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REPORT.

To the President:

The United States Pacific Railway 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. Robert E. Pattison as its chair-
man.

Deeply impressed with a sense of the magnitude and importance of
the dutles which had been assigned to it, the Commission took such
measures a8 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. Richard 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
gle pf‘i)usolidation of 1880, and the accounts of the Central Branch Union

acifie.

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 Railroad Company.

The Commission also selected Col. Richard P. Morgan, jr., a practical
and experienced railroad engineer, and to him with his assistants was
agsigned 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 Railway Company were received
by the Commission near the close of that month. It has therefore been
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 any knowledge
which could shed light on the subject-matter of theinvestigation.

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, it 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 BE-
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. Italsoincludes 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, Kans., was a part of the Kansas Pacific Railroad as originally
constructed.

The respective Iengths of these railroads are as follows:

. Miles
From Kansas City to Denver .... .o o iin i iiciiiiaimciccaacacaevnana. 039,32
From Denver to Cheyenne ......cccuvuvmieiciann concnensesanceranacssananas 106
From Leavenworth to Lawrence ..... ... .cocoeoccaooceacoecncacaaaanan-no. 3S1L.90
Total...ccoauns I RN i .
Add te this mxlea.ge the mﬂeage ‘of the Union Pacific main line............ 1,038.35

There resnlts as the total mileage of the TInion Pacific Railway Com-
pany, exclugive of its branches ........ SOty 1, 815. 5%
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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 Omahba at a point 3.97 miles west of Council Bluffs to
a point 5 miles west of Ogden, Utah ; on the Kansas Pacific Railway,
from a point halt 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, 1866, 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 line with the Union Pacifie
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 poiut above mentioned, 393.94 miles from
the initial point.

The railways above described are fully provided with terminal faeili-
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 fature 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 again improves,
centers of populatlon 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, and 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 extending 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
Mis-souri River between Kansas City and 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
branches with Leadville, Boulder, Georgetown, and other localities
where deposits of the precious metals are found, and also with coal
mines and stone guarries in the vicinity of the main line.

From Granger, near the western end of the Union Pacifie, the Oregon
Short Line extends some 540 miles in a northwesterly direction, and
connects at Huntington with the line of the Oregon Railway and Navi-
gation Company, which extends to Portland on the Pacific coast.
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Statement showing the net inoome of the auxiliary lines, eto.—Continued,
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Bounlder..........-.... 12,005.16) 6,488.65' 18 493 81 5,400, 13,003.81 ......... l 18, 403, 81
Manhattan and Blue | ! |
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Western.ooeeeenn..n-. [ 8,774.76/ 23,848.20 32,622,068 7,785 24, 837.96......... | 8262296
| Yt
Total ............. 1,446,123.263,277,070.92 4, 723, 104. 18

2, 679, 3011‘2.143,804.18. 1, 080, 465 3, 842, 720,18
I ! _— -

* Defloit.
CoupTROLLER'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 intemhanged business,
while there must be two termini for local business. The average cost of
operation of the Union Pacific Railway 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 aceuracy 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-
misgioner. He asserts that, as much of the interchanged traffic is com-
petitive business, it is unreasonable to assume that the cost of carriage
islower than the average of all the traffic of the company, which is 58 per
cent. Itis true that many of the points of delivery of the interchanged
trafic are competitive points, but it is equally troe 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 cirenm-
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 line, 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
issme. The branches exist, the money spent in their purchase or con-
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resources as exist on the line of the Union Pacific. His opinion will
be found in the evidence, pages 3371 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 aective railroad life in connection with and in the midst
of the development uf these great ** systoms” 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 not the ounly, way to insure the permanent success ot the
Union Pacitic system is to pursue the same policy that has produced these results.

Francis E. Warren, who was governor of the Territory of Wyoming
in 1885 and 1886, testifies (Vol. 4, pp. 2072-2076) as to the advantages of
the braunch lines to the Union Pacific Railroad, and especially to their
advantages to the territory served by them.

C. W. Riner testities (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 Freuch, in his Report for 1880 (p. 25) says :

The policy of investing in these branch lines is undoubtedly the best for insuring
the continuance ot 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 aund 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 doring 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 prowmise 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 t.i:le 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 McVeagh.

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, E. 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 Pacifie:
Railway Company on the interchangeable traffic of the Oregon Short.
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of the expense of the branches is totally incorrect. The main road has
no right to demand a straight mileage division. Equity and fair deal-
ing require that it should pay to the branches just compensation for the
- services rendered, and this is all that it does. The practice of adjusting
such divisions of earnings between roads, where the circumstances of
the transit are different, is nniversal. It obtains in favor of the Union
Pacific itself as against the great railroads east of the Missouri River;
and the evidence shows that the advantages thus obtained exceed the
allowances to the branch lines. (See Vol. 3, pp. 1072, 1073.)

A careful and complete examination of this subject was made by a
committee of the Illinois legislature. The Illinois Central Railroad
Company was liable to the State for 7 per cent. of its gross earnings.
The practice of constructive mileage obtained between this company
and its branches, and complaint was made that the result was to de-
crease the payments to the State. After an exhaustive investigation,
the conclusion reached was that the constructive mileage allowance was
just and proper, and the action of the railroad company was approved.
(See evidence of T. J. Potter, Vol. 7, p.3871.)

The dimensions of the whole subject are insignificant, and it wounld be

one of the signal advantages of the substitation of fixed payments for
percentage of net earnings, that it would put an end to wasteful and
profitless discussion over a matter with which the Government has no
practical concern.
" The total mileage of the Union Pacific Railway proper, according to
the report of the company for 1886, is 1,832.45 miles. The total mileage
of the connecting branches, according to the same authority, is 2,761.93
miles. (See Company’s Report for 1886, p. 116.)

The Union Pacific Railway Company is also the owner of stocks and
bonds in railways not immediately connecting with the main road, and,
to a smull extent, in enterprises not at all connected with the raﬂway
business. (See Company’s Report for 1886, page 95.)

In the accounts of the company, the ﬁnancla.l business of the railway,
the branches and the enterprises separate from the railway business,
is described as the ¢ Union Pacific system.” The financial business of
the main line is deseribed as the ¢ Union Pacific Railway.”

A full and detailed description of the physical structure and condi-
tion of the parent road, and of the re spective branches, will be found in
Colonel Morgan’s report and the appendices therein referred to. Itis
sufficient for the present purpose to say that this system is operated
as a whole, that the branches and main line are mutually dependent on
each other for support and development, and that, through their union,
they represent a vastly greater relative earning power than would
either the branches or main line itself, if they were dismembered.
The net earnings of the system, taken for the past three years (by
which term is now meant their gross earnings, less their operating ex-
penses and taxes), have a.veraged $ 9,800,000, of which sum $8,200,000
should be credited to the parent lme and 81 600,000 to the branch
system.

The actual value of the system, as gathered from Colonel Morgan’s in-
telligent examination, based both on cost of construction, on the in-
creased value of terminal facilities and right of way, and also on a close
and critieal examination of the earning powers of the main line, may be
approximately stated at $150,000,000,

The lien of the United States, resulting from the provisions of the
acts of 1862 and 1864, as decided in United States ». The Kansas Pacific
Railway OCompany (99 U. 8., 4565), only applies to that portion ok tos
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Union Pacifie Railway lying between Omaha and Ogden, and to that
portion of the Kansas Pacific Railway lying between a point half a mile
west of Kansas City and a point distant therefrom westerly 393.94 miles.

By the ninth section of the Thurman act it is provided that all sums .
due to the United States from the Union Pacific Railroad Company and
the Central Pacific Railroad Cowpany (inclnding therein the Western
Pacific Railroad Company), whether payable presently or not, shall be
a lien upon all the property, estate, rights, and franchises’of every de-
seription granted or eonveyed by the United States to any ot said com-
panies, respectively or jointly, and also upon all the estate and property,
real, personal, amd mixed, assets and income of the said several railroad
companies, respectively, from whatever source derived, subject to auy
lawful prior and paramount mortgage, lien, or claim thereon.

. An attentive examination of the decision rendered by the Supreme
Court of the United States in the Sinking Fund cases (99 U. 8., 700), in
which the constitutionally of the Thurman act was sustained, will, in
the judgment of the Commission, lead to the conclusion that the court
in that case deterinined that Congress had power as sovereign to require
these companies to make reasonable provision out of their current earn-
ings for the payment of their futnre obligations. But the court in the
same cases did decide that as to the contraet created by the acts of
1862 and 1864 between the United States and the said companies, Con-
gress had no power to alter its terms by accelerating the maturity of
the debt_or by altering the mutual obligations existing between the
United States as creditor and the companies as debtors, as fixed by the
acts of 1862 and 1864, .

The reservation of the right to alter and repeal the original acts wa
therefore, a reservation of the right to alter the organic law under
which the companies in question exercised their corporate functions at
the will of Congress, bat it did not extend to an alteration or amend-
ment which would affect the obligations of the companies as debtors to
the United States as creditor. The security reserved to the United
States was fixed by the acts of 1862 and 1864, and the companies ac-
cepted the terms of those acts, and constructed their roads on thefaith
of the provisions therein contained. All persons dealing with these
companies and acquiring their securities and stocks have likewise relied
on the conditions specified in these acts.

It is difficult, therefore, to understand how the United States by the
enactment of a statute can declare that the lien of a security held by it
shall extend to property which, before the enactment of the statute, was
not subject to the lien. It is true that general taxes, income taxes, rev-
enue obligations, and many other liabilities have been declared, both by
Congress and by the legislatures of the respective States, to be liens on
a debtor’s property. But this power has never, to the knowledge of the
Commission, been exercised in a case where the terms of the mutaal
obligations have been determined by an’ act under which rights had
been acquired, and where the security of the Government was sought
to be extended by the ameudatory act to property not originally in-
cluded in such security.

If the above consideration of the law be the true one, the lien of the
United States would not affect any of 1he branch roads or connections,
and it is a grave gquestion whether it would include rthe connection be-
tween Omaha and Couancil Bluffs and the terminal facilities in Kausas
City. 1t would not apply to the railroad between Denver and Chey-
enne, nor to that portion of the Kansas Pacific lying between the point
$83.94 miles west of Kansas City and Denver City, nor would it include
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the terminal facilities at Denver City. It would be impracticable to
estimate the value of this property, shorn of its branches and of most
of its important terminals,

The total funded debt of the Union Pacific Railway Company on the
. 31st of December, 1886, exclusive of theobligations to the United States,
was 881,969,127.50. Of this amount $33,5632,000 are now prior to the
statutory lien of the United States. The balance of this funded debt,
amounting te $48,437,127.50, is described as follows:

The land-grant bouds are secured by a mortgage of the publie lands
granted to the Union Pacific Railroad Company.

The amount of these bonds outstanding on December 31, 1886, was
$2,036,000. It appears from the accounts of Frederick L. Ames, as
trustee of this mortgage, that the proceeds of these lands will suffice
to pay the outstanding bonds within two years, and will leave a surplus
after all the assets shall have been realized ot about $16,000,000. (Vol.
2, pages 945 and 946.)

The sinking fund bonds, of which about 814,500,000 are outstanding,
are a second mortgage ou the public lands granted to the Union Pacific
Railroad Company, and are also a lien ou the road itself between Coun-
¢il Blutfts and Ogden, junior to the lien of the United States. It ap-
pears trom the testimony of Frederick L. Ames, above referred to, that
the assets in his hands as trustee of the land grant will be more than
sufficient to satisfy and discharge all of the sinking-fund bouds.

The Umaha Bridge bonds and Omaha Bridge renewals, of which
there are about $1,800,000 outstanding, are a first lien on the bridge
spanning the Missouri River between Council Bluffs and Omaha.

The collateral trust 6 per cent. bonds, 1879, of which there are out-
standing $4,423,000, are not secured by any lien of either the Union
Pacific or Kansas Pacitic Railroads, but are secured by a deposit of
bonds and stocks of a number of the branch roads owned by the Union
Pacific Railway Company. The amount of the honds so deposited was,
on the 31st December, 1886, $5,529,000, a detail of which will be found
in the company’s Report for 1886, at page 96.

The collateral trust 5 per ceut. bonds of 1883, of which the amount
outstanding is 84,567,000, are not secured by auv lien on the railroad
itself, but by the (le]nosn of certain other honds and stock of branch
roads owned by the Union Pacific Railway Company. The amount of
bonds so deposited is 86,204,000, a detail of which will be found at page
96 of the company’s Report for 1836.

The Denver extension bonds, of which 86,242,000 are ountstanding,
are a first lien on that portion of the Kansas Pacific Railroad lying be-
tween the 393.94 mile point and Denver.

The Kansas Pacific consolidated mortgage bonds, of which there are
about #16,000,000 outstanding, are secured by a geuneral lien on the
whole of the railroad between Kansas City and Denver, subsequent to
the lien of the first mortgage, amounting to 6,303,000, and the lien of
the United States, amounting also to $6,303,000, and to the lien of the
Denver Pacific extension bonds,amounting to $6,242,000. These Kan-
sas Pucific consolidated bonds are also secured by a mortgage of the
public lands granted to the Kansas Pacific Railway Company. The
valuoe of the assets held by the trustees of the consolidated mortgage, in
addition to the lien of that mortgage ou the railroad ltselt is about
$12,000,000. (See evidence of Calef, Vol. 1, p. 304.)

In addlt,mn to the foregoing amounts there are some small sums due
on various mortgages made by the Kansas Pacific Company before con-
solidation, but the total amount thereof which is outstanding does not
exceed $200,000, and they need, therefore, not be considered n detes-



14 REPORT OF THE U. 8. PACIFIC  RAILWAY COMMISSION.

mining the amount of security which the Union Pacific Railway Com-
pany is able to give to the United States.

It appears, therefore, that as far as the main line is concerned the
Union Pacific Railway Company has issued $48,000,000 bonds which
are subsequent to the lien of the United States. Of these bonds the
following amounts may be considered as covered by securities other
than that of the main line itself; that is to say :

Land-grant bonds. ... ocu.oiuan i it et cirtcccceret cam e $2, 056, 000
Sinking-fund bonds;..ccocvosmsavss cavacissssascayios e e iesEdhg 14, 348, 000
Collateral-trust bonds.. 4,423, 000
Consolidated-mortgage bonds to the extent of the surplus of the pu‘blm )
lands beyond the land-grant mortgages BRY v sauinens sadiius L aanse 10, 000, 000
Collateral b per cent. bonds ... ....occvtiecr coecniccmanacecacenaa. 4,567,000
Total.. = CEEEEbs e A creeaaaeaa 30,394,000

Deductmg thesa from the $48 000 000 of bonds whlch are subsequent
to the statutory lien, it follows tha.t a mortgage of the Union Pacific
Railway Uompany executed to-day to the United States would be sub-
jeet to the burden of about $13,000,000 bonds in addition to the first
mortgage and the debt due to the United States.

The total bonds issued on the branch system was about $42,500,000.
Of these bonds abount $18,000,000 are in the hands of the pubhc about
$12,000,000 are held under tho collateral-trust mortgages abovo men-
tloned The balance is under the control of the Union Pacific Railway

. Company, and would be affécted by the lien of a mortgage now given
to the United States.

In addition to the bonds above described, the Union Pacific Rail-
way Company is the holder of stock of the par value of $43,275,774.12.
The details of the companies represented by the stock referred to will
be found at page 97 of the company’s report for 1886. A large ma-
jority of these stocks have no intrinsic value whatever. The value of
these properties consists, as has before been explained, in their rela-
tions to the main line and from the traffic derived by the main line
from their operation.

‘While, therefore, it ¢an not be claimed that their inclusion in a mort-
gage presently to be given would add to the security of the United
States any important present available market value, these sfocks,
carrying the control of the branch lines, would, in the judgment of the
Commission, constitute an important and valuable increase of the se-
curity held by the United States, by conveying the power to control the
entire main line and the branches in one general and harmonious
operation.

The indebtedness of the Union Pacific Railway Company to the
United States, as existing to-day, is substantially as follows :

The Union Pacific Railroad ..., -c.ccece iacmen i iicecncaaccacann .. $27, 236, 512. 00
The Kansas Pacific Railroad. ... cccaaa ... ..- 6,303,000, 00
The Union Pacific Railroad, mterest accrued to Novemher 1 1887 hut
TUORY UL, o s ot o e S e i 32,039, 343.53
The Kaunsas Pacific Railroad, interest accrued to November 1, 1887, but
NOb QUE . cuvinnisenie svmes s s s s i Te T ST T e e 7,768,113.09
Total s s s e T s 73, 346, 968. 62
The amount in United States bond and interest account
for both companiesis. .....ovuer vuveiaenciiiiiaaann. $15, 440,891. 94
The amount in sinking-fund account to November 1,
1887, 18 . v liciunvens veassaivsia sussssranasis pongcass Ty 104, 084,32
—_— 23,174, 976.26

ihat the present balance of obligations of the Union Pacific Rail-
T im0 A ) R R R . 50,171,992, 36
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This amount should not be confounded with the present value of the
debt, for the reason that the United States is under the obligation of
continuing the payment of 6 per cent. on the outstanding subsidized
bonds until their maturity, and the company is liable to refund such
payments at the maturity of the bonds.

The principal of debt of Union Pacific and Kansas Pacificis ...._.... $33, 539,512. 00
Add 180 per cent. interest ...couceceerconce tanmnicacancncaccnannna= 60, 371, 121. 60
Total debt at maturity .... oo ocmonricao i iicccraanaaan 93, 910, 633, 60
Deduct amount to eredit of both companies in bond and interest ac-
count, November 1, 1887 . ... crieuenacaecneccocmcs sommar sormanannn 15, 540, 891. 94
Balance at maturity of bonds.....cceecianiiiinne it ieenaaa... 78,369, 741 66

The average date of maturity of the debt of both companies is J u]y
10, 1897.

The approximate present value of $TE 369,741,66 discounted at 3 per

cent., compounded, i8 ... ... cniiiiiianeicimiinai e anaaa. .- §68, 491, 256. 00
Deduct amounts in sinking fund ST S —— 7,734, 083.00
PLOBI VALUO- - e oo «eeeeeeema e eon eemme oae e e ganaeenan 50,757, 173. 00

This result is only intended as an approximation to explain the
operation of the bills herewith submitted and will of course be altered
if actually applied at the date named in those bills.

The requirements under the provisions of the mortgage proposed by
the bill would be as follows, for the first ten years:

Th.ree per cent. of §50,757,000 ... c.t cooenr et i e enar e $1, 522, 710. 00
One-half of 1 per cent, of outsmnrhng bonds wusavivsnssms iR 2563,785.00
1,776, 495. 00

And after the expiration of ten years the annual requirement would
be $2,030,280.
The followmg table has been received from the United States Treas-
ury Department :
Pacific railroads.

I Accrued inter- Int.ereatrepmd Amounts in

ameage ies | sinking fund
Roads. Priucipal. | date of ma- est to No- 1.0 o%':gtne:? o llql oveilher
turity. vember 1, 1887, 1, 1887.
Central Paocifio. Nov. 18, 1897 | $30, 182, 686. 47 | $6,194, 012.356 | $2, 710, 036.76
Kansas Pacific . il s 000.00 | Nov. 21,1896 | 7,768,113.09 | +3,589,240.81 |..............
Tnion Paciflo ........... 27,236,512, 00 | Sept. 3,1897 | 32,039,843.53 | 11, 901,64-2 63 | 6,152,683, 82
Central Branch Union :
PROIA0 coe v cmsmnans 1, 800, 000.00 | Oct. 19,1806 1, 965, 808. 316. 1 5 1 1 R —
Western Pacific......... 1,970, 560.00 | Sept, 5,1808| 2,180, . -
Bioux City and Pacific ..| 1, 628,320.00 | Jan. 1,1808 1,

28
504, 54
887, 660, 69
64,623, 512. 00 [*Sept. 12,1897 | 76, 024, 206, 68

22,092, 819,03 | 8, 862, 720,58

*Average date for all.

Central Paclﬂc including Western Pacifio, December 9, 1897 ; Union Pacific, including Kansas Pa-
cific, July 10, 1. £97.
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The market value of the bonds held in the sinking funds, stated as

-of the 18t of November, 1887, is, as we are informed by the Treasury
Department, as follows :

Union Pacific Railroad Company ................ P— $7, 732, 050. 50
Cash in the sinking fund...... ... .c.cco oo all.L 2,033. 82
Market valne of Union Pacific sinking fund, November 1, 1887.. $7, 734, 084. 32
Central Pacific Railroad Company............ ... ..... 3,418,959, 25
Cash in the sinking fund.... ccon oo iniianciaa e 36,76

Market value of Central Pacifie sinking fund, November 1, 1587. 3, 418, 996. 01

Total market value of sinking fund, November 1, 1847 ... ...... 11, 153, 080. 33

We have received from Prof. E. B. Elliott, the Government Actuary,
a table showing the condition of the ginking funds of the bond-aided
railroad companies, as of November 1, 1887, and a table showing the
present worth of their respective debts, as of the 1st of July, 1888.
In Professor Elliott’s computation he deducts the credits in the bond
and interest accounts from the total of the principal and interest paid
and to be paid, aud discounts the remainder for the period between the
average date of maturity and the 1st day of July, 188, He has made
this computation both at simple and compound interest, and the two
lower lines of his table show the present values obtained by these
methods. He has not deducted the amounts in the sinking fund from
the final result.

It may be observed in this connection that the addition of 180 per
cent. to the principal of the debt does not give a strictly accurate result,
for the reason that the bonds were not delivered on the day they bear
date. The United States has paid the iuterest on the bonds only from
the day of their delivery. The total amount of interest paid and to be
paid by the United States up to the maturity of the bonds will be some-
‘what less than 180 per cent. The method pursued in this report in
computing present values, as has been stated, was merely approximate,
and for the purpose of ascertaining the amount of the annual require-
ments under the bills proposed. The rule for ascertaining the present
worth, contained in section 1 of the bills proposed, accords with the
rule followed by Professor Elliott in his computations, and will give a
strictly accurate result.

The following are the tables, with the letter which accompanied them:

UNITED STATES TREASURY DEPARTMENT,
Washington, D, C., December 1, 1887.

SIR: In reply to the supplementary questions in behalf of the Pacific Railway Com-
mission, proposed by its statistician November 23, to wit:

(1) What was the market value as of November 1, 1887, of the securities snd cash
in the sinking funds of each of the bond-aided Pacific railroads; that is, of the Union
‘Pacific and the Central Pacific ¥ .

(2) Par value of securities and cash in said sinking funds, as of November 1, 1887.

(3) Total of amounts paid by each company into said sinking funds, including all
credits to them.

(4) What will be the present worth, as of Jnly 1, 1888, of the debt due by each of
the bond-aided Pacific railroads?

I would say that my answers to the questions 1,2, and 3 are expressed in the accom-
panying Table A.

In answer to fourth question, I would say that the present worth of indebtedness,
as of July 1, 1888, not taking into account the disposition of the sinking fund, in which
the Government has a contingent interest, is shown in the accompanying Table B,
where the data were arrived at, respectively, by the following process: To the prin-

pal to be paid at maturity is added the interest, at the rate of 6 per cent. per an-
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num, from the dates of delivery of the bonds to the several companies, to maturity.
From this is deducted the payments on the bond and interest account to November
1, 18~7, increased by estimated additions to July 1, 1888, The remainder is then dis-
counted from maturity to July 1, 1883, at the rate of 3 per cent. per annum.
In my letter of the 19th ultimo the par value of the securities in the sinking fands
of the several roads was employed.
Yours, respectfully,

REPORT OF THE U. 8. PACIFIC RAILWAY COMMISSION.

E. B. ELvrIOTT,
: Government dctuary.
Hon. HuGH 8. THOMPSON,
Assistant Secretary of the Treasury.

TABLE A.—Condition of the sinking fund of the bond-aided Pacific railread companies
November 1, 18b7.

Securities. Amount paid
into the
7 Pacific Railroad -
Total mar- || sinking fund,
Cash. ka& vnlu;le trans ortat.ign
and cash. service an
Par value. |Marketvalue. cash, from com.
menocement to
Nov.1, 1887.
Central Pacifio. .cacueivaciaaana. $2, 710, 000 §3, 418, 550. 25 $36. 76 |$3, 418, 586. 01 $3, 681, 862, 01
Kansas Pacific. . e e s sl ki s ] T DT SewmNeELl RS
UnionPacific ....ccavivcnnnnnan. 6, 150, 850 | 7,732, 050.50 | 2,033.82 | 7,734, 084,32 7,874,154, 39
Central Branch Union Pacific ..|..eeeeevemeen]ocecrecanannn. i
‘Western Pacifio
Sioux City and Pacific
I
Total]covouiemminacannan 8,860,650 11,160,608.75 | 2,070.58 11,152, 660.33 11, 356, 017. 30
! i
E.B. ELLIOTT,
Government Actuary.

UNITED STATES THEASURY DEPARTMENT,
December 1, 1887.

TABLE B.—Stafement of the present values of the debis of the bond-aided roads discounted
at 3 per cenl., both at simple interest and at interest compounded semi-annually.

Principal to i Total principal
be paid at ma- aﬁ‘:ﬁ?ﬁ: p:liﬁ e ity -

turity. Pald | ot maturity.
Central Pacific. #25, 885, 120 $45, 786, 454. 67 $71, 671, 574. 67
Kansas Pacifio 6, 303, 000 11, 188, 943. 09 17, 491, 943. 09
Uhnion Pacifio. .. 27,236,512 | 48, 115, £35, 85 75, 352, 347, 85
Central Branch Uni 1, 600, 000 2, £286, 608. 26 4, 426, 608, 26
Western Pacific. ... 1, 970, 560 3,462, 469, 74 5 433, 029. 74
Sioux City And PACIAG.. ... seesesseresseeseseos 1628820 | 2,880, 035,89 4, 500, 256, 80
ABZregate ...ceeeiaciiiiiiiireat e 64, 623, 512 114, 261, 247. 50 178, 884, 759. 50

Bond and in- i '
terest account, E%“;}g::ag T&":ﬁ"xﬁ‘:‘:} Remainder at
Novempber | July 1,1888. | terest account,| mALOTity.

Central Pacific covceeveanescreeneranaes $6,194,012.35 $134, 600 | 96,328, 612,35 | $65, 342, 062.32
Kansns Pacific. .o..oo.ooomoo. 3, 539, 249, 31 76,500 | 3,615 749.31 | 13, 876, 193,78
Upion Paoific...cceeermvremanens 11, 901, 642. 63 258,000 | 12,160, 542. 63 63, 191, 805, 22
Central Branch Union Pacific .. 316,124.12 6, 800 323, 024. 12 4,103, 584. 14
Western Pacific ......c....... 9, 367. 00 200 9, 567. 00 b5, 423, 462. 74
Sionx City and Pacifio. ..oonneoomeennns 131, 923, 62 2, 800 134,823.62 | 4,374 432,17
AGETOZALE e eeermnererannnrannnnn 22, 092, 310, 03 480,000 | 22,572,319.03 | 156,312, 440.47
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TaBLE B.—S8tatement of present values of debts of bond-aided roads, etc.—Continued.

| Worth asof July 1, 1888, discounted
from said remainder at 3 per cent.
Average Period from | Per anuum.
date of ma- | July 1, 1888,
turity. to maturity.

Compound dis-
Simple discount. | count (semi-
- annual).

Years.

Central Pacific....ccecianacacnanans Nov. 18, 1897 9. 380088 $50, 893, 320. 80 $49, 419, 042. 29
Xansas Pacific.caencccneeacncnneacnss Nov, 21,1896 8. 387302 11, 086, T41. 80 10, 809 4886. 53
TUmnion Pacific . coovimnimans savaanann Sept. 3, 1897 9. 170919 49, 557, 235. 20 43 090, 764. 07
Central Branch Union Pacifie . Odt. 19,1898 8.3 3, 285,495, 65 3, 204, 902. 83
‘Western Pacific . ciasseasssasa| Sept. 5, 1898 10. 17521 4, 155, 095. 92 4, 005, £05. 95
Bioux City and PACIC - ononon e Jan. 1,1898 9.5 3, 404, 226. 85 3, 204, 604. 50

ARTOEAO - eeemnemoeemenemon]eee e emenemaeoen 129,482,106.32 | 118, 526, 696.17

E. B. ELLIOTT,
Government Actuary.

The United States sinking fund above referred to is the result of the
operation of the Thurman act, passed in May, 1878. Its framers ex-
pected that this fund would reach much larger proportions, but these
anticipations have not been realized. This failure has been due to two
prominent causes :

First. The very large decrease in the net earnings of the company, on
which the 25 per cent. reserved by the act was to be computed ; which
decrease has, in the main, been caused by the very large reductions in
freight and passenger rates which bave occurred during the past four

ears.
d Second. T‘he fuilure of the fund to earn compound interest at the rate
of 5 per cent., as had been expected.

Other causes may have contributed, but the two named are the con-
trolling causes to which the failure of the Thurman act is due. It is
universally conceded by every person of intelligence who has given the
subject any study, that it is and will be absolutely impossible for the
Union Pacific Railway or system to pay the indebtedness to the United
States at its maturity.

In approaching an examination of the subject of remedial legislation,
we have endeavored to be guided by the directions of the Act, and to
suobmit a scheme which shall secure to the United States full payment
of all debts due it from said company, with a reasonable rate of inter-
est, having due regard to the financial ability of said company, and the
proper conduet of its busiuess, in such manner as shall afford efficient
gervice to the public.

The principal considerations which have moved us are the following :

First. The system requiring annual payments of a percentage of net
earnings is undesirable, and should be radically altered. The method
of percentage of net earningsleads to endless disputes and difficulties.
The distribution of net earnings as between the system and the aided
road is a complicated and diffieult problem, requiring a vast amount of
acconuting, and leading, at all points, to differences of opinion as to the
propriety of including alleged earnings or deducting alleged expenses.
These differences of opinion have developed into an incessant course of

. litigation, recrimination, complaints of unjust dealing on one side, and
complaints of unjust avoidance of obligation on the other.

In the bills which are herewith submitted the payments to be made
* v the respective companies are fixed by the semi-annual amount of the

terest accruing on their bonds, and by a fixed percentage of the out-

snding bonds, which is directed to be paid annnally into a sinking

-d. In the event of a refusal on the part of the companies to accept






