
G2n STATi: AN!) LOCAL TAXATION

hrcii (Icvi-iMl t(. secure coiitn)! without tlie necessity for pur-

c!i:iMiii; stoi-k. I'.ul cNcii wliere control i- secured throuiiii tlio

purcliase of >lock, tlie actual otulay represents hut a small

p.iriion of ilie capital value of the system as a whole, inasmuch

as it takes no accouiU of the ca|.ilal repre.-eiiteil hy homls.

It is evident then that theic i> no opportunity for determ.iun.m

tlie real worth or assi-sahle value of puMic service corporations

hy the usual standards of market valae for complete systems.

Still less is it po~>il)le to determine in this way the \alue of any

aihitrary sections of such -yMems which happen to lie within

the area of this or that taxinii unit, he it state, proviiu'c or

minor niuniciinility. The i)ortion of a railway or t.-h-raiih

system wliich i)a-ses through a i:iven municipality, or even a

State or province, almost invariahly derives a lar-e proportion

of its value, and sometimes almost the whole of it. from its

comiections heyond that area, or from it> hein^ hut a link \n

a systeni whose chief revenue is derive.l fn.m throu-h trallic

or transmission.

Neither is cost of prodm'tioi\ a fair test of value. Mar' I

value is the test which determines whether, in view of its cost,

production should or should not he undertaken. It is. indeed,

seldom proi)osed as a hasis of valuation for puhllc service lor-

porath)ns other than railways, and in their case it is prop, d

only hecavrse of the lar^v jiroportioii of tanjiiiile property

reiiuired in their construction and operation. Hut e\en tho

mo-t faithful advocates of cost of production, as a hasis for

as-e^sment. admit that it may exceed or fall short of the full

value of a system as a whole. How tlu-n is this variation from

ii-t of production to he determined? The usual answer is,

as liiven in Micliijran. hy ascertaining^ the licneral earning

power of the system, fnun which is deduced the net earnings,

which are then capitalized at some selected i)ercentage. and

this, it is claimed, will give the true capital value of the system.

If now we deduct the cost of production from this true value,

where it e\c Is cost of production, we sh.-dl find what amount

must he <i(l<l<(l In the cost of prodm'tion in ord<M- to liive the true

value, which, however, was just the point from which we

M.iited. r.v a complementary iirocess. where cost of produc-

tion exceed- true value, we shall .liscover what must he de-


