 9th 2,317 3,858 5,950 5,060
el L g 1,454 6,350 3,505

28pd |- 1,680 | 6,750 8,909 10,220

30th | - 7,900 4,050 | 6,239
February 6th 900 4,500 4,000 4,201
13th 700 5,050 18,600 5,775

20th 3,257 5,700 20,096 5,405

27 th 3,900 9,308 11,500 10,644

March 6th 5,400 10,125 4,500 7,800
13th 1,532 4,882 10,206 15,183

20th 783 2,165 5,288 5,466

27 th 754 3,200 3,420 | 9,350

April  3rd 133 880 4,000 7,077
10th ! 719 3,437 6,400 10,918

S8 - 15,908 a 2,875 4,500

24th 552 841 3,850 825

May 1st 347 1,800 754 2,400
8th 433 2,568 1,397 2,642

15th 481 4,072 2,783 8,701

22nd 568 1,868 OV 2,048 4,600

20th 2,798 i 9,161, 0 nomin 6,305

5th 1,579 3,467 7,862 7,250

18¢h | 25 3,628 1,975 2,175

19th 384 500 - | - 1,980

26th ook B LT 1,350 11,193

3rd 187 587 4,213 8,516

10th 918 (N> 5,735 5,537 14,782

17th Brear -\ - p.7ad 5,735 9,961

24th 894\’ | 1,228 4,500 6,657

3lst M0 | 7,364 4,313 5,400

August  7th 150 2,950 100 3,750
14th 800 2,532 2,574 7,745

TOTAL (32 weeks) 37,705 127,103 173,745 3135, 2856

August 2lst 1,723 2,761 6,285 11,925
28th 5,241 9,403 4,009 21,708

Sept. 4th 3,818 14,666 16,155 18,185
| 11th 730 19,858 9,559 9,020
18th 12,090 7,721 16,052 10,610

25th 1,784 17,878 18,920 25,132

October 2nd 8,632 7,579 9,811 9,608
9th 153,556 22,004 40,239 35,900

16th 8,570 25, 240 20,382 48,877

23rd 14,203 25,794 25,061 58,011

October 30th 28,453 100,670 89,950 144,379
November 6th 13,332 59,876 49,800 102,738
13th 12,800 o7 4774 52,752 435,725
20th 4,491 21,932 27,059 36,074

TOTAL (4 weeks) 59,076 240,252 195,561 326,916
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This table corroborates those witnesses who asoribed the beginning
of the heavy buying to the month of August, and more particularly
indicates the week ending August 21st as the actual commencement.
It will be seen that during the ten weeks commencing August 1l4th
and ending the Saturday before the date of publication, there was

more buying of the Company's stock than in the preceding thirty-two

weeks. The nominal value of Debenture Stock bought during these

ten weeks was 53.67% of fhe total for the whole forty-two weeks.
The corresponding percentages for the other stocks were:
Guaranteed Preference 48,9%%, Preference 54.61% and Ordinary
65.10%. The table also shows that more stock was bought in the
four weeks ending 20th November, 1943, than during the ten weeks

mentioned.

The following table showing the appreciation which occurred
in the nominal value on paper of the stodks as a result of the

buying during the same ten weeks is also of interest:-

1
NOMINAL | PRICE | VALUE PRICE VALUE | APPRECI-
VALUE 13/8/43) 13/8/ 4% 22/10/ 43| 22/10/43 ATION

Debenture |7,076,972 4,033,874 5,096,42011,061,546

Guaranteed
Preference |1,943,167 621,813 874,425 258,612

Preference|1,776,224 275,315 408,532 133,217

Ordinary 777,927 78,765 165,309( - 86,544

Total: [£1%,57,290 P5,009,767 06 , 543 , 686 1,535,919

The following Table shows the nominal value and percentage
of the total purchases of each class of stock during the relevant
periods in comparison with the total amount in nominal value of

each class of stock:-




STOCK

NOMINAL
AMOUNT
OF STOCK

PURCHASES BETWEEN
3/1 /4% & 23/10/43

PURCHASES BETWEEN
©5/10/43 & 20/11/43

| NOMINAL AMOUNT

STOCK

. % OF

NOMINAL AMOUNT

% OF
'STOCK |

Debenture

1 Guaranteed
Preference

Preference

£
7,076,972

1,943,167

1,776,224

£
460,201

340,218

280,007

6.5

1 17,5

3
326,916

195,561

240,252

4.6

Ordinary 777,927 108,052 13.9 59,076

£11,574,290

TOTALS £1,188,478 10.3 £821,805

Tt will be seen that the total nominal amount of stock
purchased prior to the date of publication is only 10.3% of the

total nominal capital of the Company.

FINDINGS AS TO DEALINGS IN THE COMPANY'S STOCKS.

We are now in a position to state our finding upon the
first matter mentioned in our terms of reference, namely, the
dealings in the Company's stocks between the 1lst January, 1943

and the 20th November, 1943.

We find that there was an abnormal amount of dealing in the
stocks of the Company during the ten weeks preceding the date of
publication and thereafter down to the 18th November, 1943, the

end of the period under review.

We are of opinion that the public, for a time at least, had
a greatly exaggerated view as o the extent and nature of such
dealings. As will appear later, many of the larger purchasers
bought to hold, and, in fact, did retain their stocks up to the
time of giving evidence. We believe that profit taking during
the period under review was on a much smaller scale than has

been imagined.




PART THREE. 16,

L EXTENT, IF ANY, TO WHICH Al'Y DZALINGS WERE ATTRIBUTABLE TO THE
¥ DISCLOSURE OF INFORMATION CONCERNITG FROPOSALS FOR
THE CAPITAL RE-CRGANISATION OF THD GREAT SOUTHERE RAILVAYS.

‘Before dealing with this question it is necessary to advert

to our terms of reference and to relate them to this rart of our

report in an endeavour to make clear our views as to the interpretat-

ion to be given to the expression "improper use or disclosure of

information." As we have found, there were abnormal dcalings in

the Company's stocks during the ten weecks immediately preceding

the date of publication. It will also bc scen from the next

gcction of our report that therc was a considerable amount of

relevant and material information as to the Company's affairs and

prompects legitimately available fo any carcful and intclligent

investor who might properly make use of ip in determining his

polioy with regard to possible deelings in the Company's stooks.,

There can be no question of disolosurc of such informetion as it

he¢ 2lready been mode publie. For the same reason, therc can be

ne qucstion of its improper usc. ilc arc not, thereforc, cxcept

indircetly, eoncerncd with the usc or disclosurc of informotion of

this type. We erc, however, dircctly concecrned with the improper

usc or disclosurc of relevent and matcrial information which had

not been made available to the public, but yct must ot some time

prior to the datc of publication have been properly in the posscss—

ion of vorious persens inoluding the Minister, Ior. Reynolds, some

higher officinls of the Departments of Industry and Commercc and

Finanee, and, fipally, the Directora of the Company. ¢
In this context the word "impropc£" is nét oas& to define

with preeision. It is clcarly not synonymous with "illegal", nox

do we think that mcrely cquating it with "unfair® helps matters

very much. In our opinion the expression "improper use or

disclosure of information" has the following connotations:-

(a) The right of some person to possess the information for

the purpose of discharging his duties whether fiduciary




Or T Icigl. oR both;

() The right to use it for the same purpose.

) The right to disclose it to others invested with
similar rights or charged with similar duties:

(d) The obligation not to use or disclose it in any other
way or for any other purpose.

If any such person uses such information for his own

advantage or otherwise than in discharge of such duty, then such

use 1is improper. This is particularly the case where the dealing

i1s with a person for whose benefit the obligation of secrecy is

imposed, e€.g8., a director dealing with a stockholder of the Company.
Likewise the imparting of such information to any person net
under a like obligation of secrecy is improper disclosure.

We regarded the question of whether or not there had been
improper use or disclosure of information, as above defined, as
the more important branch of our Inquiry. As a result, a mass
of evidence on the subject was accumulated. We do not intend
to deal with all this evidence as a considerable portion represents
the result of our examination of matters and incidents which,
appeared potentially significant and which it was impossible to
ignore, but which, on further examination, proved to be irrelevant
or unimportant. To enable an analysis of the relevant evidence to
be made on the basis which we have indicated, we think it essential
to recall and summarise the history of events as known to the
public prior to the date of publication as well as to give an inner
history of events leading to the Capital re-organisation proposals.
We also propose to deal generally with the evidence as to rumours
concerning the affairs of the Company which were prevalent during the
period under review, and, in some detail, with the evidence of
certain witnesses, (including most of the larger purchasers,) whose

dealings by reason of time, extent or other circumstances appear to

us to be worthy of such examination.

For the sake of clarity we have divided this part of our report

into the following sections:-
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1« 'IRe Public History of Events Leading to the Proposals for

I,

Capital Re-orgarisation.

The Inner History of Events Leading to the Proposals for
Capital Re-organisation.
Miscellaneous matters arising on the evidence and our

conclusions thereon-:

A Summary of the Evidence as to the Rumours concerning the

Affairs of the Company current during the period under
reviewe

A Summary of the more important Evidence of the following .
witnesseg:~

() lir. 4.P. Reynolds, the Chairman of the Company .

(b) The Rt. Honorable James iiacilahon, a Director of the
Company and Mr. David Frame.

yr. We.J. Tunney and ths other witnesses from +the firm
of liessrs. ®.W. Tunney & Q0%, Stockbrokers

lir. Charles Cashin.

Mr. John ieher, now Controller and Auditor General.
ir. Michael F. O'Henlon.

Mr. Blayney Hamilton.

Messrs. Patrick Wurphy and Daniel J. OiDonohoe.:
Mr. James P. Goodbody, a Director of “he Company .

gr. Jchn O'Brien, a Principal Officer in the Department
of Industry and Commerce, Iransport and Marine Branch.

Mr. Timothy O'Driscoll, alsoc a Principal. Officer in the
Department of Industry and Commerce, Transport and
Marine Branch . ;

(1) iir. John Dooly, an official of the Compar:y

General Comrents and Gonclusions on all the Evidence.

Findings as to Tworoper Use or Disclogure of nformation.

PUBLIC HISTORY OF EVENTS LEADING TO TVE

PROPOSALS FOR CAPITAL HE-ORGANISATTI QW

On the 22nd December, 1938. "The Tribuaal of Inqguiry
on Public Transport" was appointed by the iinister. The
wajority Report was dated the 4th Adugust. 1939, while Dr.

Henry Kennedy's Liinority Report was daied the 11th August 190
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This was very shortly before the outbreak of war, and the Report
was not published till the 18th July, 1941.

Some of the reéommendations contained in the Majority Report
were ;-
(a) The Reconstruction of the Board under a Chairman nominated
by the Government;
(b) That the borrowing powers of the Company be increased and
that the Government should fu®y guarantee the repayment of
principal and the payment of interest in connection with an
lssue of a fﬁrther £1,250,000 Debenture Stock.
(c) That .... i1f .... the net income of the Company were
Insufficient to enable the annmial payments of Debenture interest
or other fixed charges to be rade to persons who, in the event
of default of such payments, had the right of appointment of a
Receiver, the Government should guarantee such payments by
transferring to the Company out of a Special Fund the amount by
which the Company's net inbome wés lnsufficient to enable such

payments to be made, not exceeding in any one year the full emount

of the annual 1liability of the Company ... in reSpect of Debenture

Interest, Rentals and other fixed charges (ieport, pp. 116, 5 o 6 BB
Dr. Kennedy in his minority Report recommended State ownership

and operation (Report p. 164). Such were the zlternatives.

By the Emergency ‘Powers (No. 152) Order, 1942, the Government
eppointed Mr. A. P. Reynolds to be Chairman of +the Company and
conferred upon him certain overriding powers and also reconstituted
the Board of Directors. The new Board consisted of Mr. James
Goodbody, Major Hugh Henry, The Right Hon. James MacMahon, P.C.

and Dr. William Lombard. Murphy.

This Order came into effect: on the 24th February, 1942,

On the 7th December, 1942, the declaration of North Meyo
as a "Scheduled Area" became operative under ths provisions of
the Emergency Powers {Mechanically Propelled Vehicles) (Scheduled

Areas) Order, 1942, and virsually all road goods traffic in that




district was thus diverted tobthe Company.

On the 27th January, 1943, Lir. James Dwyer was co-opted

a Director to fill the vacancy on the Board caused by the death

of Dr. William Lombard Murphy. v
At the Annual General Meeting of the Company on the 3rd lMiarch,

1943, the Chairman, amongst other things, stated:-

(1) That the revenue for 1943 was already considerébly down as
compared with the same period in 1942;

(2) That in his view obsolescence of equipment and the excessive
number of workers rcquired had brought the Company to a
position where it could no longcr competc with Road Serviccs;
That a post-war plan for thec re-organisation and co—ordinﬁtion
of road and rail services was under consideration, and that
when this was completed the country would have a transport
system of which it would be Justly proud at a cost it
could afford to pay;

That considerablc ncw capital would be required and if
Investors werc to be asked to subseribe to it they must be
given somc.guaramteo (a) that this Capital would not be lost,
and (b) that payment of interest on it would be certaing
That there was no reason to think that thce Railway could pay
dividends on its existing capital no matter how much was
asked for the scrvicce rendered ;

That there must be a reconstruction of tho Capital, and

that whatever was ultimatcly agrced to be the value of the
Stockholders' intcrest should rank equally with and carry
vhatever guarantces werec given to thosc subseribing new capital;
That it was the intention to procced at oncc to formulate

Proposals with a view to stabilising the capital position;

That an inercasc in rates and fares was being scught from

the Minister,
In Ddil Eircann cn the 24th liarch, 1943, the Ministcr in

reply to a qucstion by kr. Kcyes stated: -
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"I am aware that at the recent Annual General Meeting of the

"Great Southern Railways Compamy the Chairman indicated that the
"Company prdposed to seek an Emergency Powers Order to increase
"rail rates and fares. The application has not yet becen recelved
"and I am not in a position to state in advance what decision '-may

"be taken on any such application ...."

ur, Davin thegn asked the Minister:-
"(a) whether hc is aware that wp, A.P. Reynolds, Chairman of
"the Great Southern Railways, stated at the Annual Meetlng of
"shareholders on March drd, that he proposed emba wrking upon a
"rce-orgenisation of the Company, ineluding a ro-organisation

"of its capital;

"(b) if he will say whether hc has becn consulted by Mr, Reynolds

"as to the nature of the Te-organisation contemplated, and if S0,
"(c) whether he can state if the proposed re-ofganisation is
"along the lines recommended in either the lajority or the
"Hinority Report of the Transport Tribunal, and, if so, which;
"(d) whether he will take steps to ensure that the proposed :
"ro-organlsatlon, as a matter of public interest and of vital
"conCan in the community, will be undertaken only by the

"authority of the Oirecachtasg?™

The Minister: "The answer to the first part of the Deputy's
"question is in the affirmative. ' As regards the othor parts

"I have discussed from time to time with the Chairmah of the
"Company its position gencrally and, from the discussions,
"coertain proposals have emerged as a basis for consideration,
"Considerable examination and development will be necessary
"beforc a practicable schemc will be available. The recommendaf-
"ions of thc Transport T-ibunal will bc borne in mind‘ih such
"cxamination and any rc-organisation to be offoctoa-will bc the
"subjeet of legislation."

On the 1st April, 1943, thc control of road transport and

its diversion to the Company was oxtonded to South ldoyo and West

Galuay.
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On the 26th May, 1943, in his speech on the estimate for his

Department, the Minister stated in D4il Hireann".......
"However, the position is, as I think the employees of the Rallway
"Company must know, that the whole organisation upon which they
"are dependent for a livelihood is in Jeopardy. There is no
"useful purpose to be served by concealing that fact from themn.
11

That organisation cannot be carried on indefinitely at a loss.

"It is making a loss and it will continue to make losses unless

"the general re-organisation which the Government contemplates

"and to which Mr. Reynolds referred at the Annual Meeting is
"successfully carried out. I cannot even guaraitee that the
"efforts to accomplish that re-organisation will be successful
"but I can guarantee that they will be made........"

And later he said:-

"On the general question of railway policy I merx rely want to say
"that I recognise that the efforts made, whole-hea

"they were, to save the rajlways of the country by

"of earlier years, have proved insufficient. It is clear that we
"must go further than that. I think that we should not wait until
"after the end of the war to begin the process of re-organisation.
"It is necessary, in my opinion, that the process of re-organisation
"should be begun earlier. As Mr. Reynolds intimated to the
MCompany at the Annual Meeting, re-organisation proposals are

"at present being worked out and will in due course be completed.

"If it should be my function, they will then be prepared in
"the form of legislation for submission to ﬁhe Dail."

On the 27th May, 1943, the Company was authorised by the
Emergency Powers (Increase and Cancellation of E:zceptional Rates
of the G eat Squthern Railways) Order, 1943, to increase its rates

for merchandise and livestock and the higher rates became operative
on lst July, 1943.

On the 16th June, 1943, the Minister in the course of an
election speech at Inchicore said:-

"It is the Government's belief that the Railways can be so




"re-organised and developed that they can, if properly managed

5and co-ordinated with the necessary supplementary services on the

"roads, provide long~distance transport for goods and passengers,
Jbetter, faster and cheaper than road transport can provide, if
5all the appropriate costs are charged against road services. But
it will be a long hard job to create that situation. It will
”necessitate the pfovisidn of large capital sums which cannot be
ﬁprocured from private sources. If the Stutc,; as it must, provides
"the new capital directly or by guarantec, it will have to be
ﬁgiven such powers of control over the management of the under-
5taking as will enable it to ensure that the main aims of transport
"policy are in fact attained. The vast rec-organisation of the
"Co~pany's equipment which is contemplated will take some yvears
ﬁto conplete. It will result in expanded employment in the
“production of the equipment but it cannot be begun until supplies
fof necessary materials again become available from abroad.

"It is the Government's view, however, that the re-organisation
"of the Company's capital and administration should not be delayed
*until after the war merely because the re-equipment of the system
"cannot be begun before it ends. The framing of the necessary
élegislation has been begun. lIf the present Government is
5re-elected it is expected that the general framework of the
ﬁmeasure will be completed at an early date and the drafting of

"the necessary Bill put in hands.”

On the 1lst September, 1943, the control of road transport
was further extended to Roscommon, East Galway and parts of
Longford, Offaly, Laoighis, Westmeath and Tipperary and on 1lst
October, 1943, to Sligo and Leitrim. Notice of the intention to
extend the "controlled areas" iiad wlready appeared in the Press

in July, 1943;

The actual proposals for the re-orcaonisation of the Capitel
of the Company were announeed by the Chairman to the Press on
sunday, 24th October, and appeared in the daily newspapers the

following morning, Monday, 25th October, 1943.
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It will thus be seen that before the date of publication
the public had notice of the following:-
- 7 That the railways were regarded as being a vital and
essential service;
That a post-war plan for the modernisation and physical
reconstruction of the Company's undertakings was in contempla-
tiong
That the re-organisation and stebilisation of the Company's
capital were essential and that proposals dealing with these
matters were, in fact, under consideration and that prepara-
tions were being made for the necessary lcgislation,
That there was a probability of a Government guarantee both
for existing charges and futurc cepitel with a possible
alternative of State acquisition and operation of the railways.
That the Company had been givin a virtual monopoly of the

road transport scrviccs in certain distriets, and that the

control schemc was being gradually extended to other areas.

That the ratcs for the carrisge of me¢rchandisc and livestock

had been substantially increcesed as from 1lst July, 1943.

Another metter of which the public, or a large scection of it,
cannot have failcd to notice was the marked improvement in the
Company's passinger traffic. By the corly summer, passenger trains
were becoming crowded cven to an uncomfortable degrec, and time
schedules were ogaln recciving their duc measure of rcspect.
Morecover, goods traffic hod likewise increased substantially and
was being carried at considerably cnhmnced rates. These circum-
stances the business community had good causec to 2pprecinte by

reason of the delays Gue to congestion and the incrcased coste.

ik INNER HISTORY OF EVENTS IEADING TO THE CAPITLL
RE-ORGANTISATION PROPOS.LLS.

After Mr. Reynolds was appointed Chairman of the Company he
came to the conclusion that the Company could not continue to pay

its Debenture Interest without &n inecrcasc in its rates and
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this matter became the subject of discussion between him, the
Departitent of Industry and Commerce and the Minister. M.
Reynolds' view was that an increase of twenty per cent. in
railway rates was necessary, but that it would be disastrous to
increase rates without a plan for the future which the trading

public could understand and appreciate.

<+

In & memorandum addressed %o the Minister, dated the
6th February, 1943, Mr. Reynolds expressed -hese views, discussed
the financial position of the Company, the need for expenditure

on renewzls and replacements and the nedessity for re-organisation
of the whole railway to br ing it into line with present day
requirements. He stated his opinion that if the country were to
be provided with an efflCLcﬂt transport system, & policy should

be adopted at once znd a long term plan of re-organisation should
be drawn up. If the Minister shared his views then he thought

an arrangement should be made to deal with the capital position.
He pointed out that thz entire Capital amounted to £12,691,451 and
that, while Debenture interest had been paid to date, there

were two years arrears of dividend on the 4% Guarantead Preference

stock, and no dividend had been paid for years on the Preference

and Ordinary Stocks.

He suggested that a seven years plan should be adop
Statutory Company formed with a Caj ok B than
£10,000,000 with only one kind of stor . low rat
interest, which would buy out existing stockholder The
Government would Have to guarantec capital and interest
number of years and would also have to guaran
and interest on any money required to be borrowed for the

purpose of reconstruction.

His idea was that ultimately all public transport would

come under the control of the new Company and it might even be

advisable to absorb other Transport Companies at once.
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He asked the Minister to indicate a policy which he could announce

at the General Meecting to be held on the 3rd March, 1943.

nce informed that it would be impossible
indicate a policy before 3rd Murch owing to
the Government®t's many pre-occupations. Hey, therefore, drafted. his
speec” for the Leeting in the form in which it was delivered, having
approval of the WMinister.
lost no time in considering Mr. Reynolds'
a minute to the Secretary of the Department dated
1943, stated certain tentative conclusions at
which he had arrived as to the lines of investigation:-
(1) The formation of a Statutory Compa ny with a capital of, say,
£10,000.000 in the form of fixed interest Bonds, guaranteed

as to interest by the Government for a period of. sa , Seven
)

nls company to acquire compulsorily all the interests of
reholiders and debenture--holders of the Great Southern Raiway

Company and the Dublin United Transport Company .

nese two companies to be amalgamated under one management ;
During the seven years period, additional capital rbqulred
by the company to accomplish the re-organisation of the concern,
to medernise and standardise equipment, etc., to be guarantecd
as to principal and interest by the Government;

The Chairman of the company to be nominated by the Government
With the same powers as those now possessed by iir. Reymolds.

A llanaging Director to be appointed by the Board subject to.

approval of the Minister for Industry and Commerce;

Boaxd to be elected by the Stockholders.
asked to have the Department's observations on thé proposals

atuiory Company and an examination made of the changes in

avicn which should be made simultaneously.
. londay the lst March, 1943, Nr. Reynolds' IMcmorandum
/ere passed by the Secretary to the

ena by him to Mr. John O'Brien, Principal




Officerg Transport Branch of the Department.

Mr, O'Brien in a Memorandum dated the 6th May, 1943, pointed
out that the capital of the two Companies amounted to £14,251,451,
while the proposed new company's capital was only £10,000,000,
and that if the Dublin United Transport Company's Ordinary
Stock was to be taken at par, th¢ £6% preference stock should
receive more liberal treatment e,g., two new shares for each
one preference, which would absorb about £2,000,000, even assuming
that that Company's £300,000 Debentures were paid off, This
would leave but £8,000,000 of the new company's capital available
to acquire the £12,691,451 stocks of the Great Southern Railways
Company and, unless terms could be arranged by some negotiator,
compulsory terms of exch;hge would have to be incorporated ;
ih the legislation, or left for settlement by-some judicial body.

This Memorandum was pasBed to Mr. Flynn, the Assistant
Secretary, on the 6th May and by him passed to Mr, Ferguson, the
Secretdry; on the lst July, i943. The Sedretary added &
futther Memorandum dated 14th July, 1943, in which he discussed
the possibility of offering existing stockholders bonds in the
new company, or, as an alternative, cash, which would avoid any

suggestion of confiscation and ®€called the reduction of Capital

°
in 1933 and the reaction to it, He came to the conclusion that

compulsory conversion was inevitable,

The Secretary also pointed out the difficulty of deciding
what Wogld be fair and proper conversion terms and suggested
that Mr, Reynolds be asked to state his ideas of what he would
consider a fair and proper basis for the scheme, He annexed a
number of calculation of the cost of conversion based on market
quotations designed to bring the required new capital under or
within'range of the figure of £10,000,000 mentioned in the Minister's
minute,

He drew attention to the distinction between the fixed
interest bonds to be given to holders of existing stocks guaranteed

only as to interest and for a limited period, and the stock to be
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issued for new capital guaranteed as to capital and interest and
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lly he dealt at length with matters referred to in the
the Transport Tribunal and certain subjects of legis-

file, with the above-mentioned additions, was returned to

19473,

lgust the file was handed over by the Minister to the

ter on the 14th July,
Secretary with instructions to get in touch with Mr.
A meeting could not be arranged till 2nd September
flynn found that Mr. Reynolds now contemplated a fixed

f £5,000,000 in common stock with a Government Guarantee

L

{ 0. be

1d at not less than 25% for 7 years, this Stock
$to acquire the Preference and Ordinary Stock of the Company

i the balance used to acquire the Dublin United Transport

jdition, Mr. Reynolds wanted authority to issue fixed
nable Bonds bringing his total capital up to £25,000,000.
to be redeemable at will and to carry a Government
until redemption., He anticipated no difficulty in
holders of Debenture and Guaranteed Stocks of the
b accept exchange at par. This would absorb something
D00, 000 and he could issue as many more of the Bonds as
5sary to provide funds for reconstruction and re-

ion., He hoped to redeem them out of revenue as he had

to do in the case of the Dublin United Transport Company
the economies effected by re-organisation.

Flynn's Memorandum of the mecting was dated the 6th

| 1943, and the following day the Secretary wrote a

creon discussing the proposals and adding that with the

effected by reduction of interest, etc.by approximately

and with other economies which Mr. Reynolds had in

Company ought to be able to keep down the interest and

be called on at all, . He
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sug;;ested a meeting for further‘discussion between the Minister,
the Secretary and Assicstent Secretary, which was held on 23rd
September, 1943,

Mr. Flynn again met Mr.Reynolds on the 30th September,
1943, whenrthere'was some discussion as to the amount of the
proposed capital, which Mr. Flynn thought too high, Finally,
the figure of £20,000,000 was suggested and provisionaliy
accepted by Mr.Reynolds who, it was agreed, should go away and
draft a scheme for consideration. This was the first time that
the fisure of £20,000,000 was suggested ag the Capital of
the new company.

On the 7th October, 1943, Mr. Reynolds wrote to the
Secretary a letter setting out for the first time an entirely
novel yroposal for a new company with a capital of £20,000,000,
divided into £16,000,000 £3% Government Guaranteed Debenture
Stock, and £4,000,000 Cozizion Stock, which would be exchanged
with the existing Stockholders cs follows.-

Great Southern Railways : New_Company

Debenture Stock 3% Guaranteed Syook £1 for £1

Guaranteed Preference ¥ holding 3%
guaranteed Stock £l for £1

Z holding Common

(
E
(stoak £1 for £1

4% Preference and Ordinary Common Stock
Stocks. £1 for £1

He also enclosed a draft of a circular to Stockholders

setting out the proposals.

The Minister approved the scheme for submission to the
Government, subject to the assent of the Department of Finance.

On Saturday, 9thv0ctober. a weeting was held between
Mr.McEllijott and Mr. Hanna, tne vecretery and Assistant
Secretary of the Departzent of Finunce, and the Secretary and
the issistant Secretary of the Departuient of Industry and C camerce
wi.en the proposals containsd in wie-draeft circular were fully

discussed, and on the 12th of Cctober Mr.licElligcett communicated




that his Department offered no objection.

Meantime cthe Miwister authorised the preparation of
Memorandum for the Government to consider whothor
Objection to the issue of the circular by the Cumpany to its
stockholders. The matter was considercad by the Gouvernment &t

its mectings on the 15th and 19th of October and, on the lattor

datc, Mr. Flynn was informed that the Governmeont saw no objection

to the issuc of the circular and he, at once, told Mr. Raynolds.

& special mecting of the ai s of the Ccmpany was
summoned for Thursday, the tober, when thc uirectors hecard
of the proposals for the first time. They readily approved of
them and were all anxious that the circular should bc issucd as
soon as possiblc.

The circular was then printcd by the Company's own staff,
and, togcthcr with &« form of asscnt, was postcd to all stock-
holdcrs on thc cvening of Sunday thc 24th Qctobor. M.at samec
cvening Mr. Reynolds gavc full particulars to the prcse which

wecrc madc public in the newspdpers of iionday, 25th Qetober.

IIT.  MISCTLLANGOUS MAITERS ARISING UN_THR TVIDTNGT AND OUR

CONCLUSIUNS TH™RTION.

In the coursc of the cvidence bocfors us dealing with the
confidcntial matters montionsd in Scetion ITL.of thie part of onr
rcport, we had proof of the steps taken to preserve tho_socrooy
of the proposals in the Department and by the Chairman of the
Company. o arc of opinion that every rcasonable precaution was
takcn in this conncetion and that no unauthoriscd pcrson had
access to the sccret documonts.

(b) In the cariicr Stages of thc Inquiry, roturns, verified
upon oath, wcre furnished to us by every Brokcr in the State
giving particulars of all purchascrs who during the peoricd ﬁndor
revicw bought in thc aggrcgate morc than 500 in nominal valuo
of the Cumpany's stocks. «c think it right to state that, with

thc cxception mention-d in paragraph (d) below which we are
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satisfied was trivial and without significance, our investigations

failed to disclose any commection between any such purchaser and
any Minister of State or the Chairman of the Company.

(¢) We intend to deal later specifically with purchases by
certain officials of the Department of Industry and Commerce and
by a Director and by an official of the Company. Apart from these
specific instances, our investigations haje failed to show any
purchase to which we can attach any significance by any official
of the Departments of Industry and Gommerce or Finance or by an
official of the Company. Many of these officials gave evidence
and denied having ever purchased any stock of the Company OT
being aware of any such purchase on their behalf or by or on

behalf of any of their femilies or relatives. These denials we

accept without reservation.

(d4) The Minister for Local Government and Public Health volun=-
teered to us the information that his sister who fesides.in
Belfast had invested £250 in a purchase of the company 's stock
on the 19th October. Althodgh we attached no significance %0
this purchase, he desired 1o be examined with regard to it. He
satisfied us beyond question thal he first learmed of this
purchase some considerable time after the event and that he was
in no way responsible for the transaction.

(e) The Minister for Industry and Commerce gave evidence as

to the inner history of the capital re-organisation proposals.
Although the records befbre us did not disclose any purchase

by him, nor, so far as we could see, by any relative of his,

we thought it right to require nim to deal with the matter in the
witness box. We questioned him as to whether he or any of his
relatives had purchased any of the Company's stock directly or
indirectly and he assured us that nothing of the kind had taken
place. We also questioned him as to the possibility of any
improper use oOr disclosure by him of any information. He denied

any such possibility. We accept without reservation his assurances

and denials.

(f) The Chairman of the Company Was similarly questioned and
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fl made similar denials which we likewise accept without reservation.

We deal later with his evidence specificallye.

The Secretary, the Assistant Secretary and the other

T€ us were also questioned as to the possibility of disclosure
by them of the details of the re-organisation proposals. They
all assured us that they had not discussed the matter with any

unauthorised persons and we accept unreservedly such assurancese

Iv. SUMMARY OF THE EVIDENCE &S TO RUMOURS CONCERNING THE

AFFATRS OF THE COMPANY CURRENT DURING THE PERIOD UNDER

REVIEW:

IT was admitted on all sides that, during the whole of the
summer of 1943 and down to the date of publication, rumours and
"tips" alleged to emanate from persons in possession of inside
information concerning the details of the plans for the re-organisa-
tion of the Company were éxceedingly prevalent. We endeavoured
in each case to trace the rumours to their source and to ascertain
whether there was any truth in the allegations. We failed to find
any single instance in which any of such stories was substantiated.
Furthermore, in all the rumours referred to in the evidence there
was, with one exception, no mention of any term or detail of the
proposals which were from time to time the subject of consideration
prior to the date of publication. These rumours, in so far as
they were even vaguely accurate, contained no reference to any
matter which had not already been spoken of in public.

The exception mentioned above arises out of the evidence of:
Mr. Dominic Morrogh, the Prosident of the Cork Stock Exchange for
1944 and a member of the firm-of We & R Morrogh of Cork. He
attended on the occasion of our final sitting on the 23rd June and
was questioned by us as to the rumours prevalent in Corke. He
stated that the Oonly tangible rumour which he could recollecet was
that about September, 1943, during a routine conversation on

the telephone with Messrs. Dillon & Son, who werec his Dublin Agents,
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fr.Owen Murphy of that firm informed him thathe had heard a story
to the effect that a new company was being formed with a capital of
£20,000,000 to take over the Great Southern Railways. Ir.lMorrogh
was rather vague in his recollection and assured us that he placed
no faith in the story which, as he had been told by Mr.Murphy, was
only rumour. We were unable to secure the attendance of Mr.Murphy

to -question him on the matter as we learned that he was seriously

111 in Tondon and it was not anticipated that he would be able to

return to this country for some time.

It does not appear that Mr.Morrogh or Mr.Murphy or their
respective firms placed any reliance on the story. Neither of the
firms d4id a very extensive business in the Company's stocks and
they were not amongst the firms whose representatives were
examined by us on this accownt. Messrs. Dillon and Messrs. Llorrogh
were respectively the eleventh and sixteenth in the list of all
firms of stockbrokers ar ranged in descending order of the amount
of stock purchased between lst January,194%, and the date of
publication. Messrs. Dillon's purchases during this period
amounted tc £8, 970 (ncminal) and Messrs. Morfogh*s to £19,050;
the average for the first sixteen #iirms appearing on the list
being £56,047.

Although the figure of £2C,000,00C which was mentioned in

the rumour, was the figure ultimately arrived at for the capital

of the New Company, we do not attach any importance to it and are
satisfied that it must have been based on mere surmise. Mr~Morrogh
said he heard it about September but it was proved to us, as we have
already stated in our report, that the capital of £20,000,0C00 was'
only mentioned for the first time on September 30th, a date which
was in all probability subsequent to the date upon which Mr.lorrogh

heard the rumour.

V. SUMMARY OF THE EVIDENCE OF PARTICULAR WITNESSES.

.(a) Mr.A.P.Reynolds

At a very early stage in the proceedings, Mr. Reynolds
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furnished us with a comprehensive statement of the history of the
capital re-organisation proposals so far as he was concerned with :
them. Apart from formal witnesses, he was the first to give
evidence, and he repeated in detail the matter contained in his
statement. His evidence in every material respect agreed with
that of the Minister and of the officials of the Department of
Industry and Commerce; As already indicated, he satisfied us that
he had taken every reasonable precaution to preserve secrecy, and
had net discussed or mentioned the details of the proposals with
or to any person other than the Minister, the officials of the
Department, and, in the end, the Directors of the Company. He
was questioned as to people asking him for 'tipst. He stated that
this had indeed taken place and gave us the names of such people
so far as he could remember them. He believed that he had

successfully countered all such efforts to obtain information

without giving any hint as to the true position. We are satisfied

as to the genuineness of this belief, and there is nothing in the
evidence to indicate that it is not well founded.

He did not buy any of the Company's stock during the period
under review either in his own name or in the name of any Bank
or Bank nominee. We have already referred to the belief held in
some quarters that persons with inside knowledge had made large
purchases of stock which they had successfully concealed from view.
Oon account of this we thought it right and fair to Mr. Reynolds
to investigate thoroughly his personal accounts and definitely
to ascertain whether any expenditure made by him could have been
made in respect of a purchase of stock taken in the name of any
other person. All his acccunts for the period under review were
placed at our disposal and examined =and vouched. Every item was
fully and frankly explained to our satisfaction, and we are sabis-
fied that Mr. Reynolds did not make any purchase of stock either
directly or indirectly during the period. There is nothing in the

evidence to indicate that any purchase during the period was made
on his behalf or, as far as we know, by or on behalf of any of his
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relations or connscticns by marriage. He specifically denied
being aware of 8.y such purchase, and, as already Stated, we
accept his denial witheut reser atien,

There ic cne matter which we do not consider important but
which we feel bound to mention, having regard to the persons
concerned. Mr. Reynolds told us that, as the Most Reverend Dr,
McQuaid, Archbishop of Dublir, the Representative Church Body and
the Bank of Ireland held very large quantities of stock as
trustees, h2 considered that it would be discourteous to allow
them to have the first intimation of the re-organisation proposals

S. Accordingly, he himsels informed the

-

through *the Prag

érchbishop late on Friday evening the Zzad October. IHe intended

to inform the Governor of the Bank Saturday the 23rd, but was

bPrevented by indisposition fron loing so. He also directed the

Secretary of the Company to communicate with Mr, Butler, the

Secretary of the Representative Church Body, on the =saturday,

but through sone miaunderstanding thbis was not done until Monday.
~ @bpreciate Mr, Reynolda! motives, we are of
Judgment was at fault. We find it difficult

to conceive that eny of thess trustees would not strongly

deprecats the receips of such advanae information quite apart

from the circumsionces that 1% might have proved a source of grave

embarressment had publication of the proposals been delayed by

Some unforeseen cause. We are of opirion that the disclosure,

though innocent, was fevertheless mproper within the strict

meaning of our terme of reference. We are of cpinion that all
Stockholders, large and small, and whatever may be the character
or capacity in which they hold their Stock, should have received
precigely equal +restment with

# g hardly necessary to sy that the ewidenc shiowad no
dealing which could he Poseibly attributed to thi disclosure,
(b) L. DAVED FRAME 41D THE RIGET HOI ICPABTE JAVES MACMAHON,

o

Ir, Frame, who is a very well
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and is connected with a large number of companies in the State,.

gave an entertainment in the Gresham Hotel, Dubiin, on 15th

November, 1943. Mr, James J. Davy, his Stockbroker, and Mr.

MeMahon, a Director of the Company, were among the guessts., Mr.
Davy informed us that in the course of the evening Mr. Frame told
him that he had very good information that the Company was going
to pay the arrears of dividend on the Guaranteed Stock and said

"Buy me £5,000 or £10,000 of the Stock. Buy it for one of the

"Companies",

Mr. Davy was unable to get in touch with Mr. Frame the next
day as he had crossed to Endland in the morning. He, however,
telephoned the Socretary of one of Mr. Frame's companies and
informed him that he did not like the transaction and would not
execute the order. On cross-examination Mr. Davy said that he
got tpe impression from Mr. Frame that the information had come
from lMr. James MacMahon. .

Mr. MacMahon was recalled and said that his recollection
was that Mr. Frame asked him if there were any ohance of dividends
to vhich he replied "Well there's always a chance of dividends
"out all I can tell you is thisﬁ I don't know of any. I have no
"information whatever regarding dividends and I cannot tell you.
als 5 4 was free to speak I could not speak." Mr. MacMahon then
explained to us that dividends could not be considered until the
full accounts for the year were before the Board, a fact which
was also proved to us by the Chief Accountant of thé Company,

Mr. Frame in evidence stated that he told Mr. Davy that he
was going to London in the morning and asked him to buy £5,000
or £10,000 of Btock and added that he had asked Mr. MacMahon if
there was any chance of a dividend being paid, and that Mr.
MacMahon had replied that he could not tell at all because the
Board had never discussed it. He also stated that he asked Mr.
MacMahon whether the traffic were going up and that he had

replied that it was going up every week.
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This last-mentioned matter was never put to Mr. MacMahon
as it was not considered necessary to recall him merely for that
purpose, since this fact was already widely known and there

would have been no impropriety in such a reply.

Erom these somewhat divergent stories it is difficult to
say what precisely transpired between Mr. Frame and Mr. MacMahon
but, judging from the fact that an immediate order to purchase
was given, it would appear that Mr. Frame inferred from Mr. Mac
Mehon's reply to his questions that there was a chance of a
dividend. We are quite satisfied that Mr. MacMahon did not, and
could not, give any definite information as to the prospect of
a dividend,; although he may have stated that the traffic receipts

were very good - 2 fact which was fairly generally known.

Although no stock ww:s purchzsed as a result of this incident,
znd although it is quite irrelevant to our Inquiry since it took
place after the date of publication, we felt that it should be

specifically mentioned by us having regard to the amount of

publicity that it received during the course of our Inquiry and

sfterwards.

(¢) Mr. W.J. Tunney

Mr. W.J. Tunney is the Senior Member of the firm of Messrs.
P. W. Tunney and Co., Stockbrokers. In the earlier stages of
our Inquiry we were inclined to suspect that he or his firm had
some special knowledge which was not generally available. This
suspicion was based on the following grounds:-
L The firm handled =2pproximately 20% of the total purchases

of the Company's Stocks made between lst January and the date

of publication, doing almost three times zs much business

in the stocks as its nearest competitor;
Both the firm and its members on their own behalf dezlt to
2 substentizl extent in the stocks of the Comp&any throughout

the whole year, although at no time was the holding of any
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‘member or of the firm very large.

3. They appear to have been the only firm of stockbrokers who took
the responsibility of consistently recommending the purchase of
the Company's Senior stocks before the issue of the circular.
Some of the larger purchasers, including Mr. Cashin and Mr.
Meher, dealt through the firm.

The Tunney family was connected with Milltown Golf Club, two of
th:m being members, and quite a number of subs*tantisl purchases
were effected by members of that Club.

m

ir. John O'Brien, then a Principal Officer of the Transport
the Department of Industry and Commerce, effected his

purchases through the firm and stated in evidence that he was a

friznd of Mr. Tierney, the Manager of the firm.

The Tirm's correspondence seemed to indicate the existence of

special knowledge.

e accérdingly made a thorough investigation of their dealings.
Mr., W. J. Tunney was examined before us at great leng*h z%tending in
all on five occasicns. We also called Mr. Fergus’' Tunney, Mr. John
Williem Tunney and Mr. Tierney. The entire correspondence of the
firm foﬁ the year 1943 was placed at our disposal and was carefully
inspectad. Any extracts requifed from the books of the firm and
accounts were willingly produced.

Mr. W. J. Tunney and .the other witnesses from the firm all
consistently denied having any advance kncwledge of the proposals
for the re-organisédtion of the Company.

We are satisfied that the firm has always cdone a substantial
business in 21l classes of Railway Stocks. Mr. W. J. Tunney, as
appeared from the firm's correspondence of earlier years, had for
a long time been a regular supporter of the Company's issues.

Even though the event had sometimes proved him wrong on previous
occasinns, h2 rremained optimistic. He was continually advising

clients 1o buy Debenture Stock and recommending Guaranteed Preference
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as a good speculation. In fact he bought considerably himself.
in addition, following the Chairman's speech of 3rd March, 1943,
he instructed his Auditor to prepare a statement showing the
effect on the value of the Company's stocks of a 10% increase
in Railway Rates and Faresg and a reduction of 25 in Debentures,
50% in Guaranteed Preference, 75¢ in Preference and 85% in
Ordinary Stock. With the aid of this document, Mr. W. J. Tunnéy
estimated the value of the Stock at a higher figure than the then
current price and came to the conclusion that the increascd
profits resulting from an incresse in rates would be morce then
surficient for thc payment of dividends. Hc was most cnthus-
iastic about this document and scnt copies of it to 2 number of
clients.

The fact of Mr. Cashin and Mr. Maher dealing through the
firm seems to have been largely due to coincidence. Mr. Maher is
undouktedly » friend of Mr. . J« Tunney who frequently discussed
with him the merits and demerits of various sccuritics from the
investment point of vicw. Messrs. Tunney are, howevcr, not
responsible for their purchoses of the Company's stocks since
it is customary for these gentlemen to meke up their own minds

without advice and mercly to give an order to purchase - & fact

to which all three deposed and which was corroborated by

independent evidence.

The presence of n number of members of Milltown Golf Club
in the lists of purchascrs of the Compsny's stocks during the
year was not solely sttributeblc to the Tunncy frmily, although
the fact of the Tunney's being nssociated with the Club may have
induced some members to invest through the firm. Mr. Cashin in
his cvidence - as appears bclow - admitted that he wns responsible
for o number of such purcheases.

#lthough Mr. O'Brien had been denling through Messrs.
Tunney for several years, he dcposed that he was but slightly
acquainted with one member of the Tunney family ~nd this wns

corroborated by each of them. Nr. Tierncy was, however a friend
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of Mr. O'Brien and it was through him that ur. O'Brien originally
came to patronise the firm.
35th Ux». Tierney and ur. O'Brien swore that they never
discussed the Possibility of, much less the terms of, railway re<

organisation. This is supported by a letter from the firm to a

client written by Il». Tierney and dated 21st June, 1943, This

letter was to the following effect "All Parties in the Déil agree
"that Railways are an essential service .... large sums will have
"to be expended .... The prevailing idea is that a loan carrying

"a Govermment gl.arantee as to the Principal and Interest will be
"issued .... while there mnay be some capital re-organisation with
"pPossibly an exchnange into a state guaranteed stock we believe
"that although this may mean a smaller holding the market value
"will be at a much higher level.”" It was' added that it might be
assumed that present cstockholders would be fairly treated since the
suscess in obtaining additiodal capital would largely depend on it
and the client was advised to postpone a sale of the Company's
stocks until vafter the Govermment's intentions were known." Thisg
letter was in a style entirely diflerent from the rest of the
correspoindence, due to its being written by lir. Tierney. 1If Mr.,
O'Brien, who had been working on his Memorandum dealing with the
Te-organisation from lst March to 6th liay, had given any information
to lir. Tierney, it seems to us unlikely that the letter would have
been written in that form. Most of the reasoning contained in the
letter could have been obtained from the report of the Transport
Tribunal or from lir. Reynolds' speech.

The firm's correspondence throughout the year was the chief
cause of our suspicions. Lir. W. J. Tunney stated that he was
mainiy the author and accepted complete Tesponsibility. It was
generally very confident in tone when discussing the Prospects of
the Company. It contained many statements from which it could be
inferred that the writer had some Special knowledge, €8s "I have
"excellent reports of the Cocmpany's progress," "I am told that the

"Guaranteed may be paid off at s minimum of £50 plus £12
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‘Marrears of dividend," I may nave more definite news for you in a
"few weeks," and "on information I have received I consider Great
"Southern Railway Debenture a very good purchase at the moment."
Mr. Tunney was taken through the entire correspondence and was
pressed very strongly on these points, but he stoutly maintained
that he hed no special informatidn and was relying on the general
rumours known to every member of the Stock Exchange, and upon the
fact which he had learned from bMr. Maher early in August that
Traffic receipts had increasad. He attributed all these statements

to an unfortunate habit of loose phraseology.

A careful examination of all the firm's correspondence for
the year under review, and refererice to that of previous years,
supports this explanation. The letter's which contain some remark-
able statements are full of inacclracies and are not dlways consis-
tenty
l. 1In February he wrote "I hear there are prospects of an increase

There was in fact no &pplication for

&@n increase until April although such application had been
foreshadowed in the Chairm-n's Speech of 3rd March, 1943.
On the 27th 3eptember he wrote "There is a very strong rumour
"regarding = scheme for the purchase of the railway..." On
the lst October "It is rumoured that the Government are
"thinking of buying out the Riilway." On the 12th October
"it secems almos® certain that the Government intend to bring
"out a scheme for the purchase of the Railway," and on the
19th October, "there are all sorts of rumours but I think it
"'seems likely that the Government has some plan to buy out the
"Reilway." There is no evidence that the Government at any
time contemplated nationalisation of the R:zilways.

- On August 24th he wrote "I would advise you to give your

"instructions at once @s I am under the impression that some

"interesting developments are due to take place regarding the

"Company.'" QOn September, 27th: "There is a very strong rumour

"regarding a scheme for the purchase of the Rzilway which may
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"materialise .... next month." On the lst October he repeated the

rumour and added "I may have more definite information for you in

"a few weeks," Three days later "we believe that some interesting

"news may be published next month." On the 1llth October: "I am

"quite satisfied that an announcement will be made in a few weeks

time, " On the 19th October: "A scheme is in preparation and

"particulars of it may be published at any moment" and three days

later (October 22nd) "Unless I am mistaken some interesting

"announcement may be made within the next few weeks."

On November 2nd he wrote "We got an order fram a persoh comnected

"with the proposed reconstruction and he seems very confident a

"dividend will be paid on the preference much sooner than people

"think" but on November 5th "there is just a million t0 one chance

“that a dividend might be paid on the Preference as a last gesture
"of the Railway Company."

The reference to the person connected with the proposed reconstruc-
tion is to Mr. Dooly, the Manager of the Company's Road Freight
Department, who, as will appear later, did not know and had no

means of knowing whether a dividend would be paid or not.

Having regard to all the circumstances we &re of opinion that

to accord this correspondence a literal interpretation would

be a mistake.

(d) Mr. Charles F. Cashin.

llr. C.F. Cashin who purchased in the aggregate some £56,000
(nominal) of the Company's stocks between lst January, 1943,
and the d%te of publication, told us that he had been dealing in
various stgcks and shares including the Company's stocks, for a
considerable time. His feasons, as given in evidence, for
purchasing Stocks of the Company may be summarised as follows:-
Xe He had great faith in Mr. Reyholds because of his success in
the Dublin United Transport Company and had, in fact, bought
some of the Company's Stock in 1942 solely on the strength of

his appointment as Chairman of the Company.




45,

He was 1influenced by the suggestion of a Government guarantee
contained in Mrs; Reynold's speech at the General Meeting on
3rd March, 1943, and came to the conclusion that the stocks
were worth buying at the price then current.

He pald great attention to-the replies given by the Minister in

Dail Eireann on 24th March, 1943, to the questions by Mr. Keyes

and Mr. Davin. These replies, which we have quoted earlier,

he summarised as follows:-

(a) There were Proposals under consideration for re-
organisaticn of capital;

(b) These proposals were following on conversations with Mr.
Reynolds and would require lengthy examination and
‘development; and

(c) The Company intended asking for an increase of rates and
fares by F.ergency Powers Order.

Tue Minister's speech at Inanicore on the 16th June setting

out the Governmentt!s intentions with regard to the Railways

confirmed the opinion which he had formed.

He knew from his own experience in business with which he was

connected that traffic had greatly increased.

In July he concluded that the Government intended to control

road transport in the Western Counties and that control would

be further extended. He rnew from his own experience what
monopoly meant; if the Company could get control, it could do
anything.

Influenced by these considerations he bought a certain
amount of stocks in the earlier part of the year. The grant-
ing of the transport monopoly to the Company carried a very
great weight with him and in August he finally decided to
invest all his available funds in the stocks. He bought
fairly heavily in that month. He held his hand in September
owing to meetings of protest of lorrymen and others but

resumed buying again in October when things seemed quieter.

Mrc Cashin assured us that he did not receive any secret
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information concerning the re-organisation from any source whatever.

He further stated that he never sought or gave advice as to purchases
of any class of Stock Exchange securities, but, if asked by anyone
“whom he thought could afford to take the risk, he woul d simply say
whether he himself was buying. He told some members of the Milltown
Gold Club and others, whose names he indicated to us, that he was
buying the Company's stocks and, by reason of his example, a number
of these persons did in fact purchasei

He further told us that he was a friend of Mr.John Maher,
the then Secretdry to the Controiier and Auditor General, and that
each of them knew that the other was buying. His Brokers were
Messrs.P.W.Tunney & Co. and Messrs. O'Donnell and Fitzgerald, but
he did not consult them about the purchases, he merely gave the
order to purchase.

We have also had inspection of Mr.Cashin's Bank account and

all the items appearing thereon have been satisfactorily

explained to us.

(e) Mr.John Maher.

Mr.John Maher impressed us as a person who had made a very
careful study of Stock Exchange trends and tendencies over a long
number of years. He might be regarded as an expert on questions
dealing with stocks and shares and indeed his friend and Stock-
broker Mr.W.J.Tunney, regarded him as such. He had been mrchasing
the Company's stocks since 1937 and he bought some £21,000(nominal
value) between 1lst January,1943, and the date of publication; of
this amount some £2,000 (nominal) had been acquired in January
before any steps had been taken in the re-organisation scheme.

He gave us two reasons for making his purchases:-

1. He regarded Mr.Raynolds' speech as "the straightest tip he
ever got in a newsparper" because the Chairman stated:

(a) That the Capital was going to be re-organised;

(b) That new Capital must be guaranteed; aml

(¢) That whatever was ultimately determined to be the value
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of the Stockholders' interest should rank equally with
and carry whatever guarantees were given to those

subscribing new cepital.

From his experience in financial matters Mr. Maher assumed
th2t any new loan would be in the neighbourhood of £39% aond even
if the nominal value of the Debentures should be reduced again

by 15% they should stand at about 82 - 83.

2+ He stated that in the Railway-statistics published in the

July 1ssue of the Quarterly Bulletin of the Central Bank

he saw that the combined receipts of the rallways opersating

in the State, including the Great Northern Railway, for the

six months ending 30th June, 1943, showed & very marked

increazse when compared with the corresponding figure in 1942.

He also stated that’early in August, 1943, he saw & newspaper
report of procecdings brought before the Reilway Tribuncl by
the Great Northern Railway (Ireland) for an increase in rates,
when evidence was given that the receipte of the Great /*
Northern Railway (Ireland) for the first six months of 1943
showed an improvement.of only £608 when compared with the
same period in the previous year. By deducting this amount
from the bulked figures in the Quarterly Bulletin, he
satisfied himself that it was obvious that there had been

a very substantial increase in the Company's traffic receipts
even before the 1lst July, 1943, when the exceptional rates
were abolished.

Although he had the necessary funds available, and although
he took sucn an optimistic view of Mr. Reynolds' speech, Mr.Maher
deferred purchasing until towards the end of August. He
explained that this delay was due to a contingent liability which
eventually disappeared following the determination of s case in

the High Court.

Mr. Maher swore that he relied solely on his own Judgment
and that he had no access to any secret information. He told us
that he obtained no information whatever about Railway re-organisa-




46,

tion in the course of his official duties. He knew that his
friend Mr. Cashin was also buying the Company's stocks but he had

no idea of the amount of his purchases. He also stated that

ne had told Mr. Tunney about the increasc in the Company's traffic

receipts and Mr. Tunney, judging from his evidence, placed mveh
reliance on this fact.

(f) Mr, Michael F. O'Haenlon.

Mr, Michael F. O'Hanlon, whosc purchascs amounted to some
£67,000 (nominal value) of the Company's stocks between lst
January, 1943, and thc date of publication, largely ccnfined
himself to purchases of the 4% Preference stock. His purchases,
all of which hc retained at the time of giving evidence bcfore us

lwere.sprcad out over the whole of this period. He told us in
evidence that he had becn regularly purchasing the Company's stocks
since 1930 and that he was still doing so0. This fact was fully
corroborated by his Stockbrokers and by the rccords with which we
were furnished.

In meking his purchases in 1943 he said that he was
influenced by two major factors and his dcductions thcrefrom.

These two factors were:-
I. The Chairman's spcech of the 3rd March, 1943; and
The figurcs in the Company's Accounts and Balance Shcet for

the year ending 31st December, 1942.

With regard to the Chairman's speech he made the following pointss-

(2) Reconstruction was foreshadowed. He considered that any such

reconstruction and reduction of capitol would not be more
drastic than in 1933 when £100 Prcference stock was cut to
£35 and £100 Guaranteed Preference Stock to 505 O tnis
basis he rcckoned that these stocks at the then current
prices of £12 and £27 or £28 were good buying;

(b) Mr. heynolds said that Investors must be given a guarantec

that their capital would not be lost and that the payment of
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interest would be certain;
That proposals for the stabilisation of the capital of the
Company were to be then formulated;
That there was a post-war plan for a co-ordinated transport
system of which the country might be proud; and
That an increase in rates was being sought, which, he
calculated, would bring in an additional £285,000 per annum.
From the figures in the Company's Accounts and Balance Sheet he
deduced that the financial position of the Company was not as
serious as had been portrayed by Mr. Reynolds. He relied in
particular on the amounts appsaring in the accounts for maintenance
and renewals. It seemed to us that he misinterpreted the figures
to which he referred; and our view was confirmed by the Company's
Chief Accountant. When recalled, the Accountant's opinion was
put to him but, notwithstanding this, Mr. O'Hanlon refused
to agree that he was under any misapprehension and insisted that
subsequent events had proved him to be correct.
From our examination of Mr. O'Hanlon we are satisfied that
he had given careful consideration to the Company's financial
position over a number of years and had studied the Balance Sheet
and Accounts for 1942 in very great detail. He assured us that
he did not receive any secret information concerning the re-organ-
isation scheme from any source and that no such source was
available to him. He admitted to having advised certain persons
to purchase the Company's stocks during the year and some of these
persons did in fact buy.
We examined Mr. O'Hanlon's Bank account for the years 1942

and 1943 and all items both on the credit and debit side, which

appeared prima facie to have any significance, have been fully

explained to our satisfaction. We were also furnished with

particulars of his other investments which corroborated his

evidence in every material respect.
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(g) U¥r. Blayney Hamilton.

Although the major portion of lir. Hamilton's investments ip
the Company's stocks was made subsequent to the date of publication,
he bought £9,800 Debenture stock between the 17th October and that
dates &8s he was known to be a personél friend of Mr. Reynolds,
and as he was also connected through his business as Insurance
Broker, with the Dublin United Transport Company and with the
Company, we deemed it advisable to call upon him to attend as 2
witness.

Mr, Hamilton deposed in evidence that he had obtained no
information whatever concerning the re-organisation proposals
from Mr. Reynolds and had never discussed with him the value or

prospects of the Company’s stocks., He stated that he had no

special knowledge beyond what appeared in the newspapers and such

@s he acquired in the ordinary way in the course of his business.

His reasons for purchesing weres-
1l. He had very great faith in Mr. Reynolds whom he believed

would meke & success of the railways. In support of this he
proved to our satisfaction that he had Lought shares in the
Dublin United Transport Company very shortly after lr. Reynolds
had joined that Company, relying solely on his knowledge of
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