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HE !P O R T\

To the President:
The United States Pacific Eailway Commission, the members of which

were appointed by you on the 15th day of April, 1887, pursuant to the
provisions of the act of Congress of March 3,1887, respectfully present
to you the following report of their proceedings and conclusions:

The Commission was organized immediately after the appointment of
its members by the selection of the Hon. Kobert E. Pattison as its chair-
man.

Deeply impressed with a sense of the magnitude and importance of
the duties which had been assigned to it, the Commission took such
measures as seemed most appropriate to secure a complete performance
of all the matters referred to it, so as to enable it to report intelligently
to you, and to make full answers to the many subjects which it was re-
quired to investigate.

The Commission selected as its chief accountants Mr. Eichard F.
Stevens and Mr. William Calhoun. To Mr. Calhoun and his assistants
was assigned the duty of a complete examination from the very incep-
tion to the present date of the accounts of the Union Pacific Railway
Company, including therein the accounts of the Kansas Pacific prior to
the consolidation of 1880, and the accounts of the Central Branch Union
Pacific.

To Mr. Stevens and his assistants was assigned the duty of making a
similar examination into the accounts of the Central Pacific and of its
various branch and auxiliary lines and the accounts of the Sioux City
and Pacific Eailroad Company.

The Commission also selected Col. Eichard P. Morgan, jr., a practical
and experienced railroad engineer, and to him with his assistants was
assigned the duty of personally inspecting all the railroads that had
been aided with United States bonds and all their branches.

Mr. Calhoun assigned the duty of the examination of the accounts of
the Central Branch Union Pacific to G. F. Perrenoud, and Mr. Stevens
assigned the similar work respecting the Sioux City and Pacific Rail-
road Company to Mr. Henry J. Anderson.

The examination of these accounts and of the vouchers and papers
connected therewith has been extremely laborious. None of the reports
were completed before the month of November, and the final report
and tables-affecting the Union Pacific Eailway Company were received
by the Commission near the close of that month. It has therefore beer
impossible for us to make any critical examination of the results reach
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by the accountants and the inspecting engineer. We submit herewith
the respective reports of these gentlemen with the tables, statistics,
and exhibits thereto appertaining, which will be found in Volume 8 of
the Evidence and Proceedings herewith submitted.

The Commission itself immediately entered upon the duty of person-
ally examining the directors and officers of the respective roads and
all witnesses who, in its judgment, were possessed of auy knowledge
which could shed light on the subject-matter of thefinvestigation.

The principal examinations have been conducted in New York, Bos-
ton, Omaha, and San Francisco ; but the Commission has also exam-
ined witnesses at a vast number of local points for the purpose of ascer-
taining the relations existing between the different railroads and the
local communities, and of giving full and abundant opportunity to all
persons who had business relations with these roads to state their views
and make known their complaints, if any.
• The evidence, statements, and tables relating to the Union Pacific
Railway are mainly contained in the first four volumes of the evidence
herewith submitted. The evidence, statements, and tables relating to
the Central Pacific Railway are mainly contained in volumes 5 and 6.

For the purpose of presenting its conclusions intelligently, the Com-
mission has divided this report into three parts.

The first part relates solely to the present condition of the respective
companies, existing relations between the companies and the United
States, and to the remedial measures which, in its judgment, should
be adopted.

The second part of the report contains a review of the financial oper-
ations of the bond-aided companies' from their origin to the present
time.

The third part contains answers to the various interrogations con-
tained in the bill under which the Commission was constituted.

PART FIRST.

PRESENT CONDITION OF THE UNION PACIFIC RAILWAY COMPANY,
ITS RELATIONS TO THE GOVERNMENT, AND CHARACTER OF RE-
MEDIAL LEGISLATION REQUIRED.

The Union Pacific Railway proper consists of a well-constructed, sin-
gle-track road, extending from Council Bluffs, Iowa, on the Missouri
River, to a point 5 miles west of Ogden, in the Territory of Utah, a
distance of 1,038.35 miles. It also includes the railways formerly known
as the Kansas Pacific and the Denver Pacific. They consist of a well-
constructed, single-track railroad, extending from Kansas City, Mo.,
to Denver, Colo., and thence to Cheynne, Wyo., there uniting with the
Union Pacific Railway. The branch from Leavenworth, Kans., to Law-
rence, Kaus., was a part of the Kansas Pacific Railroad as originally
constructed.

The respective lengths of these railroads are as follows:
Miles.

From Kansas City to Denver 639.32
From Denver to Cheyenne 106
From Leavenworth to Lawrence 31.90

Total . . . . . 777.22
Add to this mileage the mileage of the Union Pacific main line 1,038.35

There results as the total mileage of the Union Pacific Railway Com-
pany, exclusive of its branches 1,815.57
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The United States subsidy bonds did not apply to the entire lengths
of the railroads above described. On the Union Pacific Railroad they
were issued from Omaha at a point 3.97 miles west of Council Bluffs to
a point 5 miles west of Ogdeu, Utah ; on the Kansas Pacific Railway,
from a point half a mile west of Kansas City, Mo., to a point distant
therefrom westerly 393.94 miles. The original location of the Kansas
Pacific Railway had contemplated its junction with the Union Pacific
Railroad at the intersection of that railroad with the 100th meridian.
By an act of Congress passed July 3, 18GG, its location was altered so
as to permit it to extend directly to Denver, Colo., and to make its
connection with the Union Pacific Railroad at a point not more than 50
miles westerly from the meridian of Denver, in Colorado. It was also
provided by this act that the said company should be entitled to only
the same amount of the bonds of the United States as it would have
been entitled to if it had connected its said liue with the Union Pacific
Railroad at the 100th meridian. The bonds were in fact issued for a
distance which is the equivalent of the line as originally located. This
equivalent is reached at the point above mentioned, 393.94 miles from
the initial point.

The railways above described are fully provided with terminal facili-
ties, side tracks, station-houses and railway equipment, and, with the
exception of the shops, machines, and tools at Omaha, represent a well-
built and well-equipped property, which is fully able to discharge all
the services that may be required of it.

The territory in which these railways are located, for a distance of
about 250 miles west of the Missouri River, is an agricultural country
of great fertility, the population of which is rapidly increasing, and
which affords abundant promise of a future development which must
largely increase the earnings of the roads, to which this region is tribu-
tary. Beyond this section the road passes through a country gradually
increasing in elevation and decreasing in fertility, in natural resources
and in population, until the base of the Rocky Mountains is reached.
From Denver to Cheyenne the character of the country agaiu improves,
centers of population are more numerous, and the many deposits of
mineral wealth in the Rocky Mountains tend to increase the earning
power of the railway in this locality. From Cheyenne to Ogden the re-
sources of the country are again scanty, aud do not hold out the imme-
diate promise of any very extensive increase in the earning power of
the railroad, except through the connections reached by the Oregon
Short Line and the Utah Railroads.

Within the territory extendiug westerly 250 miles from the Missouri
River a number of branch roads have been constructed or acquired
which connect with the Kansas Pacific and Union Pacific and with the
Mi*souri River between Kansas City aud Omaha. The territory served
by these branches is agricultural, and they afford convenient railroad
facilities to the easterly half of the States of Kansas and Nebraska.

Another system of branch roads has been developed in Colorado,
centering at Denver. Railway connection has been effected by these
brauches with Leadville, Boulder, Georgetown, aud other localities
where deposits of .the precious metals are found, and also with coal
mines and stone quarries in the vicinity of the main line.

From Granger, near the western end of the Union Pacific, the Oregon
Short Line extends some 540 miles in a northwesterly direction, and
connects at fluutington with the line of the Oregon Railway and Navi-
gation Company, which extends to Portland on the Pacific coast.
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From Ogden the Utah Northern stretches up into northern Montana
and reaches Butte, one of the most active mining campa in the West;
and the Utah Central affords connection with Salt Lake City and the
mineral region lying south and west.

The mileage of these branches exceeds the mileage of the main road.
The Commission has taken a great deal of evidence relating to their
cost, their operation, and their effect on tbesystem, The almost unani-
mous voice of all the witnesses examinedby us declares that the branch
roads add largely to the earning power of the Union Pacific Railway.
Many of them go so far as to assert that without these feeders the
Union Pacific would be bankrupted in a few years. It appears from
the accounts of these branches that, having regard only to the operation
of the branches themselves, some of them do not pay the expense of
operation. Many of thum do not earn enough to pay interest on cost
in addition to the expense of operation, and only a few of thorn succeed
in earning a surplus beyond expenses and fixed charges. But the offi-
cers of the road, and many other intelligent witnesses, declare that this
circumstance has no bearing ou the question whether the branches are
or are not an advantage. They assert that in addition to the actual
earnings derived from local operation there is a large profit derived from
the earnings of all business interchanged between the branches and the
main road, by reason of the haul over the maiu road. In the opinion
of the Commission this statement is correct, and the argument un-
answerable.

In order to ascertain as nearly as possible the amount of benefit de-
rived from the interchanged business, the comptroller of the Union Pa-
cific Hailway prepared and furnished to the Commission the following
table;

[The Ooion Pacific KaiLiray Company.]

Statement thawing the net income of the auxiliary titiea of the Union Pacific nystem ; the
estimated net earning* nf the parent company from truffle interchanged with siwh line*,
and the interest avcrued na the bonds issued on such lines; and in the sanitteanneotion
the interest aaUialhj payable on the bonth tints issued on tsnek Hurts, bat which are not
<nened by the Union Pacific Eailttay Company.

Koad.

Omul is ami Repoblican
Vulloy- — --- .

O mil ha, INiuhrara and
BlftclHills

Echo ami I'iirli City
Cnloradu Central
Salt Laio »nd Western
Denver, Soutli Park :LIH1

I'aciflo
Utah nod Northern
Orison Shwrt Line
Grteley, Salt Lake and

Pacifto
Lawrence and Empotiu.
La ramie. North Park

andPaciflu
Junction City and Fort

Kearney
Solomon
Kullim and Southwest-

ern
Denver and Bonlder

Vmlley,

3B, 007. OS
17,660.17

414,371.82 573,827.40! 988,290.23
SO. 383. 25

*8fl, B81. 58

sins' 75a! 2a

Mfl|384!21

*!, 168. 70

19, 778.78
27,032.92

25, 505. 38

15, «39.75

41,06.971 70.P20.22

37, 077. 31 *28, 601. 25
638, 235.68 1,10(1. 205. W
856,741.121,157,197.41

$107,960 *209,032.0»

68,390 133,889.29
M.M0 118,367.86

336,030 853.38b.22
91,800 8,120.22

301, 500 '330,104.25
3*8,010, 712,105.20

5,480

M, 727.91)!
5, 875.il

B87.91';

33,048.12
n o , 508.771

•170. 7B

8S0, 7M

56,
•J7,

170,767.39 220,541,17
130,060.37

91,827.81

48,798.31

207, 693. 29

120,133.22

84,438.00
'Deficit,

85,000
34,500

32,100

2BT.T42.41

•23, 511. 58
•38, MS. TT

•170,7B

135.514.17
173, P.'li, 20

87,733.22

84,138. 09

133, 681)
40,260

689, 755!

147,167.8G
»82, 8Hi. J-J
70,820.22

*162, 284.26
T207; 742! 11

33.04S.4S
*10, 608.77

*170.79

220,544.17
!07, (183. IS

120,133.22

64,438.0>*, * JO, VW
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Statement showing the net income of the auxiliary Hues, etc,—Continued.

dyille...

Golden, Boulder and ,
Caribdu

Georgetown, B
ridge md t.fcftd

Kaaatia C e n t r a l p ,
Montana. lb,30i.4O
Denver and Middle

ParY ..
Denver, Marshall and

Bonder J 12,005.16
Manhattan and Blae I

Valley ! fl.40a.Q3
li l A h Had

.. . . . i ft.774.7fl

3. IRS. 26
11, m 1&
52, 037.441

1

959.46
, 125.431

7 . ^ : i t . S i

* 1,407. 79

6, 4B& <r-

11,040.14

S3, 848.201

18, 046.77

32,022. SO

ToUl , 1,446,128.28 3,277,070,92.4,723, 194,18 2,57ft, SCO 2,143,804181,080,455 3,fl42,729,18

I * 32101

M001 *S, 840.40
80,880*148,005.43,

70,541.84

5,400

7.7S3

$11,164)

13,003.81

1*04*. 77.

118,127.01

70,341.84

*1,407.70

18,403.81

18,Q4fl.77

32,632.06

I
•Deficit.

COMPTROLLER'S OFFICE, BOSTON, May 27,1887.

The cost of moving the interchanged business over the main line is, for
obvious reasons, less than the cost of moving freight or passengers be-
tween local points on the road. The reasons are that the average haul
is longer, that the freight moved is mainly in car-load lots, and that
there is but one terminal on the main line for interchanged business,
while there must be two termini for local business. The average cost of
operation of the Union Pacific Bailway was, for the year 1886, 58 per
cent, of its gross earnings. The average for the past seven years has
been 53.60 per cent. The estimate of the company's officers is that the
cost of carrying the interchanged traffic over the main road does not
exceed 40 per cent. The second column of the above table contains a
statement of 60 per cent, of the gross amount of the interchanged traf-
fic. The question of the advantage of the branch system depends sub-
stantially on the accuracy of this column.

As there exists a difference of opinion in the Commission it may be
appropriate to notice in some detail the argument of the minority Com-
missioner. He asserts that, as much of the interchanged traffic is com-
petitive business, it is unreasonable to assume that the cost of carriage
is lower than the average of all the traffic of the company, which is 58 per
cent. It is true that many of the points of delivery of the interchanged
traffic are competitive points, but it is equally true that much of this
business is not competitive; and the same characteristics also apply to
the business of the main line. It is fair to assume that the interchanged
traffic commands the average rates, and that, therefore, the circum-
stances above alluded to, of the length of the uninterrupted haul and
the saving in terminal expenses, do reduce the cost of carriage below
the average of 58 per cent.

The minority Commissioner insists that interest on the cost of these
branches, and on some portion of the cost of the main Jine, must be de-
ducted from the net earnings, direct and indirect, of the branches, be-
fore it can be concluded that they are a benefit and that they increase
the earnings of the main railroad. But this argument tenders a false
issue. The branches exist, the money spent in their purchase or con-
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etruction can not be reclaimed, and the practical question is whether
their operation, irrespective of tlieir cost, is or is not an advantage.
The Union Pacific Railway is itself the holder of a large majority of their
bonds, and conld effect no important saving of interest payments by
discontinuing them. lint as matter of fact the investment in branch
lines, taken iu its entirety, does pay a large surplus. lu the table
above referred to the interest ou all the bonds is stated. It antoEiits to
$2,579,390; arid, after deducting this amount from the direct and indi-
rect iucome, $4,723,194-18, tbe.balanee remaining is $2,143,^04.18.

The minority Commissioner claims that, there are certain sums due
for money advanced to these branches for which no bonds have been,
issued, and that interest on those sum* should be added to the interest
on the bonds. This amount is $5,n97,u70.44. (See Union Pacific balance
sheet, p. 91 of the company's Beport for lssii.) For the. purpose of
testing the result of the investment, this is doutitiess correct; but the
amount of, the interest wilt not exceed &J50,(KK), aud is not sufficient to
affect the result.

In conclusion, we refer to the evidence of the following witnesses on
this subject:

Edward P. Alexander (Vol. 2, pp. 84C-84S). Mr. Alexander is the
president of the Central Railroad aud Banking Company of Georgia,
and served its a Government director in 1885. At page 852 the witness
declares, basing his conclusion on personal aud familiar knowledge of
the Union Pacific Railway .system, that there can tie no question "that
the existing system of branch lines (the subject of criticism perhaps, as
parts of it are) has been the actual salvation of the road, and that it is
of the utmost importance to its future prosperity tbat thatsystem should
be promptly ami very considerably expanded."

Charles F. Adams (Vol. 1, page 82) testifies that the amount of the
business delivered to the TJuion Pacific Railway proper through the
branch system amonuts to about $5,000,01)0 a year, entirely apart from
anything that appears in the aocouuts of the branches themselves.

At page tMt) (Vol. 2) he testifies that the branch-line business is the
most profitable boBJoese that the main line cau possibly do.

At page 642, ftfter giving figures showing the cost of moving a freight
train destined for the Oregon Short Line over the Union Pacific road
between Omaha and Ogden, he shows thai the profit to the Union Pa-
cific (Jomnany ou such a train for the haul on the parent line would be
$2,000, aud concludes with the einphaticdeclaratiou, " in that business
lies the salvation of the Union Pacific."

At pages 976 and 978 he repeats this illustration, applying it to the
Echo and Park City and to the Oregon Short Line Railways.

Thomas L. Kimball, the general mauager of the Union Pacific Rail-
way Company, testifies, at page 1074 (Vol. 3), that "without the
branches, without the traffic that we have secured by our system of
branches, the Union Pacific road would be bankrupt to-day."

At page 1075 he testifies that if the branch lines in the State of
Colorado were shut out today, the earnings of the Union Pacific proper
on the Colorado business would shrink $1,000,000 in twelve months.

Thomas J. Potter, the present general manager and first vice-presi-
dent of the road, has had a life-long experience as a railroad man. His
familiarity with all the practical administration of the business of rail-
roads is unsurpassed by any one iu the United States. He served for
many years in the management of the Chicago, Burlington and Quiucy
Railroad Company. A large portion of the eonntry through which that
railroad extends presents the same characteristics as to population aud
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resources as exist on the Hue of the Union Pacific. His opinion will
be found in the evidence, pages 3871 to 3873. He approves most em-
phatically of the branch-line system of the Union Pacific as it exists
to-day, and urges the necessity of its development, concluding as fol-
lows :

Having spent most of my active railroad life in connection with and in the midst
of the developuieut of these great u systems" of railway to which I have referred, and
which have grown from single stems to vast aggregations of branches, each averag-
ing from 3,000 to 6,000 miles of prosperous and successful railway, it appears clear to
my mind that the surest, if uot the ouly, way to insure the permanent success of the
Union Pacific system is to pursue the same policy that has produced these results.

Francis B. Warren, who was governor of the Territory of Wyoming
in 1885 and 1886, testifies (Vol. 4, pp. 2072-2070) as to the advantages of
the branch lines to the Union Pacific Railroad, and especially to their
advantages to the territory served by them.

O. W. Riner testifies (Vol.4, p. 2080) to the same effect.
The opinions of the United States Commissioners of Railroads coin-

cide fully with those above quoted.
Theophilus French, in his Report for 1880 (p. 25) says :
The policy of investing in these branch lines is undoubtedly the best for insuring

the continuance of profitable business for the main line, and as long as the Govern-
ment has such a large interest as creditor, it can not but sanction and confirm such
investments.

This opinion is quoted with approval by Commissioner William H.
Armstrong in his Report for 1882, page 33. The Government directors
have invariably commended and approved the branch-line system . (See
their Reports for 1876, p. 19; 1877, p. 12; 1878, p. 20; 1879, p. 9; 1880,
p. 10.)

In the Government directors' Report of 1883, at page 10, will be found
the following declaration.on this subject:

If anything further were needed to vindicate the wisdom of the policy of construct-
ing feeding lines, it is shown by the fact that while the earnings of the main line have
fallen off during the past years from a variety of causes, but chiefly because of open-
ing of rival routes and the competition in rates, the deficiency has been almost made
good by the increase of earnings of the branch roads of the system.

In the same report the increased earnings derived from the branch
system is declared to be of the utmost promise for the future, and that
without the feeding roads the main line would have seriously suffered,
from ruinous competition. The report concludes:

We continue of the opinion expressed in our last report, that the construction and?:
operation of the feeding lines have been of incalculable value to the road in render-
ing it in some measure independent of competing routes for through business.

In the report for 1885 we find the following declaration :
The directors can not emphasize too strongly the value to the Union Pacific of its*

auxiliary or branch-line system as a whole. Some of the lines, it is true, are injudi-
ciously located, and in this way only operated at a loss, but as feeders to the main line
all have a value which does not appear on their own balance sheets. In fact, with-
out them the mainline would to-day be a bankrupt property.

That report is signed by Edward P. Alexander, J. W. Savage, M. A.
Hanna, Frederic R. Coudert, and Franklin McYeagh.

In addition to the evidence above referred to, a circular letter has
been addressed by the president of the Union Pacific Railway Com-
pany to James H. Wilson, B. P. Alexander, Isaac Hinckley, and
others, and their opinions have been asked on a statement of the con-
ditions of the problem as to the ratio of profit to the Union Pacific
Bail way Company on the interchangeable traffic of the Oregon Short


