TAKEN BY

THE UNITED STATES PACIFIC RAILWAY COMMISSION,

A8 TO

THE WORKING AND FINANCIAL MANAGEMENT OF THE RAILROADS
THAT HAVE RECEIVED AID FROM THE GOVERNMENT IN BONDS.

EQUuITABLE BUILDING, BoSTON, MaAsS,,
Tuesday, May 24, 1887.
Pursuant to adjournment the Commission reconvened as above.
Present: Commissioner Pattison (¢chairman) and Commissioner Littler.

OLIVER W. MINK, being further examined, t.est_iﬂed as follows:

WITNESS' CONNECTION W'ITH UNION PACIFIC.

By the CHAIRMAN: _

Question. What position do you hold with the Union Pacific Railway
Company t—Answer. I am the comptroller.

Q. How long have you been snch f—A.. Since October, 1885.

Q. What position did you hold prior to that time?—A. I was the as-
sistant secretary and assistant treasurer, having held those pogitions
gince the Union Pacific Railway Company was formed, in January, 1880.

Q. And prior to that?—A. 1 had been the alslstant treasarer and as-
sistant secretary of the Union Pacific Railroad Company from 1877 until
the date of the consolidation.

Q. Does that cover your connection with the Union Pacific Railroad
Company and the Union Pacific Railway Company?—A. No, sir; _prior
to that time, from December, 1872, I was the general book-keeper in the
treasarer’s office.

Q. Have you had any other association with the road?—A. No, sir.

DUTIES, AS COMPTROLLER.

Q. What are your duties as comptroller?—A. As comptroller I have
charge of the accounting department of the Union Pacific Railway Com-
pany and of the various lines composing the Union Pacific system.

Q. What do you mean by having charge of the acconnting depart-
ment? Please explain to the Commission just what your duties are in
reference to the accounting department, and what powers you have.—
A, The duties of the comptroller are defined by the board. In general
terms, he is required to prescribe a uniform method of stating the ac-
counts, and to cause to be made the necessary examinations and verifi-
cations of the revenue accounts of the company. He is also required to
prescribe the forms for stating the disbursements made by the various
departments. Periodical examinations of the securities in the hands of
the treasurer, and examinations of his cash, are also made by me. Thaose
are the general duties.
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h‘Q Eheh -,Yoli demgnate the system of keeping the accounts?—A., Yes,
. -8 H ": ‘..'_ T se®

:Q.°And the books in which the accounts are kept1—A. Yes, sir;
genera.lly

Q. How generally? Just state.—A. So far as the work at the Boston
office is concerned, I may say, with reference to the system, that it is
prescribed by me; but on the road, of course, I cannot tell you the
number of books that are used in the accounting department all through
the service. The general scheme of keeping the accounts is submitted
to and approved by me. The auditor at Omaha has direct charge, and
he is responsible for the work at the Omaha office, subject, of course, to
any orders he may receive from here.

Q. What books do you keep here?—A. We keep the general books
of the company here.

Q. What are they ¥—A. The ledger, journal, and cash book consti-
tute those books.

Q. Are they all the books?—A. Everything is brought to a point, to
a focus you might say, in those books.

Q. Before you bring everything to a focus, where do you enter them?
Before you get them into the journal, I mean.—A. Everything con-
nected with the operation of the road is reported to us from Omaha.

Q. How are the reports made?—A. Monthly, in a series of reports.
There are perhaps twenty-five different reports coming to us doring the
course of a month. The operations of the railway—that is, the earnings
and expenses—come to us in a printed report at the close of every
month, about fifty days after the close of the month. The other reports
come to us from time to time after that, as rapidly as they can be sent
forward.

HOW THE BOOKS ARE KEPT IN BOSTON.

Q. What is done with the reports after they are sent into this office
—A, They are passed through our books here. We take the earnings
and pass them ultimately to the credit of our income account. The ex-
penses are passed ultimately to the debit of the income account. The
expenditures, in the way of improvements, and for new equipment, and
the extension of side lines, are charged under appropriate heads, to
either new constriction, new equipment, or to the extension. Bat, in
brief, everything is summarized in the books at the Boston oﬂfce,
although the detail, 8o fir as the operation and maintenance is concerned,
is on file at Omaha.

Q. All the transactions of the Union Pacific Railway Company, as I
understand you (and if I misunderstand you I want you to correct me),
are entered into the ledger, the journal, and cash book, are they 1—A. I
do not know that I ought to leave that statement quite so broad. The
aceounts covering the ordinary earnings—the earnings from transporta-
tion of passengers and freight, and the accounts covering the expenses
for conduncting the business and maintaining the property—those ac-
counts in detail are kept in Omaha; but the summarized results are
made in reports to us at Boston, so that everything is crystallized on
the Boston books. We have’on one side the entire revenues of the com-
pany, and on the other side the entire expenses of the company. We
are not able to state under the head of maintenance of way the name of
every individual to whom we paid money during the year, but we know
on what accounts the money has been expended. Our files at Omaha
would show the names of the individuals and all the details connected

th the transactions. I will show you one of our monthly reports.
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By Commiésioner'LI'rTLER: .
Q. Are these reports which are sent from Omaha here transeribed
into the books there? Will we find them there —A. Oh, yes, sir.

By the CHAIRMAN:

Q. Where are your contracts that are made along the line entered?

The Wi1TNESS. The contracts relating to what, for instance ?

The CHAIRMAN. Transactions with different individuals and ship-
pers.—A. Those are filed at Omaha. The copies of more important con-
tracts are generally sent here, and oftentimes, of course, before they are
executed, The contracts with shippers would ordinarily be made by
our general traffic manager at Omaha.

Mr. HoLMES, Or under his orders.

The WITNESS. Or under his orders.

Q. How do you keep the contracts that are filed heret—A. In our
office.

Q. Are they bound in a book —A. No, sir; they are merely filed.

Q. All the more important coztracts along the line are then here I—
A. For the last eighteen months they are here. Prior to that time we
had not received them regularly from the road. It is only since I have
been comptroller that I had them brought here. This does not include
contracts for special rates.

POOL SETTLEMENTS KEPT IN BOOKS AT OMAHA.

Q. In what books do you enter your pool settlements $—A. Those are
charged against the gross earnings of the road.

By Commissioner LITTLER :

Q. In what book —A. Those would go oun the books ot' the account-
ing department at Omaha—the appropriate register, journal, and ledger.
The amounts paid on pool balances are always deducted from the gross
earnings. In other words, the earnings as reported are the earnings
after the pool balances have been deducted. The pool balances no-
where appear in our account as special iteimns.

Q. Then in the books that are here there is no entry of any pool set-
tlement 9—A. Noue, at all.

Q. Will you repeat just how you get it into you books here? You
must get it into them somehow.—A. Not as a special item. The earn-
ings of the company are made up by taking the gross amount of revenue,
and then adding to that ail the sums payable to the company on account
of pools; and then, on the other hand, deducting all sums payable by
the company on account of pools; and whatever is left is called the
¢ earnings.” That sum is reported to us. So that the pool balances,
as special items, do not appear upon our books in Boston.

ONLY POOL BALANCES IN BOSTON BOOKS.

Mr, HoLMES. Only the balances?

The WITNESS. Only the balances; yes, sir.

Q. I understand only the balances go into your acecounts ¥—A. That
is true of all balances on account of pools and subsidies.

Q. The commission can obtain the books with reference to the pools
at Omaha?—A. Oh, yes, sir; everything is spread out there.

Q. Where do you enter yonr rebates allowed to shippers —A. They
are disposed of in exactly the same way; charged against the gross
earnings of the company.
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Q. So that in the books here 1o rebate appears anywhere, as such —
A. No, sir.
CONSTRUCTION ACCOUNTS.

By Commissioner LITTLER :

Q. I would like to ask youn where your account of construction is
Lkept?—A. That is kept in detail at Omaha; but under sammarized
heads it is here. All the accounts nnder the head of construction are
transferred to our books under general heads.

Q. Do you keep your account of construction separate from your ac-
count of repairs *—A. Yes, sir; entirely

Q. Where is the account of repairs kept ¥—A. That is kept also upon
our books here in Boston, under a separate head.

WHERE . ORIGINAL ‘‘REPATR” ENTRIES ARE KEPT.

Q. But the original entries are at Omaha?—A. At Omaha, yes, sir.
I will modify that by saying, the original entries will be in the depart-
ments along the line of the road. The Union Pacific system is divided
into divisions. Each one of the divisions is in charge of a subordinate
superinténdent, and in his office the precise detail is kept; but it is re-
ported at great length to our Omaha office.

Q. Where are the headquarters for these several departments 1—A.
At Omaha, for the Nebraska division; at Laramie, for the Wyoming
division ; at Pocatello, for the Idaho division; at Kansas City, for
the Kansas division ; and at Denver, for the Colorado division.

Q. Where are Laramie and Pocatello?—A. Laramie is in Wyoming
Territory ; Pocatello, in Idaho. The accounts are stated first in the of-
fices of the division superintendents, and then reported at great length
to the auditor at Omaha.

Q. And'you think we will find a perfect transcript of every important
proceeding at Omaha which is contained at these division headquur-
ters ?—A. Yes, sir; [ am sure you will. Iought to say that those va-
rious subordinate superintendents handle, of course, only the operating
expense accounts. They have nothing to do with the revenue accounts.
Those accounts are handled entirely at Omaha.

LOCATION OF HEADS OF SUBORDINATE DEPARTMENTS.

By the CHAIRMAN : :

Q. Who is at the head of the department in Omaha in charge of the
books? The accountant of the department?—A. Yes; Mr. Erastus
Young, the auditor.

Q. Who has charge of the other departments or the divisions that you
named?—A. The general superintendents have charge.

Q. Who are they?—A. I will name them, subject to correction.
There have been one or two changes very lately. Mr. W. A. Denell
has charge, I believe, of the Nebraska division accounts; Mr. J. O.
Brinkerhoff has charge of the Kansas division accounts; Mr. Robert
Blickensderfer has charge of the Idaho division accounts; Mr. C. E.
‘Wurtele has charge of the Wyoming division accounts, and Mr. J. K.
Choate of the Colorado division accounts.

CONSTRUCTIVE MILEAGE ACCOUNTS AT OMAHA.

Q. Where is your construective mileage account entered?—A. Thatis
t, Omaha.
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Q. Then the acceunt of rebates, comstrnctive mileage, pool settle-
ments—and in that youn include terminal settlements——A. Yes, sir,

. Q. (Continued.) Are to be found at the oﬁice&named by you, and not
here?—A. Not here. They are at Omaha.

Q. What other sources of information can you dlrect the Commissien
to with reference to your accounts, other than those you bave named?
—A. So far as the revenues derived from the operation of the road are
concerned, to no other source. Everything is concentrated at Omaha.
So far as the operations of the land office are concerned, they, too, are
kept at Omaha in great detail. The income derived by the company
from its investments is detailed, of course, on the books at Boston ; re-
ported to me by the treasurer.

By Commissioner LITTLER :

Q. Do these books here contain the original entries of those transac-
tions, or are they mere transcripts from Omaha?

The WiTKESS. The investments?

Commissioner LITTLER. Yes.

A. They are both. Very largely they are made up from transeripts
sent forward from Omaha, and also from the reports made by the
treasurer. The investment account of the Union Pacific Compa.ny,
you may have noticed by the report, is made up almost altogether
from investments in the side lines. Those lines have been built by the
construction department of the Union Pacitic road, and the money has
been drawn from the general treasury of the company at Omaha. The
outlays have subsequently been reported to us from time to timne in
the ordinary way of accounting.

WHERE THE VOUCHERS ARE KEPT.

Q. Where are your vouchers kept ¥—A. Vouchers covering payments
made at Omaha are on file there; those covering payments made here
are on file in Boston.

Q. What payments are made here}—A. We pay the salaries and ex-
penses of the executive departments. We also pay some legal expenses
here and in New York, and the salaries of our attorneys at Washing-
;(]on. These cover, substantially, all the payments for expenses made

ere. )

Q. They cover all the expenses that are made heref—A. Yes, sir.

Q. The legal expenses and your salary roll!—A. The salaries and
expenses of the executive departments. :

Q. Have you the vouchers of your legal expenses I—A. Yes, sir.

Q. Will you produce them ¥—A. I am now having a detailed state-
ment of all our legal expenses made, in answer to your recent letter,
and I will produnce that with the vouchers, if you desire.

Q. We would like to sce the vouchers for one year, for instance. How
many vouchers will you run for legal expenses for 1881 ¥—A. Very few.

The CHATRMAN. Then we will take up three or four years, or as long
as you can produce them.

Commissioner LITTLER. I should not think they would be much in
bulk,

The WiTNgss. No; I will take out two or three years, for a specimen
—1883, 1884, and 1885.



602 U. 8. PACIFIC RAILWAY COMMISSION.
MISCELLANEOUS EXPENSE ACCOUNTS.

By the CHAIRMAN :

Q. Have you miscellaneous expenses here I—A. None, except those
that are forwarded to Omaha and included among the ordinary expenses
of the road, such as the rents of our officgs here and in New York, and
bills for advertising, and matters of that kind. Relatively, they are
very small.

Q. What knowledge have you of the accounts, other than the entries
upon the books at Omaha, as to rebates or construction aceount, or pool
account ¥—A. So far as the pool accounts are concerned, those are
always matters of contract. The duties imposed upon the accounting
department is merely the settlement of the account in accordance with
the terms of the contract. The payments for rebates are alsomade under
what is virtually a contract. My knowledge as to rebates, however, is
limited to an inspection of the statements that pass through my hands,
intended for the United States Commissioner of Railroads, at Washing-
ton.

RELATIVE TO GROSS EARNINGS.

By Commissioner LITTLER : '

Q. Have you any book which contains the gross earnings of this
company, including rebates and also poolingratest—A. No, sir ; Idonot
believe there is any such book.

Q. You never declare a gross earning until the rebates and the pools
are settled'—A. No, sir; never. When we publish our earnings, we in-
tend never to haveto say that they are thus and so, provided we have to
make no deductions. The earnings are the precise amount published.
Everything has been deducted.

= ACCOUNTS OF REBATES.

By the CHAIRMAN:
Q. Where ean the Commission tind the total amount of rebates al-
lowed by the Union Pacific last year —A. At Omaha.
The CHAIRMAN. And the individuals to whom the allowances were
made {

By Commissioner LITTLER :

Q. Are there any other deductions, except rebates and pool settle-
ments, before the gross earnings are ascertained 3—A. Overcharged
claims. Those are the only ones.

Q. What are they 7—A. Those are generally claims made by ship-
pers, or consignees for overcharges on the ground that the classification
was wrong, or that the billing agent made a mistake in making out
the bills—that the weights were wrong. All claims for damages or
losses are charged to the operating expenses.

NO CONSTRUCTIVE MILEAGE ACCOUNT.

By the CHAIRMAN :

Q. Where will the Commission find the total amount of constructive
mileage allowed to the branch roads last year 7—A. That could only be
ascertained by a most elaborate series of computations.
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Q. Do you not ascertain exactly what you are charging through your
accounts on the main line ?—A. Not on account of constructive mile-
age; no, sir. The traffic department, which makes the divisions, re-
ports to the accounting department what arrangement has been made
with reference to the division of earnings between the Union Pacific,
for instance, on oneside, and the Utah and Northern on the other. The
accounting department at once prepares tables of percentages, and those
percentages are used for the division of earnings all the way through
until the rates are revised. In order to ascertain what amount has been
passed to the credit of one line on a constructive mileage basis as op-
posed to the amount that would have been passed to the credit of that
line on a pro rata basis, new tables would be necessary to cover the
shipments during the year.

By Commissioner LITTLER :

Q. Are those statements made monthly, or how do you keep the con-
structive mileage account —A. We have no constructive mileage ac-
count. The allowances made to the side lines are based upon the con-
structive mileage. I think Mr. Adams explained the general scheme
to you. To state the account would involve a great deal of labor.

Commissioner LITTLER. I did not hear his testimony.

The WiTNESS. If the Union Pacific has a haul of 50 miles and the
Solomon Railroad has a hanl of 50 miles we give the latter a construct-
ive mileage of one and one-half to one. In other words, we call their
haul 75 miles. The actnal distance, although only 100 miles, is assumed
. to be 125 miles, of which the Union Pacific gets 50 and the Solomon
Railroad 75. If that was divided on a straight mileage basis, they would
be 60 and 50.

Commissioner LITTLER. You must state that account somewhere, and
you must keep it somewhere ¢ .

The WiTNEss. It is always stated upon the basiz upon which the
division is actually made.

Q. In what book isit stated 3—A. That would be in the account hooks
of the accounting department at Omaha.

Q. Why do you say to the Commission that account involves so much
labor ?—A. Because the rates on every single shipment would nced to
be revised, to ascertain what the exact percentages would be for the
distance hauled, and to make a computation based upon that and com-
par[tla it with what was allowed on the computation that was actually
made.

Q. As I understand, you have a general arrangement by which con-
strux(_(ztive mileage is determined between the main line and the branch ¥—
A. Yes, sir. :

Q. Do you not subject the entire business of that line to that general
rale of constructive mileage, and is it not condensed in that form #—A.
I see your point. It would vary, I think, with nearly every shipment,
especially on the main line. In your relations with the Jowa roads we
are allowed the same rate, I think, for two or three hundred miles west -
. of the Missouri River as we get for 10 or 15 miles west of the river; so
that you can see the earnings per mile on a shipment of 15 miles out
are very much larger than on a shipment two or three hundred miles
out. :

Q. It is graduated, is it3—A. No, sir; it is not.

Q. At all events, such accounts as yon have embracing constructive
mileage will be found at Omaha ¥—A. Yes, sir; everything is there.
Here is the report of the Government directors for 1882,



604 U. 8. PACIFIC RAILWAY COMMISSION.

Mr. CEARLES FRANOIS ADAMS. I referred to this the other day, and
it reads as follows. I read from the report of the Gevernment direct-
Ors: )

Under the construction put upon the Thurman act, so called by the Government
officers, the 25 per cent. of earnings required to be applied on the debt of the Union
Pacific Railroad Company is derived from the main line only, from Council Bluffs to
Ogden, and not from the whole system. This being the case we (that is, the Gov-
srnment directors) deemed it important to know definitely what constructive mileage
?llo]wances were made to the branch  roads of the system, and made inquiry accord-
mgly. .

They then specify the constructive mileage allowed in each case. For
instance: the Omaha and Republican Valley is allowed 14 miles to 1
mile; the Oregon Short Line is allowed 1§ miles to 1 ; and so on.

BRANCHES ENTITLED TO CONSTRUCTIVE MILEAGE.

Commissioner LITTLER. Read all the branches that are entitled to
‘ constructive mileage.

Mr. ADAMS:

The Omaha and Republican Valley Railroad is allowed 14 miles for 1 mile.
The Omaha, Niobrara and Black Hills Railroad is allowed 1§ miles for 1 mile.
The Saint Joseph and Western is allowed 14 miles for 1 mile,

The Echo and Park City is allowed 2 miles for 1 mile.

The Greeley, Sali Lake and Pacific is allowed 2 miles for 1 mile.,

The Julesburg Branch, Colorado Central, is allowed 1} miles for 1 mile,

The Colorado Central, standard gauge, is allowed 1} miles for 1 mile.

The Utah and Northern is allowed 14 miles for 1 mile.

The Oregon S8hort Line Railway is allowed 14 miles for 1 mile.

The directors then add :

We do not find these allowances excessive or unusual, but believe them to be juat
and equitable and based upon the value of the business brought to the main line by
the connecting roads.

That is, our action in that matter was wholly approved by the board
of Government directors.

The CHAIRMAN. Who made the allowance ?

Mr. Apams. That was before my time. It was undoubtedly made by
tdhe Union Pacific Railroad Company and approved by the Government

irectors. '

The CHAIRMAN. Why could they not have arbitrarily doubled the
amount of constructive mileage? .

Mr. Apams. Because they thought so doing would be improper and
unjust.

The CHAIRMAN. Why more so than the other?

Mr. ApAMS. Because that was uniformly made by all lines, so far as
we know, in dealing with their branch systems.

The CHAIRMAN., Why could the settlement not have been made with
the branch lines just as readily as with other lines, as terminal settle-
ments, instead of by constructive mileage ? . .

Mr. ApAMs. Because it is not customary to make it by terminal set-
tlements. We ure allowed a constructive mileage at Council Bluffs. It
is the basis upon which business is universally done among railroads,
so far as we know. We therefore applied the universal rule to our
branch system. The Government had the advantage of the rule at
Council Bluffs, and the burden of the rule at the other point, in com-
mon with ourselves. But the same rule which was applied to us, and
from which the Government was benefited, we applied to our branch
lines when we came to dealing with them.
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Commissioner L1TTLER. In stating the net earnings with the Gov-
ernment you take out this extra mileage before you ascertain the net
earnings which are to be paid under the Thurman aet, or under the five
per cent. act, I suppose ¢

Mr. ApAms. Yes; where at Council Bluffs we receive the construc-
tive mileage, and it is in our favor, we add it, and the Government has
the advantage of it.

Commissioner LITTLER. In other words, you give these branches the
benefit of this constructive mileage before you declare what your net
earnings are !

Mr. Apamg. We do.

Commissioner LITTLER. You have to do that. :

Mr. ApAMS. We give the branch line the advantage just as the main
line receives the advantage at Council Bluffs. The Government profits
at Council Bluffs, as the company does. It is 25 per cent. more on ac-
count of constructive mileage there, and 25 per cent. less where the
same rule applies further on.

Commissioner LITTLER. Does the Government get any benefit on the
constructive mileage, except at Council Bluffs

Mr. ApAms. That makes up our whole business along the main line.
The Government cannot receive more than there is.

The CrAIRMAN., Why is it not as appropriate to be done with other
roads, as with the branch lines ?

Mr. ApamMs. It is; we puarsue it with all other counecting roads. It
is nothing unusual.

Commissioner LITTLER. We understand that.

METHOD OF FIXING CONSTRUCTIVE MILEAGE.

The CHAIRMAN, How does your board ascertain, when they fix the
rate of constructive mileage, as to the ability of the main line to make
such an allowance or percentage as one and one-half, or one and one-
quarter, or two ?

Mr. ApAMS. We do not do it.

The CHAIRMAN., How is it done ¢

Mr. Apaus. It is done by reports of our commercial department.

The CHAIRMAN. How do they determine it ?

Mr. ApaMS, Just as it is determined on other lines.

The CHAIRMAN. In what way ?

bl{lr. ADAMS. It is a matter of discretion as to what is fair and reason-
able.

The CHAIRMAN. How do they reach a conclusion?

Mr. ApAMs. In the same way as you usunally reach a conclusion in
such matters.

The CHAIRMAN. By what reasoning do they get to the conclusion ?
Is it by a source of profit, or the ability of the road to bear, or whatisit?

Mr. ApaMs. How do we get at it at Council Bluffs. in our dealings
with other lines that we connect with there? It is a matter of barter.

Commissioner L1ITTLER. Trade and dicker.

Mr. ApAms. Trade and dicker. We apply the same rule when we
get to our branches. All those receive less, as a rule, than we our-
selves aie allowed. ‘ '

The CHAIRMAN. Is it not a just conclusion that the system of con-
structive mileage is based on dickering ?

Mr. ADAMS. 1t is.
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The CHAIRMAN. And therefore, I should conclude, a very unwise or
unsafe system of railroading. .

Mr. Apams. It is the system universally applied ; that is all we can
say.

Commissioner LITTLER. Whom do we find to dicker with as to the
branches ?

Mr. ApAMSs. Who does the Chicago, Burlington and Quincy find to
dicker with as to its branches? We apply the same rule as other rail-
roads do. _

The CHAIRMAN. These branch lines are corporalions within them-
selves, I suppose, and have a directory and a management?

Mr. Apawms. Yes.
The’ CHAIRMAN. Who deal with you at arms’ length in fixing these
rates : ;

Mr. ADAMS. Yes. '

The CHAIRMAN. That is the source that you have for fixing these
rates on branch lines ¢

POLICY OF UNION PACIFIC APPROVED BY GOVERNMENT DIRECTORS.

Mr. ApAMsg. That is the way. But the point that I wish to bring eut
is this: I happened to come into the room as Mr. Mink was finishing on
this point. 1 wish to call the attention of the Commissioners to the fact
that the Government representatives on our board had had their atten-
tion publicly called to this very matter. They were not by any means
a friendly board of Government directors. Their attention being called
to it, they went into an examination; and Mr. Haven, the chairman of
the board, assured me personally, when he wentinto it, that he thought
he was going to uncover a great abuse. Being himself connected with
the Chicago, Burlington and Quincy and other roads, and so familiar
with the whole subject and with the allowances ordinarily made, he felt
compelled to indorse and approve the action of the company. There-
fore, the directors of the company have since presumed, and 1 think
not unfairly, that the Government directors on their board having ap-
proved, publicly and officially, of their action in this matter, the Gov-
ernment would not go behind the recorded approval of its own repre-
sentatives. If the official and recorded action of the Government
directors in our board will not justify the management of the Union
Pacific, so far as the Government is concerned, in adopting a given line
of policy, what, 1 ask, will justify it? What other safeguard can we
have? Are we, the stockholders’ representatives, to be criticised by
the Government for pursuing a course to which the attention of the
Government’s own representatives was called, which was approved by
them, and their approval silently accepted for years by Congress and
the] whole executive? It this will not justify us, 1 want to know what
will.

Commissioner LITTLER. Is it not true that the directors of the Union
Pacific are largely the directory of these branch lines ?

Mr. ApAmMs, Very largely.

Commissioner LITTLER. Then you find yourselves frequently dealing
with yourselvesin fixing these arbitrary rates ?

Mr. ADAZIS. Very frequently ; just as the directory of the Chicago,
Burlington and Quiney is the directory of the Burlington and Mis-
souri, and fixes it in the same way.

Commissioner LITTLER. Do you find any embarrassment in dealing
with yourselves on a question of that kind ¢
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Mr. ApAMs. We have found at times a considerable embarrassment,
owing to the fact that it laid us open to this very criticism ; and, there-
fore, we were glad when the Government directors looked into the mat-
ter and pronounced it all right.

The CHAIRMAN. Suppose the branch road directors were antagonistic,
what would be the result? -

Mr. ApaMs. We shounld then higgle and dicker until we arrived at a
conclusion ; and if we could not arrive at a conclusion we would sub-
mit to arbitration.

The CHAIRMAN. And if not reached by constructive mileage, then by
terminal settlements :

Mr. ApAaMs. Possibly by terminal settlements, or in some other way.
I wish to say that the Northern Pacific, the Northwestern, the Chi-
cago, Burlington and Quincy, the Missouri Pacific, and the Atchison,
all, so far as we know, pursue exactly the course we pursue. Thisisan
important matter, about which a great many very unjust accusations
have been loosely made, and we are glad of an opportunity to clear it
ap.
Commissioner LITTLER. We appreciate the importance of it, and
can see how, under this constructive mileage, you could annihilate the
nef earnings. :

Mr. ADAMS. We would theu at once fall behind the Government di-
rectors and say that they were a board not friendly to us who had looked
il;;:lo this matter, and had decided that what we did was not unreason-
able.

Commissioner LITTLER. You denied the admission of the Govern-
ment directors. They are here under protest.

Mr. ApAMS. Never.

GOVERNMENT DIRECTORS ADMITTED WITHOUT PROTEST.

The CHAIRMAN. The Government directors made application at the
organization of the Union Pacitic Railway Company, at the time of the
counsolidation, and a correspondence arose, after which they were finally
admitted to the Union Pacific Railway, and then virtually entered
under protest. Judge Dillon, I call your attention to that.

Mr. ApAams. It was before my time. They have for years been ad-

mitted without question.

Mr. JorN F. DiLLoN. I think the company ought to be put right on
the record there. In the original Union Pacific act, Government di-
rectors were- confined alone to the Union Pacific road, from Omaha to
Ogden. Although the Government subsidized other roads—the Sioux
City, and the Central Pacific, and the Kansas Pacific—it provided for
no Government directors in any of those companies. The acts of Con-
gress of 1862 and 1864, both provided for the consolidation of any two
or more of the Pacific roads into one, and provided that they should
form a new organization with new capital; and a new name, and a new
board of directors. In other words, it provided for a consolidation;
and a consolidation of railroad companies, is, in law, an extinguish-
ment of the original companies and the formation of a new company ouat
of the constituent companies. Now, that was what was done when the
consolidation of the Union Pacific, the Kansas Pacific, and the Denver
Pacific took place. They made a new company in exact conformity with
the act of Congress, with a new capital stock, with a new name, with a
new board of directors, and then the question arose, whether the Govern-
ment directors who were confined alone to the old Union Pacific came
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in de jure into the mew organization. That question arose at the first
meeting. It was sabmitted at once. It was very important—as im
portant to the Government as to the company—to see whether five
gentlemen had a right, in law, to sit on the board of the new company.
It was just as important to the Government as to the company to
ascertain whether, if they were sitting there and voting, it might not
vitiate the proceedings. That was promptly submitted to the Atterney-
General of the United States, whose opinion is in writing. I think
that question was raised by the Government directors themselves.

IQU'ESTION OF RIGHT OF ADMISSION RAISED BY GOVERNMENT DI-
RECTOR NILES.

Mr. HoLMES. It was raised by Mr. Nides. _

The CHAIRMAN. Upon the objection to the admission, yes ¥

Mr, JoaN F. DmLLoN. That matter was submitted to the Attorney-
General, whose opinion is in the official records of the Government
hereand since hedecided that theyhad a right, de jure, to sit in the board
that right has never been questioned from that day to this.

Mr. ADAMs. And they have sat and voted.

Mr. JoEN F. DiLLON. And they have not attended under protest
from that time to this.

Mr. HoLMES. Since which time the Government directors have been
notified to attend the meetings of the board of directors, and no question
has been raised.

The CHAIRMAN. I only want to call the attention of Mr. Adams to
the fact that the authority of the Government directors was questioned
at one time—at the reorganization.

Mr. Apams. I will say at once that since I have been a director, and
especially since I have been president of the company, the Government
directors have regularly attended the meetings. One of them has al-
ways been on the executive committee. 1 wish to say, furtber, that
there have been no more honest and zealous and intelligent supporters
of the course the management has pursued than the Government di-
rectors. There never has been a suggestion on their part that informa-
tion was denied them, or that anything was done without their knowl-
edge. I will add, further, that since I have been president I think
every single act of the administration has been wholly approved by the
board of Government directors.

The CHAIRMAN. You are only speaking, however, of since 1880,

Mr. ApAms. I only speak of the time since I came in; 1882 and 1883,
I think it was. '

The CHAIRMAN. There was quite a difference prior to that time among
the Government directors ?

Mr. ADAMS. That I have nothing to say about. I did not mean to
interrupt your proceedings.

The CHAIRMAN. We thank you for interrupting us.

By the CHAIRMAN:

Q. Mr. Mink, will you farnish us with the total amount of allowance
to the branch roads, under constructive-mileage, for the several years
since you have been connected with the road ¥ '

The WITNESS. That is, the amount allowed to these branch lines on
a division of joint earnings on a constructive-mileage basis, in excess of
the amount that they would have been allowed if the rates had been

. divided on a pro rata basis?
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The CHAIRMAN. Yes. What is your answer?: Will you do so?

The WirNEss. That is, for what time?

The CHAIRMAN. For what time can you furnish it ?

A. I do not believe that it would be possible for this company to fur-
nish an answer to that question with the force that we have in the ac-
counting department at Omaha—and there are nearly three hundred
clerks in that department there—inside of three years; that is, if the
clerks are to perform their regular duties at the same time.

Q. Then how do you inform your officers as to the amount that is
charged off from the main line of the Union Pacific Railway Company
to the several branch roads?—A. We never make any report of that
amount. It has never been ascertained.

HOW THE CONSTRUCTIVE MILEAGE IS DETERMINED.

Q. How, then, do they determine the basis of the amount of conatruct-
1ve mmileage? Isita guess?—A. No, sir; they determine the allowance
by taking into consideration the general features of the property, the
amount of its traffic, the population along the line, the cost of operating
the line, and varions elements of that kind. They are always considered
in such connection. Tor years, the Union Pacific main line was allowed
14 miles for 1 on all interchanged business with the Iowa roads, and it
is to-day nllowed frem 1 to 3 miles on that same business from the lines
east of the Missouri River. )

Q. But surely, as the financial officer, you must determine about how
much is passing away from your company annually by this constructive
mileage system —A. No; we have never had any account of it. It would
not be possible for me to tell you what it amounts to.

Mr. ApaMs. Nor how much we have received.

The WITNESS. Nor how much we have received.

Q. It is of so little importance ¥—A. No, sir; I think the principle
was recognized as being'so fair and equitable that it has never received
any farther consideration, so far as the amount is concerned.

By Commissioner LITTLER :

Q. Does this same difficulty obtain with reference to these branch
lines 1—A. Precisely. It wonld all be in one account. You would want
to know what the company had received as well as the amount that it
had allowed.

Q. Can you give us the amouns the company has allowed its branch
lines —A. I do not think it would be possible for me te do that prior to
the time when you are called upon to make your report. I do net think
- it would be possible.

By the CHATRMAN:

Q. What do you mean by referring us to constructive-mileage accounts
at Omaha 7—A. I did not mean to refer you to constructive mileage
accounts. I meant to refer you to the accounts of the company at
Omaha, from which I said the statements could be prepared, which
would show you the amount of those allowances.

Q. Have you any estimate upon which you could base an approximate
ilgea of the charges-off from the main line to the branch lines $—A.

0, Bir.

Mr. ApAms. You are in error there. You are now having an account
‘kept under my direction.

The WiTNESS. I am in error as to this year. That is very true. 1
will correct my answer, if I may go back there. For the last twao ot

39PR
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in de jure into the mew organization. That question arose at the first
meeting. It was sabhmitted at once. It was very important—as im
portant to the Government as to the company—to see whether five
gentlemen had a right, in law, to sit on the board of the new company.
1t was just as important to the Government as to the company to
ascertain whether, if they were sitting there and voting, it might not
vitiate the proceedings. That was promptly submitted to the Attorney-
General of the United States, whose opinion is in writing. I think
that question was raised by the Government directors themselves.

) QUESTION OF 'RIGHT OF ADMISSION RAISED DY GOVERNMENT DI
RECTOR NILES.

Mr. HoLMES. It was raised by Mr. Nides.

The CHAIRMAN. Upon the objection to the admission, yes?

Mr. JouN F. DrLLoN. That matter was submitted to the Attorney-
General, whose opinion is in the official records of the Government
hereand since hedecided that they had a right, de jure, to sit in the board
that right bas never heen questioned from that day to this. '

Mr. ApaMs. And they have sat and voted.

Mr. JoEN F. DILLON. And they have not attended under protest
from that time to this.

Mr. HoLMEs. Since which time the Government directors have been
notified to attend the meetings of the board of directors, and no question
has been raised.

The CHAIRMAN. I only want to call the attention of Mr. Adams to
the fact that the authority of the Government directors was questioned
at one time—at the reorganization.

Mr. ADAMS. I will say at once that since I Lave been a director, and
especially since I have been president of the company, the Government
directors have regularly attended the meetings. One of them has al-
ways been on the executive committee. 1 wish to say, furtler, that
there have been no more honest and zealous and intelligent supporter
of the course the management has pursued than the Government di-
rectors. Tliere never has been a saggestion on their part that informa-
tion was denied them, or that anything was done withount their knowk
edge. I will add, further, that since I have been president I thin!
every single act of the administration has been wholly approved by th
board of Government directors. .

The CHAIRMAN. Yon are only speaking, however, of singe 1580,

Mr. Apaws. I only speak of the time since I came in; 1852 and
I think it was. AR

The CHAIRMAN. There was quite a difference prior fo that ti
the Government directors ¢ o

Mr. Apaus. That I have nothing o say abou
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three months, I think since the 1st of January, we have been called
upon by the United States Commissioner of Railroads to make him a
report upon this very subject; but none of the reports have yet been
prepared, so I am not able to tell you what the result is.

Mr. ApAms. Will you permit me again to interrupt?

The CHAIRMAN. Certainly. '

CONOERNING NEW SYSTEM OF OOMPUTING MILEAGE.

Mr. ApAMs. Prior to the first of January Mr. Mink’s answer is eor-
rect. In order to give you the information you want it would.be neces-
sary to go into, I may say, millions of separate transactions, covering
each way-bill, to see how it was made up and how it would have been
made up on another system. And that, I may say, is a work too large
tobe undertaken. When thequestion was raised in the Railroad Commis-
sioner’s report for 1886, and my notice was brought to it, I gave Mr.
Mink instructions to cause, in the future, the different way-bills, when
they were divided, to be divided on both bases, so that we could see
what the difference would be under the two systems. That has-been
going on since the 1st of January, and would afford a basis by which

- you could approximately ascertain what the allowances amounted to in
past periods. The work is now going on, although we have received no
returns from it.

The CHAIRMAN. What have you approximated as to the charges.off,
from time to time, under the constructive mileage system ? .

Mr. ApAMs. I will say we have not yetf received any returns.

The CHAIRMAN. It seems to be u very important matter in the finan-
cial arrangements. How would a charge-off enter into the financial
concerns? Would it be £100,000 or £500,000 or 850,000 %

Mr. Apams. It would be a very large sum of money that we should
receive at Council Bluffs from the lines east of us, and I should say it
would be a very considerably smaller sum of money, very materially
smaller, which we would pay out to our branch lines west of Omaha.
But I should hesitate about putting it into hundreds of thousands or
millions of dollars, or any other sum, until I had received information
as to the division which had been ordered since the 1st of January.

The CHAIRMAN. Yet it is a large sum of money ¥

Mr. ApAMS., Undoubtedly. I should say,at a guess, that the amount
we have received under the constructive-mileage rule at Omaha would
run into millions of dollurs. Would it not, Mr. Mink ¢

The WITNESS. I should think so, easy enough.

Mr. Apams. The amount we have received, and of which the Gov-
ernment got 25 per cent., at Omaha, would amount to willion:'. The
amount we have paid out under the sawme rule would probably be half
as much.

The CHAIRMAN. That is, half of millions.

Mr. ApAms, Half of whatever it would be.

The CHAIRMAN. Then it would still run into millions, that you would
charge on your branch lines, under the constructive mileage system 1

Mr, Apams. It might. '

The CHAIRMAN. I regard you as on the witness stand, Mr. Adams.

Mr. Apams. I have been there. :

The CHAIRMAN. Is there no way by which the Commission can ascer-
tain information that would guide them in reporting to Congregs, or to”
the President, the amount of constructive mileage that was charged-off,
from time to time, to the several branches?









