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I. C. C. Docket 17021
Re: Investigation of
Chicago, Milwaukee & St. Paul Railway Company
Statement of Mr. H, E. Byram

My connection with the Chicago, Milwaukee & S$t. Paul Railway Com-\
pany began October, 1917, as its President. During the period of Federal con-
trol I served as Federal Manager of the property and on March 1, 1920,
resumed my duties as President of the Company, which position I still hold. ~
On March 18th, of the present year, I was appointed one of the Receivers by
the District Court of the United States for the Northern District of Illincis,
Eastern Division.

Prior to my connection with the St. Paul Company, I had been in rail-
road service since 1881, having held the positions of Superintendent and
General Superintendent, and from September, 1910, to October, 1917, Vice-
President in Charge of Operation, Chicago, Burlington & Quincy Railraad.

f The Interstate Commerce Commissien, on its ewn motion, has ordered
| an investigation into the history and management of the St. Paul Company,
' its financial and other operations, accounts and practices, for the purpose of
- determining the manner and method in which the business of the company
{ has been conducted.

While we have arranged to give the Commission all the assistance in
our power to the end that there may be made available to it all of our records
which will throw all light possible on each of the features under investiga-
tion, as specified in the Commission's Order, I desire in this statement to
cover, as briefly and as concisely as possible, the history of the property
during the past twenty-five years, and more particularly, the operations,
finances and practices during the period of my connection with it as President,

1 will now introduce as Exhibit 2 a map of the St. Paul System, including
i the lines of the Chicago, Terre Haute and Southeastern angd the Chicago,
i Milwavkee & Gary Railway.

The Chicago, Milwaukee & St. Paul System includes the lines of the

Terre Haute and Gary companies, cornprising a tetal of approximately 11,000
miles. Chicage, Illinois, is the principal terminal on the east, and Seattle and
Tacoma, Washington, are the principal terminals on the west. The St. Paul
System operates through twelve states, having extensive trackage serving

the territory extending from the Missouri River on the west to Lake Michi-

gan on the east; Kansas City, Terre Haute and Chicage on the south, and

I Fargo, the Twin Cities and Duluth on the southern shore of Lake Superior
on the north, the latter point being reached through trackage rights over
the Northern Pacific. Woest of the Missouri River the line traverses the
states of Montana, North and South Dakota, Idaho and Washingten, with
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branches serving the territory tributary thereto. This mileage is co-ordinated
and effeciive in serving the territory traversed.

Through the lease of the Chicago, Terre_Haute & Southeastern, its lines
tap the large bituminous coal fields of Indiana, securing an adequate and
effective supply of coal of excellent quality f‘or its own use as well as _for
distribution throughout the northwest, This line also serves as a connecting
link through which this company may deliver freight which it originates at
Chicago and west to the impertant eastern and southern lines, saving the
delay and expensive operation through the Chicago terminals, as well as
securing for the St. Paul a larger division of the through rate.

It has a favorable line, both as to distance and grades, between Chicago
and the Twin Cities, and extensive terminal facili_ties at Chicago, Ml_lwaukee
and Twin Cities. It also has terminals for the interchange of business by
water at Milwaukee and other Lake Michigan ports, and also Lake Superior,
through Duluth and Superier. By reason of its location and the network
of branch lines, it handles a substantial portion of the manufactur.:ed com-
modities, agricultural products, live stock and the prodl:lcts of mines and
mills in the states of Iowa, Wisconsin, South Dakota, Minnesota, Northern
Illinois and the Peninsula of Michigan. :

With its lines extending from Chicago to Kansas City and Omaha, i
participates extensively in the movement of business to and from the west,
southwest and Pacific Coast, through those gateways. Its lines in Montana
reach practically all important cities of that state and also serve large
agricultural and live stock districts. They are also situated so as to partici-
pate in the transportation of the products of mines, both coal and metal, of
that state.

With a small amount of mileage in Idaho, it reaches the important lum-
ber manufacturing plants, and in the state of Washington reaches Spokane
on the east and Seattle, Tacoma, Everett, Bellingham and Port Angeles on
Puget Sound, as well as Pacific Coast, harbors at Ra_zgmond, Aberdeen and
Hoquiam. Its lines reach, under very favorable conditions, the great timber
resources of that state, and have complete terminal facilities for the inter-
change of business with water lines, the handling of export and import traffic,
and having the short line to Puget Sound points from Chicago, Twin Cities
and Spokane, added to the advantages of electrical operation of 649 miles of
transcontinental line, it is now in a position to handle efficiently and promptly
the tonnage moving by rail in either direction,

I will now introduce Exhibit 3, showing the principal changes in the
physical and financial characteristics of the St. Paul for the period 1500
to 1924. .

This statement shows for the period 1900 to 1909 that the average miles
of road increased from 6,462 to 7,512; the investment in road and equipment
from $218,302,680 to $274,468,163; funded debt decreased from $121,154,000
to $114,732,500; interest on funded debt frem $6,633,170 to $5,855,718; operat-
ing revenues had increased from $41,884,692 to $61‘,296.041; operating
expenses increased from $27,162,829 to $30,950,134; net incorne available for
interest and dividends increased from $13,608,610 to $18,967,918; and the bal-
ance available for dividends on common and preferred stock _mcreased from
$6,075,440 to $13,112,200. The preferred stock outstanding increased from
$35,595,000 to $49,718,000 and the common stock from $46,924,000 to
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$83,705,000, not including preferred stock amounting to $66,214,000 and com-
mon stock amounting to $32,241,000 issued in March, 1909,

During this decade the Company’s revenues increased 469, and there was
a satisfactory margin between revenues and cost of doing business, operating
expenses being 64.859%, of the revenues in 1900 and 65.189; of the revenues in
1909. It had been earning three times the interest on its funded debt, had
paid 79, dividends on preferred stock and 79, on common stock in all but
three years, in which it paid from 39, to 6% and after deing so, carried for-
ward for the ten-year period a surplus of $39,957,000.

With the acquisition of control of the Burlington Railroad by the Hill
interests in 1901, the management of the St. Paul was faced with the situation
of being confined to the territory east of the Missouri River or building an
extension of its own to the Pacific Coast. The question has often been raised
as to whether the St. Paul would be in the financial condition it finds itself
today if it had not incurred the financial burden attendant to the construction
of this line. This is a matter of conjecture, as who can say what the St. Paul’s
development and revenues would have been if it had not crossed the
Missouri River?

As throwing some light on this situation I will now introduce Exhibit
4 showing for the 8t. Paul, the Northern Pacifi¢, Great Northern, Chicago &
North Western, including the Omaha, and the Chicago, Burlington & Quincy
R. R., a comparison of the increase in miles of road operated, investment in
road and equipment, including material and supplies; the increase or decrease
in net railway operating income and the decrease in the rate of return earned
on investment for the average of the years 1923 and 1924 compared with
1916 and the average of the two years 1908 and 1909.

This comparison would indicate that the investment of the St. Paul in
the Puget Sound Extension has proved no more unprofitable than the invest-
ment made by the Northern Pacific and the North Western since 1909. For
the average of the years 1908-1909, which were prior to the operation of the
Puget Sound Extension, the average investment in road and equipment and
material and supplies of the St. Paul amounted to $275,891,116; its average
net railway operating income for those two years amounted to $17,837,294;
the rate of return 6.479%. For the average of the two years 1923 and 1924,
the investment in road and equipment and material and supplies amounted
to $733,336,553, an increase of $457,445,437 over the average of 1008-1809.
The net railway operating income for the average of the two years 1923-1924
amounted to $19,569,909, or 2.679; on the investment. The years 1923-1924,
therefore, show a loss in return on investment, as compared with 1908-1909,
of 3.80%,.

In the case of the Northern Pacific, the average investment in the vears
1908-1909 was $391,067,276; the net railway operating income $27,585,934,
or a return of 7.05% on the investment. For the two years 1923-1924 the
investment was $576,582,530; the net railway operating income $18,480,817, or
a return of 3.219% on the investmment. This road, therefore, for the same
period shows practically the same loss in return on investrment as the St
Paul, i. e., 3.84%.

In the case of the North Western and Omaha combined the average
investment in 1908-1909 was $323,107,258; net railway operating income
$23,030,607; or a return of 7.13%,. For 1923-1924 the average investment was
$593,649,557; net railway operating income $19,532,665, or a return of 3.29%
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on the investment. In the case of this read the loss in return on investment
for the period in question was 3.847%, compared with 3.80% in the case of the
St. Paul and 3.849%, for the Northern Pacific.

1 think there is in the minds of some the belief that as a result of the
issuance of securities for the purpose of raising funds for the construction,
of the Puget Sound Line the interest rate of the St. Paul is higher than those
of its neighbors. A comparison of the percent that the interest is of invest-
ment in road and equipment, and the average interest rate for 1924 of the
St. Paul, North Western and Omaha, Great Northern and Northern Pacific
does not bear this out. These figures are as follows:

Percent Interest
is of Invest-
ment in Road
and Equipment

Average
Interest Rate

St Paul o 2.96 4.69
North Western and Omaha combined. . 2.58 4.84
Great Northern ..........cvuiiiinenn- 3.71 5.56
Northern Pacific . ... oo it 2.63 4.63

In looking back and considering the decision made at that time 1t
must be remembered that in the early years of the twentieth century the
increasing commerce of the Orient, the expansion of the lumber industry and
the agricultural and industrial boom in the Pacific Northwest, gave promise
to the railroads in that territory of considerable leng-haul tonnage yielding
attractive revenues, It must also be remembered that at that time the
development and result of water competition through the Panama Canal was
not foreseen.

It is true that due, at least in part, to low rates on water traffic through
the Panama Canal, and the agricultural depression in the Northwest terri-
tory, which has retarded the development of that section of the country, the
Puget Sound Extension has not earned the interest on its cost. Nevertheless,
it is my belief that with adequate rates, and a removal of the present restric-
tions which will permit the railroads to compete with water rates via the
Panama Canal, or protection by regulation of such water rates by the Inter-
state Commerce Commission, and with the development of the territory
served by the St. Paul, west of the Missouri River, which is bound to take
place, the Puget Sound Extension will, ultimately, show satisfactory returns.

The question of whether the Extension is justified, and those who were
responsible for it, as well as those who invested their money in the enterprise,
should be condemned for lack of judgment, is best measurd by whether the
property values created as a result of its construction exceed its cost.,

The freight density of the main line of the St. Paul west of the Twin
Cities for 1923 was 2,260,000 net tons per mile of road, and for 1924, 2,060,000
in comparison with 2,840,000 for the Great Northern in 1923 and 2,420,000 1n
1924, and 3,310,000 in 1923 and 3,030,000 in 1924 for the Northern Pacific.

There is a general impression that the business of the Puget Sound
Extension has largely been drawn from the other transcontinental lines serv-
ing that tercitory. This is not so.

FR—

The Exhibit 5 which I now introduce shows the business originating
or terminating at points west of the Missouri River, and what propertion
of this business moved from or to non-competitive points served by the 8t.
Pau!l lines only. From this exhibit it will be seen that for the year 1924 the
revenue accruing to the lines west of the Missouri River amounted to $24,-
407,200, of which $15,384,825, or 63%, was derived from business originating
or terminating at non-competitive stations. The ton miles producing this
revenue amounted to 2,563,534,779, of which 1,777,124,646, or §9.3%, was
from non-competitive business. These Agures show clearly that at least two-
thirds of the business originating or terminating on lines west of the Missouri
River, is to or from points local to the St. Paul, and not served by other
railroads.

As of Decemnber 31st, 1924, the investment in road and equipment of
lines west of the Missouri River was $252,748,872. That the abandonmaent
of a line with the business indicated by the above freight density figures
would cause a loss in property values in the territory it serves considerably
in excess of its cost will hardly be disputed. If this is so, and these lines are a
public necessity and their abandonment would be destructive of large prop-
erty valuzes and inimical to public interests, then the conclusion must be that
the enterprise was justified.

I now offer the following exhibits:

Exhibit 6 showing the cost of construction of the Puget Sound
Extension, as of the date of operation, August 9, 1909, additions and
betterments and extensions from that date to December 31, 1924,

Exhibit 7 showing for the same period, by lines and years,
charges for extensions constructed and purchased,

Exhibit 8 being a map showing the lines west of the Missouri
River as placed in operation August, 1909, and the additional mileage
added since that date.

The construction of the Puget Sound Extension commenced in April,
1906, and the line was opened for through freight traffic in July, 1909, and for
through passenger traffic in September of the same year, As of that date
there had been expended on road and equipment $99,506,000 and the mileage
constructed and in operation was 1,399.83, of which 1,249.42 miles were owned
and the balance was jointly owned and operated under trackage rights.

As of December 31, 1912, the investment of the Puget Sound Company
had increased to $177,425,086, and the miles of road operated to 2,081, of
which 1,942 miles were owned, the balance being jointly owned and oper-
ated under trackage rights.

As of December 31, 1924, the investment west of the Missouri River
had increased to $252,748,872 and the miles of line in operation to 3,057, of
which 2,871 were owned, the balance being jointly owned and operated under
trackage rights,

The cost of the additional mileage, together with the cost of additions
and improvements made since December 31, 1912, has increased the invest-
ment to $252,748,872.

From June 30, 1909, to December 31, 1917, the system mileage in opera-
tion increased from 7,512 to 10,305; investment in road and equipment from
$274,468,163 to $602,334,419; funded debt from $114,732,500 to $380,829,255;
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interest on funded debt fram $5,855,718 to $16,596,624; operating revenues
from $61,206,041 to $113,735,202; operating expenses from $39,950,134 to
$85,195,964; and net income available for interest and dividends {rom $18,-
967,918 to $21,065,255. The balance available for dividends on preferred and
common stock decreased from $13,112,200 to $4,468,631,

From earning its fixed charges three times over in the ten-year period
June 30, 1900, to June 30, 1509, in 1917 its earnings were only one and one-
quarter times the fixed charges. This was the situation as to capitalization
and earnings when I became President of the Company.

1 found the roadway and track and fixed property in general to be in good
physical condition. As to equipment, the case was somewhat different.
There were not enough cars, and a large number of them were of a design
inadequate to meet the modern conditions of leng and heavy trains.
There were not enough locomotives, and they were of a tractive effort too
low to permit of the economies in operation resulting from increased train
loads.

No doubt the drain on the company’s finances in the building of the
Puget Sound Extension and equipping it, and also the unsatisfactery return
from this investment, together with the desire to maintain dividends on
what had long been a gilt-edged investment stock, accounts for the failure
to maintain an adequate amount of equipment of modern design and capacity-

An adequate quantity of freight locomotives and cars is of first impor-
tance to a railroad in maintaining and increasing its business. Inability to
supply the demand for cars is expensive to shippers, and consequently, dam-
aging to a company’s good will and revenues. When business is good, the
lack of the necessary equipment to meet the demand of shippers can never be
supplied from the ownership of other roads. I believe the St. Paul's reve-
nues have been affected to some extent by a lack of equipment, and soon
after becoming connected with the company I realized that it would be neces-
sary to make heavy expenditures to overcome the situation. This has been
done in the case of locomotives. The company now has an adequate supply
of them, both as to number and tractive effort. In the case of freight cars,
however, while the situation has been greatly improved through rebuilding
existing equipment and purchasing new, heavy expenditures still remain
to be made in order to meet retirements of existing equipment, the average
age of which is between eleven and twelve years, and to provide additional
equipment necessary to handle present and prospective business of the
company.

I now introduce Exhibit 9 showing a comparison between the St. Paul,
Northern Pacific, Great Northern, North Western and Omaha, and Chicago,
Burlington & Quincy R. R. of owned and leased equipment as of December
31, 1924,

During the period December 31, 1917, to December 31, 1924, 317 loco-
motives, including 17 electric, have been purchased at a cost of $18,889,914
and 18,105 freight cars at a cost of $35,774,931. During the year 1925 a total
of 6,500 freight cars were purchased at a cost of $12,359,530.

From January 1, 1918, to December 3%, 1920, little need be said, as owing
to war-time conditions and post-war readjustments, operating revenues and
expenses were so affected as to afford little value for comparative purposes.

The Chicago, Milwaukee & St. Paul Railway was taken over by the
Federal Government midnight December 31, 1917, and returned to its owners
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midnight February 28, 1920. The property was operated at a great loss by
the Director General, and when it was returned to its owners they were con-
fronted with inadequate revenues, a high scale of wages and a troubled labor
condition. This situation was relieved somewhat by congressional legisla-
tion creating the six months guaranty period which provided that the stand-
ard return paid as reatal during the period of Federal control would be con-
tinued for the six months March 1, to August 31, 1920, inclusive, so as to
enable the owners to readjust themselves to the conditions resulting from
the war.

During this period the operating revenues aggregated $451,423,583, oper-
ating expenses $425,453,931, with a net loss before interest charges of $10,-
009,029, leaving a deficit of $50,980,919 for the period. The miles of road
operated increased from 10,305 on December 31, 1217, to 10,620 on December
31, 1920, and the funded debt from $380,829,255 to $409,769,088 respectively.

The first two years of the period January 1st, 1921, te December 31, 1924,
were ones of struggle in meeting and overcoming the disturbed conditions
resulting from the war which caused a severe business reaction in the terri-
tory of the Northwest served by the St. Paul. In the agricultural districts
of the middle West and Northwest, due to the wartime prices of wheat and
corn, land had greatly risen in value, and as a result of the deflation which
took place with the close of the war and the falling off in prices, production
decreased, unemployment increased, credits were frozen and interest rates
were high; crops which had been sown at a high cost in 1920 and 1921 were
sold on a falling market.

These conditions produced great financial difficulty resulting in the clos-
ing of many banks. In the four years 1921 to 1924, fifty-four banks closed
in Iowa, forty-two in Minnesota, ninety-nine in South Dakota and forty in
Montana. The situation became so serious that in February, 1924, a confer-
ence was called at Washington by President Coolidge at which were present
Secretary Hoover and other representatives of the Administration, together
with representatives from the larger financial and business interests of the
country. As a result of this meeting the Agricultural Credits Corporation was
organized with an authorized capitalization of $10,000,000 for the purpose of
giving financial aid to the farming interests in the so-called Pacific North-
west, comprising in part Minnesota and North and South Dakota and Mon-
tana,

In 1922 the production of the bituminous coal fields ceased, owing to 1
strike which began April 22nd and lasted until September 1st of the same
year., This not only entailed a loss in revenue to the St. Paul—as well as
other railroad companies—but increased the operating cost by reasen of the
higher prices it was necessary to pay for coal, which were felt for a long
time after the strike ended.

Cn account of the troubled labor conditions resulting from the war, as
already referred to, the railroad was confronted with further difficulties in
the form of the shopmen's strike, which fasted from July 1, 1922, to September
15, 1922. This strike caused both an increase in the cost of maintenance of
equipment and a shortage of locomotives and cars with a consequent loss of
traffic. The efiects of this strike were not overceme until many months after
it terminated.

For the roads in the Western District and the Northwestern Region the
period 1916 to 1924, inclusive, has been marked by rising costs and reduced
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revenues. Any comparison of these roads with the roads in other parts of the
country will show that they have had poorer net earnings.

The stock market over a period of time accurately reflects the value of
a business based upon its earning power. If the earnings are good the stock
will sell at a figure which will reflect that condition. If the earnings are poor
the price will reflect that condition likewise. I now introduce Exhibit 10
showing for the St. Paul, the North Western and Omaha combined, Northern
Pacific, Great Northern and Soo Line the market value of the common and
preferred stocks of those companies as reflected by sales on the New York
Stock Exchange during the year 1916 and the first eight months of 1925.
It will be seen that the shrinkage in the market value of those stocks during
the past nine years totals the figure of $625,000,000, or 55.8% of the market
value in 1916. Excluding the §t. Paul, the shrinkage in whose securities
amounted to $231,000,000, or 87.8% the loss in sales of the securities of the
other four roads amounted to $394,000,000, or 46%,.

This condition must be due to one or more of the following circum-
stances, or a combination of all:

That these roads are not as efficiently operated and managed as the
roads in the Eastern and Southern Districts,

That they have not enjoyed the same growth in business, or

That the rates on the commodities they handle do not yield the
same matgin of profit as the rates on the commodities handled by the
roads in other sections of the country.

I now introduce Exhibit 11 which is a graphical analysis for the period
1916 to 1924, inclusive, showing for the St. Paul, Class 1 roads in the North-
westernn Region and Western District, exclusive of the 8t. Paul, and for the
Eastern and Southern Districts combined, certain compatisons as to rise in
transportation service costs, the rise in transportation service rates, changes
in volume of traffic, return on investment in road and equipment, and other
information.

In the case of the St. Paul there has been an increase in the cost of labor
between 1916 and 1924, as a result of the orders of the Railroad Administra-
tion and the Railroad Labor Board, of 84.4%,. The details of these wage
adjustments are shown on Page 1 of the Exhibit. As these labor increases
are outside the control of the railway managements the increase in the cost
of labor, in the case of the St. Paul, is believed to be typical of the increase
in the case of other roads in the same territory.

The cost of material, as reflected by St. Paul purchases, has increased in
the same peried 67.1% and taxes 64.5%.

On page 4 of this exhibit there are shown a series of graphs or diagrams
showing separately for the St. Paul, the roads in the Northwestern Region
and Western District, exclusive of the §t. Paul, and the Eastern and South-
ern Districts combined, the increase since 1916 in the cost of transportation
gervice and the charge made for such service. These charts have been repro-
duced to a large size wall map which, if it may now be hung in some suitable
place, will enable you to follow more easily the testimony relating to them.

In these graphs the year 1916 has been referred to a base of 100. This
year was the last before the entrance of this country into the war, and reflects
a normal pre-war condition. Business was good, there had been little increase
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in the cost of labor and material, and there was a normal and proper relation-
ship between the cost and the charge for transportation service,

In the case of the St. Paul the margin was a safe, if not fully adequate,
one, In that year the St. Paul's net railway operating income amounted to
829,607,212, or a return of 4.92% on its investment in road and equipment,
including material and supplies. With other income it had available for
fixed charges and dividends the sum of $31,663,571. The standard return
of the St. Paul for the period of Federal control, which was based upon the
average annual net railway operating income of the three years June 30, 1914,
to June 30, 1817, was $27,844,327, or 4.64% on the investment,

For the Class 1 roads in the Northwestern Region, excluding the St
Paul, the net railway operating income for 1916 amounted to $135,375,618, or
5.08% on their aggregate investment, including rnaterial and supplies. The
_standard return of these roads amounted to $120,138,859, or 5.31% on their
investment.

For the Class 1 roads in the Western District, excluding the $t. Paul, the
net railway operating income for 1916 amounted to $426,442,452, or 5.79%,
on their aggregate investment. The standard return amounted to $367,172,-
277, a return of 4.999%, on investment,

These graphs show for each of the years in the period 1916 to 1924 the
relationship between revenues and expenses and the spread that has taken
place since 1916 due to the greater increase in the cost of, than the charge for,
the service,

The upper line shows the unit cost of doing business, including a 5-349
return, the transportation unit being the combined ton and passenger mile.
This line is developed by dividing each year's total operating expenses, taxes,
equipment and joint facility rents, plus a 5-34% return on investment, but
excluding all interest charges, by the combined total revenue net ton and
passenger miles, and then ascertaining the percentage of increase that each
year's result is over 1916. The lower line shows the operating revenue in
terms of the same unit, that is, the total freight and passenger revenues
divided by the combined total revenue net ton and passenger miles. The
upper line represents the unit cost, including a 5-34% return on the average
production of the railroad, that is, the combined revenue ton and passenger
mile, and the lower line shows the average selling price or charge levied
for this same unit. The cost, plus a 5-34% return, and the charge made, are,
therefore, expressed in terms of the same unit. It necessarily follows that
if a carrier is to earn a 5-34% return over and above all costs, exclusive of
interest, the lines in the graph representing the units charge and cost must
coincide. The cross-hatched area between the two lines shows the spread
between the unit charge and unit cost, and, consequently, the deficiency in
revenues to meet cost plus a 5-34% return.

From the diagram in the upper left-hand corner it will be seen that in
1916 the St. Paul's expenses, including a 5-34% return, exceeded the gross
revenue by 4.5, the road earning 4.92% on investment in road and equip-
ment, including material and supplies. In 1924 this excess of cost plus a
return of 5-34% over the revenues had increased to 15.1%. In that year
the road earned 2.58% on its investment.

In the case of the roads in the Northwestern Reglon, excluding the St,
Paul, as shown in the diagram in the upper right-hand corner, the expenses
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in 1916 plus a 5%49% return, were 1.8%, less than the gross revenues, the roads
earning in that year 6.08%, on their investment. In the year 1924 this sitna-
tion was reversed; the expenses, plus a 5349% return exceeded the gross
revenues by 13.29%,. The roads earned in that year 3.21%} on their investment,

For the roads in the Western District, excluding the St. Paul, as shown

in the diagram in the lower left-hand corner, the expenses in 1916, including -

a 5%4% return, for all practical purposes equalled the charge, the latter being
only 0.2%, greater than the cost. In that year the roads earned 5.799% on their
investment. In 1524 the expenses, plus a 5349, return, exceeded the gross
revenues by B8.6%; the return in that year being 4.00%,.

For the roads in the Eastern and Scuthern District, shown in the diagram
in the lower right-hand corner, the expenses in 1916 plus a 5349, return were
2.59, less than the revenues; the return on investment for these roads being
6.32%. In 1924 the situation reversed and expenses plus a 5349, return were
2.0%, in excess of the revenues; the return in that year being 4.83%, on invest-
ment.

These diagrams have been introduced for the purpose of showing that
the inadequacy of the net revenues of the 8t. Paul is not due to any cause
of weakness inherent to it, but to conditions which it shares in common
with its neighbors. It will be seen that the St. Paul’s increase in the unit cost
of deing business since 1916 has been less than that of the other roads in the
Northwestern Region, this increase in 1923 and 1924 being for the St. Paul
56.7%, and 61.6% as compared with 66.4%, and 68.9%, and that the increase
in its unit revenue for the same years was 44.5%, and 46.6%, compared with
47.6%, and 46.5%. I also think these diagrams will show that the unfavorable
showing in respect to the net revenues of these Northwestern carriers is
not due to a lack of efficiency in the management and operation of the prop-
erties, as their increase in unit cost since 1916 has been considerably less
than in the case of the roads in the Eastern and Southern Districts, These
increases in the case of the latter roads for 1923 and 1924 were 68.6%, and
70.0% whereas their increases in the unit charge or rate for both years was
62.69%,. The greater increase in rates for the Eastern and Southern roads is
due to the 159} increase granted exclusively to those roads in 1917, to the
larger increases granted under Ex Parte 74, and to the decreases made since
Ex Parte 74 affecting commodities forming a much larger proportion of the
business of the roads in the Northwestern Region than in the case of the
roads in the Eastern and Southern Districts.

I now introduce Exhibit 12 showing the several rate reductions that
have been made since Ex Parte 74, the commodities te which they applied
and the effect on the revenues of the 8t. Paul as applied to the average of
1923 and 1924 volume of business.

The freight density of the St. Paul in 1923 was 2.7%), in excess of what
it was in 1916, and in 1924 the volume was 5% less than 1916, In the case
of roads in the Northwestern Region, exclusive of the St. Paunl, the increase
in 1923 over 1916 was 1.2% and in 1924 there was a decrease of 6.8%, over
1916. The roads in the Western District, exclusive of the St. Paul, showed
an increase in 1923 over 1916 of 9.1¢, and in 1924, 8.5%,. For the Eastern
and Southern District roads the increase in 1923 over 1916 was 14.1%, and in
1924, 4,5%,.

These figures show that as a group the §t. Paul and the other roads in
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the Northwestern Region are the only ones whose volume of business in
1924 was less than it was in 1916,

The Panama Canal was opened for traffic on August 15, 1914, but the
European War, which commenced in the Fall of that year, created so great
a demand for the shipping of foed supplies and munitions to Eurppe that
there was little water competition in the transportation of coast-wise busi-
ness. With the close of the war, however, the Canal at once began to take
its place as an important factor in transportation between the Atlantic and
Pacific Coasts, and on account of the restrictions imposed on the transcon-
tinental lines in mesting this water competition, the revenues of those lines
have been sericusly affected.

The traffic through the canal is increasing at a high rate, and I now in-
troduce Exhibit 13 showing the cargo tonnages for the years 1915 to 1924,
inclusive, as taken from the Annual Report of the Governer of the Panama
Canal, together with the tonnage that might have been transported by rail
had the canal not been constructed. This exhibit shows that the tonnage
moving through the canal in 1923 was 10,567,875 tons, and in 1924,'25,994,’?10
tons, an increase in 1924 over 1923 of approximately 38%. Of this tonnage
California oil comprised 3,689,049 tons in 19_23 and 8,501,010 tons in 1524,
showing an increase in 1924 over other business 01‘16.4%. Without the
Panama Canal it is doubtful whether the California oil tonnage would have
moved by rail. Eliminating this, the tonnage which moved through the
canal in 1924, and which, without the canal, would have had to move b_y rail
if it moved at all, is shown in the lower half of the exhibit X have just intro-
duced. Hagd this tonnage moved by rail and been equally divided bet.ween
all of the transcontinental lines, including the Canadian }?aciﬁc, we estimate
the increase in gross revenues of the 8§t, Paul would be in the neighborhood
of $15,000,000 per annum.

The managements of the transcontinental lines considered the ques-
tion of obtaining relief under the fourth section of the Interstate Commerce
Act, and finally made application to the Interstate Comrmerce Commission
for permission to reduce their transcor}tmental rates to meet the water com-
petition without at the same time having to make a corresponding reduction
in rates to intermediate points. It is difficult to make an estimate of w!lat
the additional net revenue would be to the St. Paul were this fourth section
relief granted, but we believe it would be approximately $1,500,000 to $2,000,-
000 per annum,

As to passenger business: the number of passengers carried one mile
in 1923 showed a loss over 1916 of 20.9%, and 28.3% in 1924. For tl}e roads
in the Northwestern Region the decreasg ir} 1923 was 20.8% and in 1924,
2442, For the roads in the Western District, excluding the St. Paull, the
decrease in 1923 over 1916 was 1.6% and in 1924, 8.6%; ; for the roads in the
Eastern and Southern IMstricts there was an increase in 1823 over 1916 of

15.2%, and in 1924, 10.8%.

Although there has been an increase in passenger rates since 1916, the
passenger revenue of the St. Paul in 1924 amounted to $21,768,000 compared
with $19,757,000 in 1916 and $31,034,000 in 1920, or & loss of almost $10,000,-
000 per annum between 1920 and 1924. ’I:hls loss in passenger revenues 18
aggravated by the fact that a corresponding reduction cannot be made in
expenses, although such passenger trains as could be dispensed with were
taken off. The public service demands that passenger trains be operated for
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the handling of mail, express, milk and the few passengers that may want
to travel. Although the passenger business in 1924 showed a decrease in
volume of 28.5% over 1916, our passenger train miles in 1924 were only
2.92%, less than in 1916.

This loss in passenger revenue is not a matter of rates, as there has been
no reduction in passenger rates since 1920. It is due wholly to the fact that,
with the construction of hard roads, the general public has taken to the use
of the automobile. A partial solution of this difficulty is to require bus lines
to pay a reasonable sum for the use of the highways which were constructed
at the expense of the taxpayers, of which the railroads are the largest.

The guestion may be asked as to what the management has accomplished
in offsetting these rising costs by increased efficiency in operation. While
we know there has been considerable advancement in the efficiency of rail-
road operation during the past eight years, it is difficult to establish or
prove it by figures because any comparison in dollars is valueless due to the
greatly decreased purchasing power of the dollar. To make such a com-
parison it is necessary te have an equation factor between the cost of all
classes of labor and material, and due to the many changes in wages and
working conditions it is almost impossible to ascertain this accurately. For
this reason the only comparison than can be made is in units other than
dollars.

Some of the gains in efficiency are as follows:

The net tons per train on the average have been increased from 511 in
1916 to 680 in 1924, or approximately 33%.

The gross tons per train on the average have increased from 1196 in 1916
to 1523 in 1924, or 27.3%,.

The average load per car has been increased from 20.67 tons in 1916 to
25.36 tons in 1924, or 22.79%,.

The consumption of fuel per thousand gross ton miles has been decreased
from 204.2 pounds in 1916 to 171.6 pounds in 1924, a decrease of 169%,.

Through the acquisition of the Chicago, Terre Haute & Southeastern
Railway, making available by direct connection with our own lines the coal
mines of Southern Indiana, there has been a direct saving in excess of
$1,000,000 per annum in the cost of company fuel.

In respect to the loss and damage freight: In 1916, with a gross revenue
of $82,476,004 there was paid out, on account of these claims, a sum of
$1,083,634, or 1.31388 cents per dollar of revenue received. For the years
1919, 1920 and 1921, with an average gross revenue of $113,223,481, there
was paid out annually on the average $3,195,969, or 2.82271 cents per dollar
of revenue received. In 1924, with a gross revenue of $124,613,957, the pay-
ment on account of loss and damage freight amounted to $1,180,890, or 0.94764
cents per dollar of revenue received. This shows an increase in efficiency
in respect to these claims of 27.879%.

Six hundred and forty-nine miles of first main line over the Rocky and
Cascade Mountains have been electrified, and the savings resulting therefrom
amount to approximately $12,400,000, on an additional investment attendant
to the electrification of $15,625,739. A complete analysis of the comparative
cost of our electrical and steam operation has been made and a copy of the
report is now filed as Exhibit 14 in this case.
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Mr. Dynes; Mr. Byram, you have referred to the acquisition of the Chicago,
Terre Haute & Southeastern Railway. I would like you to state briefly
for the record the corporate history of that company, ?he terms of the
lease, and as completely as you can the advantages which have accrued
to the St. Paul as a result of this lease.

Chicago, Terre Haute & Southeastern
Railway Company

CORPORATE HISTORY

The Chicago, Terre Haute and Southeastern Railway Company was
chartered November 26, 1910, under the laws of the State of Ind}ana, as
successor to the Southern Indiana Railway Company, whose properties were
sold under foreclosure proceedings November 3, 1910. On November 4, 1910,
the properties owned by the Chicago Southern Railway Company were sold
under foreclosure and were later acquired by the Chicago, Terre Haute &
Southeastern Railway Company, of Illinois. The Chicago, Terre Haute &
Southeastern Railway Company, of Indiana, subsequently took over the
property which had been acquired by the Chicago, Terre Haute and South-
eastern Railway Company, of Illinois. The new company commenced oper-
ations January 2, 1911, and acquired the property of the Bedford Indiana
Railway Company. The Bedford Belt Railway Company, the Dan_wll_e Bellt
Railroad Company, and the Southeastern Railway Company of Illinois still
retain their corporate existence, The Chicago, Terre Haute & Southeastern
Railway Company, of Indiana, owns respectively 99.45%,, 100%, and
99.54%, of their capital stock, carried at a nominal value of $3.00 on the
balance sheet of the latter company.

On August 1st, 1913, a 99-year lease was entered into with the Baltimore
& Ohic Chicago Terminal Railroad through whllch lease the.Terte Haute
Company acquired the use of 12.47 miles of that line commencing at a point
one mile south of Chicago Heights and extending north to Harvey Junction.

By indenture of lease dated July 1, 1921, the Chicago, Milwfmkee & St.
Paul Railway Company acquired the use of the property of the Chicago, Terre
Haute & Southeastern Railway Company for a period _cof 999 years, with the
minor exceptions as shown on page 6 of the lease which is now introduced
as Exhibit 15, This lease was approved by the Interstate Commerce Com-
mission June 28th, 1921, see Finance Docket 1383,

Under the terms of this lease the Chicago, M_ilwaukee_ & 8t. Paul Rail-
way Company assumed the payment of the principal and interest of funded
and unfunded debt, which as of the date of the lease, July 1st, 1921, was
as follows:
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FUNDED DEET:

Annual
Principal Interest
Southern Indiana Rallway Company 49, First
Mortgage Bonds, maturing February 1, 1951 $7,287,000 $291,480
Bedford Belt 5% First Mortgage Gold Bonds ma-
turing July 1, 1938.......... ... ... 230,000 12,500
Chicago, Terre Haute & Scutheastern Railway 5%
First and Refunding Mortgage Gold BEonds,
maturing December 1, 1960, .. ... .. ... ..... 4,244,000 212,200
Chicago, Terre Haute & Southeastern Ry. Income
Mortgage Bonds, 5% Maturing Dec, 1, 1960.. 6,336,000 316,800
Chicago, Terre Haute & Southeastern Ry. 5%
Equipment Gold Bonds.................... 200,000% 10,000
Note: *Paid July lst, 1921, to July lst, 1923.
UNFUNDED DEBT:
Chicago, Terre Haute & Southeastern Ry. Demand
Notes given Chicago Banks................. 837,000% 50,220
Note: *To be paid in five installments com-
mencing October 1, 1921,
Total Principal and Interest............... $19,154,000 $893,200

Under a further provision of the lease the 8t. Paul Company agreed to
pay for all or any part of the 43,000 shares of capital stock of the Terre Haute
Company outstanding on the basis of $10.00 per share. As of November
18, 1925, the S5t Paul Company had purchased 39,545.75 shares at a cost
of $395,457.50.

The Interstate Commerce Commission has found, as of June 30, 1916, for
the property of the Terre Haute Company owned and used for common
carrier purposes, a final value for rate making of $20,150,000. Between June
30, 1916, and June 30, 1921, the net additions to investment, on account of
additions and betterments made by the Terre Haute Company, amounted to
$108,008. Adding this to the final value found by the Commission, we have
the Commission’s value for rate-making purposes as of June 30, 1921, without
making allowance for difference in costs between 1916 and 1921, the sum of
$20,258,098. The funded and unfunded debt, the principal and interest of
which the St. Paul assumed, together with the payment for the capital stock
outstanding on the basis of $10.00 per share, amounts to $19,584,000, or
$674,098 less than the final value as found by the Commission for rate-mak-
ing purposes.

The investment in road and equnipment as of June 30, 1921, amounted to
$25,035,860.93.

I now introduce as Exhibit 16 balance sheets of the Terre Haute Com-
pany as of June 30, 1921, and September 30, 1925.

GENERAL DESCRIPTION OF THE PROPERTY AND CHARACTER
OF BUSINESS:

[ now introduce as Exhibit 17 a map showing the lines of the Chicago,
Terte Haute & Southeastern Railway Company and the Chicago, Milwaukee
& Gary Railway, and connections with the St. Paul and other foreign car-
tiers.
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The lines of the Terre Haute extend from a point one mile south of
Chicago Heights, about twenty-seven miles south of Chicago, to Westport,
Indiana, and comprise as of December 31, 1924, in comparison with December
31, 1921, the following owned mileage:

December 31, 1924 December 31, 1921

First Main ............ .......... 361.31 361.41
Second Main ........... ... .. 44.41 7.64
Connecting Tracks ............... 6.33 5.44
Yards and Sidings................. 218.66 196.41

Total ...... ... .o 530.71 570,90

Through an agreement entered inte by the Chicago, Milwaukee & St.
Paul Railway and the Indiana Harbor Belt Railway, dated July 1, 1921,
trackage rights were secured over the lines of the latter from Harvey Junc-
tion, to a connection with the lines of the Chicago, Milwaukee & St. Paul
Railway, at Franklin Park, Illinocis, about one mile cast of the easterly end
of Bensenville Yards. These trackage rights, together with those of the
Terre Haute over the B, & O, C, T,, and .52 miles over the Pennsylvania R. R.
at Terre Haute Union Station, comprise as of December 31, 1924, in com-
parison with December 31, 1921, the following mileage:

December 31, 1924 December 31, 1621

First Main ....................... 48.03 47.81
Second Main ........... ... 34.92 34,92
Total Trackage Rights ........ 82,95 82.73

PRINCIPAL TERMINALS:

The principal terminals of the Terre Haute are located at Bedford, Terre
Haute, West Clinton and Fzaithorn.

CONNECTIONS WITH FOREIGN LINES:

Connections with foreign lines at the following points enable the 8t. Panl
to deliver car load and less than car load freight to eastern connections instead
of at Chicago, thus obtaining a larger division of the through rate, and avoid-
ing the expense and delay of handling through the Chicago Terminals.

These connections are: Pennsylvania R. R. at Webster; New York
Central at Delmar; Niclel Plate at Cheneyville; Clover Leaf at Humrick: C,
& I. W, at West Dana for interchange on shipments to Indianapolis and Cin-
cinnati; Vandalia and Big Four at Terre Haute; B. & O. at Seymour.

During the year ended December 31, 1924, the business handled over the
Terre Haute amounted to 1,166,181,840 net ton miles, The bulk of this
traffic, or 569, is coal and may be separated as follows:

Companycoalto C. M. & St. P..... ... ... ................ 269,
Commercial coal to stations beyond Chicago on the St. Paul
or points beyond ............ . ... i i, 89
Commercial coal to stations on the Terre Haute, including
Chicago ...t 109,
Commercial coal to foreign ines. .......................... 129%,
17



The lime stone traffic from the Bedford District comprises approximately

59, of the total business handled, The balance, or 39%, is made up of grain,
79, ; lumber, 5% ; manufactured articles, 16% ; miscellaneous and merchandise

11%,.

BENEFITS ACCRUING TO THE ST. PAUL FROM THE LEASE OF
THE TERRE HAUTE:

Prior to the leasing of the Terre Haute line the 8t. Paul Railroad, a sys-
tem of over ten thousand miles, extending to the Pacific Coast, was depend-
ent upon mines located on the lines of foreign railroads for two-thirds of
its fuel requirements. The disadvantages to such a large system as the St.
Paul in being so situated are, interrupted and expensive operation due to
inability to insure an adequate and continuous supply of coal. Where a
system has an adequate coal supply located on its own lines of railway it can
assure to its coal operators a continuous and sufficient supply of coal cars and
is able to make direct movement of its own trains over its own rails and
avoid the delay occurring through interference with interchange business in
bad weather, or during other periods when the movement through the tez-
minals or intermediate switching line may be restricted on account of con-
gestion,

Prior to the acquisition of the Terre Haute Railread it was necessary
for the St. Paul, particularly during the winter months, to maintain on its
rails a supply of from fifteen hundred to two thousand cars of coal beyond its
normal requirements so that when the supply was cut off due to bad weather
or other reasons it could move this reserve supply to points where the quan-
tity of ¢oal on hand was low. LEven with the maintenance of this reserve
there were many times when it was necessary, in order to maintain opera-
ticn of its trains, to confiscate coal consigned to various industries, which was
not only costly but naturally created ill-feeling against the railway company.
Under these conditions the same e¢conomy and consumption cannot
be obtained as when all of the locomotives are adjusted, and the firemen are
accustomed, to burning one grade of coal.

Since the acquisition of the C. T, H. & 8, E. Ry., these operating disad-
vantages have been entirely eliminated and the St. Paul has been assured
of a uniform and adequate supply of a good quality of steam coal. QOur Gen-
eral Superintendent of Motive Power advises me that the Indiana steam coal
has the same heat units as the Central District of Illinois coal and slightly
less than the Southern District of Illinois but that when the difference in
price at the mine is taken into consideration this slightly lower efficiency in
heat units is more than offset by the greater quantity of coal that can be
purchased for the same amount of money.

From July 1, 1820, to July 1, 1921, the last twelve months prior to the
leasing of the Terre Haute, the St. Paul purchased for its own consumption
4,021,309 tons of coal. Of this tonnage, 2,678,189 tons were purchased from
mines off the 3t, Paul lines; 171,501 tons F. O, B. lake docks, leaving a bal-
ance of 2,506,688 tons, or approximately 67% of the total company require
ments, purchased from mines located on foreign lines; 1,343,120 tons, or
339, were purchased from mines located on St. Paul rails. Of this latter
tonnage 432,222 tons were purchased from mines west of the Missouri River
to supply the company requirements in that territory.
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For the 2,506,688 tons purchased from mines off the 8t. Paul lines, it
paid foreign railroads freight charges totaling $2,970,425. On the basis of
the present rates the freight charges on this tonnage would have amounted
to $2,594,422, or $1.035 per ton.

For the first six months of 1925, 1,327,995 tons of company coal were
purchased from mines on the Terre Haute for use on the 8t. Paul lines
exclusive of the Terre Haute. The cost to the 8St. Paul of moving this coal
from the mines to point of connection of the Terre Haute with the St, Paul
rails, including all operating expenses, interest and other costs resulting from
the leasing of the Terre Haute Railroad, amounted to 17.4c per ton, as
compared with $1.035 per ton that would have been paid to foreign lines
assuming the purchases were made from the same source as prior to the
acquisition of the Terre Haute. On the basis of the coal purchased in the
first six months of 1925 this represents a saving in freight charges alone of
$1,144,000, or at the rate of $2,288,000 per annum.

I now introduce Exhibit 18 showing for the period July 1st to December
31, 1921, the calendar years 1922, 1923, 1924 and the first six months of 1925
the total tons of company coal purchased from mines on the Terre Haute
and the total cost including all interest charges and other costs as a result
of the Terre Haute lease, of moving that coal from the mine to the point of
connection of the Terre Haute with the 8t. Paul, together with the saving
over what would have been paid had this coal been transported over the
Terre Hante at tariff rates. This exhibit shows that the savings amount to:

July 1st to December 31, 1921........, $259,780 gain
Year 1922 .. ... ... ... 148,220 Loss—coal strike
Year 1923 ... .. ... e 787,794 gain
Year 1024 ... . 1,121,013 gain
Sizmonthsof 1925 . ... ... ... ... ... 1,054,787 gain

Total for four year peried......... $3,075,154 gain

From these charges it will be seen that the savings in freight charges
on company coal are now running in excess of $2,000,000 per annum.

Another way of stating this is that the deficit or cost of the Terre Haute
to the St. Paul for the six months of 1923, after the payment of all expenses,
interest charges and other costs as provided for in the lease, and taking
credit for the railway operating revenucs which, of course, do not include
company fuel which is hauled at cost, as shown by the exhibit, amounted
to $230,420. If the St. Paul had not had this lease it would have paid freight
charges to foreign railroads amounting to $1,285,207, for the coal which
moved over the Terre Haute at cost, and which went to make up the deficit of
$230,420. The difference, or $1,054,786, is the saving to the St. Paul for the
six months of 1925, on its fuel bill, and for the four years period since the
leasing of the Terre Haute this saving has amounted to $3,075,154,

NEW REVENUE FROM COMMERCIAL DEVELOPMENT:

In addition to the benefits of an adequate and centinuous fuel supply,
and the savings in operating expenses and freight charges paid foreign lines,
resulting therefrom, the development of markets for Indiana coal in the
States of Wisconsin, Iowa, Minnesota and South Dakota, served by the lines
of the Chicago, Milwaukee & 8t. Paul Railway affords a field for greatly
increasing its freight revenue.
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For the twelve months ended December 31, 1924 the total tonnage of
commercial coal originating on the Terre Haute and destined to points be-
yond Chicago on or beyond the rails of the 8t. Paul, amounted to 530,565
tons, with freight revenue to the St. Paul of $870,395 for the haul beyond
Chicago and $502,743 to the Terre Haute Railroad for the haul from the
mine to Chicago, or a total of $1,373,138. This does not include commercial
coal shipped to Chicago or other points on the Terre Haute. I am advised
by Mr. J. T. Averitt, our Coal Traffic Agent, formerly General Freight and
Passenger Agent of the C. T. H. & S. E. Ry, that this is practically all addi-
tional revenue which probably could not have been obtained as long as the
Terre Haute was operated as a separate company. Mr. Averitt advises me
the policy of the Terre Haute management was not to market its coal beyond
Chicago for the reason that its division of the through rate to points beyond
Chicago was materially less favorable than the local rate to Chicago. The
pressure of the Terre Haute management on its coal operators was, there-
fore, not to seek markets invelving long hauls beyond its own line.

For the six months ended June 30, 1925, this tonnage amounted to 269,
031 tons. The revenue to the St. Paul for the haul beyond Chicago was
$448,991 and for the Terre Haute Division on the haul from the mine to
Chicago, $244,393. This is an increase of $46,670 over the first six months
of 1924

The development of markets for Indiana coal in the States served by
the St. Paul east of the Missouri River is slow and while the progress thus
far has been all that was expected it is 2 small part of the tonnage which it
is believed will be developed in the course of future years as the coal
becomes better known and its quality in comparison with ccal from the
1llinois fields is established.

INDIANA FIELD AS A SOURCE OF COAL SUPPLY:

The coal area of the State of Indiana is confined to a narrow strip 120
miles long and 20 to 30 miles wide, lying East of the Wabash River except
at the north end where the river cuts through it. The total production of
the State for the last four years averaged 21,000,000 tons per annum. Ac-
cording to the report of the Indiana Bituminous Coal Operators Association,
the present production of coal on the Terre Haute Division in Indiana is
approximately 32% of the total production within the State.

The two principal coal producing districts on the Terre Haute Railroad
are what are known as the Clinton District, comprising mines located north
of Terre Haute, and the Linton District, comprising the mines located south
of Terre Haute.

In the Clinton District there are seventeen mines having a potential daily
output of 33,000 tons. At the present time there are eleven mines in
operation, the average daily production of which during October, 1925, was
13,500 tons.

In the Linton District there are thirty-one mines having a potential
daily output of 36,000 tons. At the present time there are seventeen mines
in operation, the average daily production of which during October, 1925, was
13,600 tons.

The life of the Indiana coal fields at the present rate of production is esti-
mated at one hundred years.
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I now introduce Exhibit 19 showing by years the earnings of the Terre
Haute for the period 1915 to 1924, inclusive, and the 9 months ending Sep-

tembgr 30', 1925, together with the total interest payable on all bonds cut-
standing, including income bonds, and the interest paid.

) The revenues from July 1, 1921, when the St. Paul took over the opera-
tion of the Terre Haute, do not include company fuel which was trans-
ported over the line at cost.

Had the Terre Haute been allowed credit at tariff rates for company
fuel the net railway operating income for the year 1921 would have been
$721,500 instead of a deficit of $172,008; for 1922 it would have been $754,450
instead of a deficit of $1,036,510; for 1923 it would have been $1,815 'J"63l in-
stead of a deficit of $894,512; for 1924 it would have been $2,267,106 instead
of a deficit of $289,458; for the nine months of 1925 it would have been
$2,454,324 instead of $564,669; this being the saving to the §t. Paul on its
transportation of cempany fuel. During the entire period above mentioned
the interest on funded debt was paid.

The average high and low sale price of C. T. H. & 8. E. First and Re-
funding 5% mortgage gold bonds, as reported on the New York Stock
Exchange and taken from the Commercial and Financial Chronicle for the
years 1918 to 1925, was as follows:

1918 ... 58

1919 ..o 6234

1920 .. oi 6714

1921 .o 66 (6 mos. ending July 1, 1921)
Y 7034 (6 mos. ending Dec. 31, 1621)
1922 ... 8014

1923 ..o 79%%

1924 L 7954

Ten mos. 1925................. 82iy

In the case of the income bonds no sales were reported for the period
ending December 31, 1923. For the year 1924 the average was 6i, fgr the
ten months of 1925 it was 6334, the low being 55 and the high 84%4. At the
present time these bonds are selling from 82 to 83.

SUMMARY OF ADVANTAGES OF LEASING THE TER
RAILROAD: RE HAUTE

(1) The St. Paul has secured for many years to come an adequate
and uninterrupted supply of good quality coal for its own use from a field 75
miles nearer Chicago than the Southern Illinois fields, thereby avoiding the
expensive operation and delay due to lack of a continuous supply which
previously existed, and at the same time a saving in freight charges amount-
ing to $2,000,000 annually.

(2) There is made available an additional source of revenue through
the development of markets for this coal in the states served by the St
Paul east of the Missouri River. In the few years since the acquisition of
the Terre Haute this source of revenue has been developed to a point where
it approximates $1,000,000 per annum. It is expected that as the market
for this coal is widened this additional revenue will be very considerably
increased.
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(3) Interchange connections with Eastern lines have been effected giv-
ing, on the business it is able to interchange at these points, a larger division
of the through rate. With the acquisition of the Gary Road and its develop-
ment, as will be explained in dealing with that road, it is possible to move
business to and from the east without incurring the expense and delay at-
tendant to the handling through the Chicago Terminal District.

(4) That for the year 1925 the Chicago, Terre Haute & Southeastern
Railway will, through additional revenue on commercial coal, better divisions
on eastbound business, and a saving in freight charges to foreign lines on
company fuel, show a net profit to the 8t. Paul in excess of $3,000,000.

Mr. Dynes: Will you now please outline in a similar way the acquisition
of the Chicago, Milwaukee & Gary Railway.

Chicago, Milwaukee & Gary Railway
Company

CORPORATE HISTORY

The Chicago, Milwaukee & Gary Railway Company was chartered March
3, 1508, under the general laws of the State of Illinois. On October 20, 1908,
it acquired by warranty deed the property of the Illinois, Iowa & Minnesota
Railway Company consisting of a line of railroad extending from Momence,
IIL to Joliet, Ill. and from Aurcra, Ill. to Rockford, Ill. together with all
rights, privileges, agreements and franchises pertaining thereto, including
trackage rights over the Elgin, Joliet & Eastern Railway between Joliet and
Aurora, a distance of 23.29 miles. The right of the Illinois, Iowa & Minnesota
Railway Company to use the tracks of the Elgin, Joliet & Eastern Railway
was granted by agreement between the two companies dated February 21,
1903, for a period of 25 years and is automatically extended beyond that
peried until canceled by either party upon six months notice. This agree-
ment contains certain restrictions as to the kind of traffic which the Illinois,
Towa & Minnesota Railway may handle over the rails of the Elgin, Joliet &
Eastern, details of which will be referred to hereafter.

Under date of October 20, 1908, the Chicago, Milwaukee & Gary Railway
Company acquired by warranty deed the entire property of the Rockford
Belt Railway Company, consisting of 3.16 miles of track serving industries
located within the city of Rockford.

The mileage obtained by these two purchases was as follows:

Main Line Side Track

Ilinois, Jowa & Minnesota Ry. .......... 91.92 14.04
Rockford Belt Railway.................. 3.16
95.08 14.04

The Chicago, Milwaukee & Gary Railway during September, 1909, con-
structed a2 main line extension from Momence, IlL, to a connection with the
Chicago, Terre Haute & Southeastern Railway at Delmar, Ill. a distance of
3.35 miles.

Trackage rights in the city of Momence connecting its tracks north and
south of that point were obtained from the Chicago, Indiana & Southern

22

!

(succeeded by the New York Central R. R.) under agreements dated June
19, 1909, and July 22, 1909, which were later canccled and succeeded
by agreement dated July 13, 1923, between the Chicago, Milwaukee & Gary and
the New York Central Railroad for a period of 10 years, from the date thereof,
and is automatically extended beyond that date until canceled by either
party upon 90 days written notice,

As of January 1, 1922, the Chicago, Milwaukee & St. Paul Railway Com-
pany acquired control of the Chicago, Milwaukee & Gary Railway pursuant
to the terms of agreement dated December 31, 1921, between the Chicago,
Milwaukee & St. Paul Railway Company and the 8t. Louis Union Trust
Company, Syndicate Manager, owner and holder of all the securities of the
Chicago, Milwaukee & Gary Railway consisting of $1,000,000 capital stock
and $5,798,000 First Mortgage 5% Gold Bonds due April 1, 1948. By the
terms of that agresment the 8t. Louis Union Trust Company delivered to the
Chicago, Milwaukee & St. Paul Railway Company all of said capital stock,
$2,700,000 of said bonds and canceled $98,600 principal amount of said bonds,
all in consideraticn of the Chicago, Milwaukee & St Paul Railway Com-
pany guaranteeing the payment of $3,000,000 principal amount of said bonds
and the interest accruing thereon after January 1, 1924, The terms of this
agreement were approved by the Interstate Commerce Commission Febru-
ary 11, 1922, see Finance Docket No. 2141,

Owing to the physical condition of the property, interest on the $3,000,-
D00 principal amount of bonds guaranteed by the Chicago, Milwaukee &
8t. Paul Railway Company was waived from January 1, 1922, to January 1,
1924, in recognition of the expenditures necessary to bring the property up
to the standard of maintenance required for the operation of trafic such as
the Chicago, Milwaukee & St. Paul Railway Company contemplated putting
over this line, Interest which was thus waived amounted to $300,000 and
during the year 1922 under the management of the Chicago, Milwaukee &
St. Paul Railway Company there was spent for maintenance of way and
structures $439,663; in 1923, $167,928; and in 1924, $157,588 as shown on the
attached statement which I now introduce as Exhibit No. 20.

A copy of the indenture dated December 31, 1921, between the Chicago,
Milwaukee & St. Paul Railway Company and the St. Louis Union Trust
Company is introduced and filed as Exhibit No. 21.

The Interstate Commerce Commission has not as yet found a final value
of the Chicago, Milwaukee & Gary Ry. It has, however, reported as of
June 30, 1913, for property owned and used for common carrier purposes
a tentative value for rate making purposes of $2,889,475. Between June 30,
1915, and January 1, 1922, the investment in road and equipment was reduced
$183,027 as a result of retirements. Deducting this from the tentative
value found by the Commission, we have as the Commission’s tentative
value for rate making purposes as of January 1, 1922, without making
allowance for difference in costs between 1915 and 1922, the sum of $2,706,-
448 or $293,552 less than the principal amount of First Mortgage 5% Gold
Bonds assumed by the St. Paul

The investment in road and equipment as of December 31, 1921, amounted
to $5,803,296.14.

I now introduce as Exhibits Nos. 22 and 22 balance sheets of the Chicago,
Milwaukee & Gary Railway Company as of December 31, 1921, and Sept. 30,
1925.
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GENERAL DESCRIPTION OF THE PROPERTY AND CHARACTER
OF BUSINESS

Reference is made to map previously introduced as Exhibit No. 17 show-
ing the lines of the Chicago, Terre Haute & Southeastern Railway Company
and the Chicago, Milwaukee & Gary Railway Company and connections with
the St. Paul and other foreign carriers. The line of the Gary extends from
point of connection with the Chicago, Terre Haute & Southeastern Railway
at Delmar, Il approximately 50 miles south of Chicago, in"a northeasterly
direction through Momence, Joliet, Aurora, DeKalb and Kirkland, crossing
the tracks of the Chicago, Milwaukee & St. Paul Railway at Kirkland, i,
and extending to another connection with the Chicago, Milwaukee & St. Paul
Railway Company tracks at Rockford, Ill, and comprised as of December 31,
1924, in comparison with December 31, 1921, the following owned mileage:

December 31, 1924 December 31, 1921

Main track ....... ... ... ..., 96.96 96.83
Yards and sidings.............. 31.33 30.23
Total ... ... il 128.29 127.06

Trackage rights acquired with the acquisition of the Chicago, Milwaukee
& Gary Railway over the rails of the Elgin, Joliet & Eastern between Joliet
and Aurora and over the New York Central at Momence comprised as of
December 31, 1924, in comparison with December 31, 1921, the following
mileage:
December 31, 1924 December 31, 1921
Main track .................... 24.24 24.24

PRINCIPAL TERMINALS

The principal terminals of the Gary are Delmar, Rockford and Joliet,
Illinois,

CONNECTIONS WITH FOREIGN LINES

Connections with foreign lines are made at the following points: New
York Central and Chicago & Eastern Illinois at Momence; Wabash at Man-
hattan; Chicage & Alton, Atchisen, Topeka & Santa Fe and Elgin, Joliet &
Eastern at Joliet; Chicago, Burlington & Quincy, Chicago & Northwestern
and Elgin, Joliet & Eastern at Aurora and Chicago & Northwestern at De-
Kalb. The exchange of business with foreign connections at these points is
not large. The volume of business via the Terre Haute and Gary destined
to points west on foreign lines connecting with the Gary is still undeveloped.
It is anticipated, however, that as business increases and the importance of
the Gary develops as an outer Belt Line an increasingly large amount of
traffic will be exchanged with foreign lines thereby avoiding the use of the
Chicago Terminals as a transfer point between Eastern and Western Lines,

During the year ended December 31, 1924, the business handled over the
Chicago, Milwaukee & Gary amounted to 148,912,351 net ton miles. The
bulk of this traffic or approximately 829% is coal originating on the Terre
Haute, the remainder of the traffic is as follows:

Manufactured Articles ........... ... ... L. 8%

Products of Agriculture ........... . ... ... .. ... .. 4%,

Stome ... 3%

Miscellaneous & Merchandise ............................. 3%
24,
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BENEFITS ACCRUING TO THE S8T. PAUL FROM THE ACQUISI-
TION OF THE GARY

In connection with the acquisition of the Chicago, Terre Haute & South-
eastern Railway by the Chicago, Milwaukee & St. Paul Railway Company,
the Chicago, Milwaukee & Gary Railway through its connection with the
Terre Haute at Delmar and the 5t, Paul at Kirkland, forms an important con-
necting link between those two lines. It affords an uninterrupted route for
the supply of coal for railroad use from mines on the Terre Haute to points
south and west of Milwaukee, particularly during a peak business and dur-
ing times of traffic congestion in the Chicago Terminals due to weather condi-
tions, What is true of the movement of company coal is also true of commer-
cial coal and other west bound business moving inte the St. Pauls territory.

By means of the acquisition of the Gary, the St. Paul is enabled to enter
into competition with other carriers in handling business originating in quar-
ries at Bedford destined to or beyond the Kansas City gateway and similarly
business originating at Terre Haute and destined to or beyond the Omaha-
Kansas City gateway.

The full benefit of the Gary road will not be derived until it builds its own
line of railroad from Joliet to Aurora.

Under the contract with the Elgin, Joliet & Eastcrn the Chicago, Mil-
waukee & Gary Railway cannot handle over the lines of the Elgin, Joliet &
Eastern between Joliet and Aurora traffic destined east of the Iilinois-Indiana
State Line to points on the Elgin, Joliet & Eastern, Chicago, Lake Shore &
Eastern or lines connecting with those roads. As the Elgin, Joliet & Eastern
and the Chicago, Lake Shore & Eastern have connections with practically all
of the principal eastern carriers, the restrictions thus imposed prevent the St.
Paul from diverting east bound business at Kirkland over the Gary for deliv-
ery to Eastern Lines having connections with the Terre Haute and securing a
larger division of the through rate.

The income account for the Chicago, Milwaukee & Gary since its acqui-
sition by the Chicago, Milwaukee & St. Paul Railway shows a deficit after
interest charges for the period to September 30, 1923, of $896,187.88, made
up by periods as follews:

Year 1922 . e $629,291 Deficit

Year [923 .. e 212,639 N

Year 1924 .. .. 77,660 “

Nine Months ended Sept. 30, 1925, ............. 33,402 Surplus
Total Deficit ....... .. $896,188

Since its acquisition by the 8t. Paul the deficit in the income account of
the Gary has been reduced each year until now the first nine months of 1925
show a profit of $33,402 after paying all expenses, taxes and interest charges.

The Gary has terminals at Rockford serving a number of important and
valuable industries. These industries are now served by the 8t. Paul as a
result of its connections with and control of the Gary.

Since January 1, 1921, when the Gary was acquired, the St. Paul’s pro-
portion of freight earnings on traffic forwarded from and received at Rock-
ford for the years 1918 to 1924 inclusive and the first nine months of 1925

are as follows:
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1918 $445,288

1919 e 443,279 | Average per
1920 . o 511,658 [ Annum $452,302
1021 e 408,982

1822 e 751,724

1923 937,241 | Average per
1924 e 772,061 [ Annum $848,996
Nine Mos. of 1925.................... 722710

This increase alone justifies the purchase of the Gary Road.

The St. Paul's proportion of freight earnings from business in angd out
of Rockford Station for the four years 1918 to 1921 inclusive, pricr to the
acquisition of the Gary averaged $452,302 per annum and for the three years
nine meonths since its acquisition the average annual earnings have been
$848,996 or an increase of $396,694 per annum which for the three years
nine months amounts to $1,487,602. This increase, after making allowance
for the cost of bandling, about offsets the deficit of the Gary for the same
pericd.

The full possibilities of the Gary and its value to the St, Paul System will
only be realized in future years when, with its own line between Aurora and
Joliet, it will afford to the St. Paul a through connection with the Terre
Haute and Eastern Lines for the growth in business which will come with
the expansion and development of the Western territory and enable it to
avoid the increasingly difficult and expensive operations through the Chicago
Terminals,

SUMMARY OF THE ADVANTAGES OF ACQUIRING THE
CHICAGO, MILWAUKEE & GARY RAILWAY

(1) The St. Paul has secured an outlet for its company coal originating
on the Terre Haute and destined to points south and west of Milwaukee
thereby avoiding the expense and delay of movement through the Chicago
Terminals,

-

{2) It has obtained a strategic position for the future handling of busi-
ness both east and westbound and through foreign line connections with the
Terre Haute, will with the construction of the line between Aurcora and
Joliet be provided with a channel for the interchange of business with East-
ern roads without passing through the Chicago Terminals.

{(3) The 8t. Paul enjoys a large and increasing business at its Rock-
ford Station which amounts at the present time to over $500,00G a year more
than prior to the acquisition of the Gary.

Mr. Dynes: Please state briefly what efforts were made to fund the
obligations maturing in 1925 and whether you endeavored to obtain
assistance from the United States Government,

It has been suggested that there was undue haste in calling for 2 Re-
ceivership of the property and that had sufficient efort been made by the
Board of Directors a Receivership might have been avoided, and particularly,
if the aid of the Government had been sought such a consequence might have
been avoided, To show what was done in this direction I submit the
following.
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In June, 1624, I requested four of the Directors, Mr. Fisher, Mr. Geddes,
Mr. McHugh and Mr. McRoberts to cooperate with me as a Special Com-
mittee for the purpose of developing, if possible, some practicable plan to
meet the bonds maturing in 1925, This Committee had many meetings duaring
the summer and fall and considered, I think, every possible means to provide
for this maturity and aveid a Receivership. A number of different plans
were considered, several of which included making an effort to secure a
voluntary exchange of securities on the part of the holders of 1925 bonds,
and a thorough canvass was made to ascertain the holders of these securities,
both in this country and in Europe, and through this effort about 709, of the
holders were located. But the value of the company securities which could
have been offered in exchange for the 1925 securities was so depreciated that
it seemed unreasonable to expect that enough of the 1925 security holders
could be persuaded to take new securities for their holdings to warrant the
belief that such an exchange could be made effective. In such cases thera
are always a certain percentage of holders who will not agree to make an
exchange and there were not sufficient assets in the company’s Treasury to
produce the cash that might be necessary to satisfy any considerable per-
centage of the holders of 1925 securities who might not be willing to go
along with such a voluntary exchange.

Besides this, if it had only been a question of meeting_ the 1925 securities,
even if it could have been accomplished, it seemed plain that unless pro-
vision could be made for the other obligations maturing the following nine

years, taking care of the 1925 maturities would have afforded only temporary/

relief.

I now introduce Exhibit 23 showing the company’s obligations maturing
during the period 1925 to 1934, inclusive, totaling $209,925,315. Consequently,
we came to the conclusion that any practical plan of refinancing the com-

pany's maturities would necessarily include provision for not only the 1925 /

maturities but also the other maturities falling due soon thereafter.

Consideration was given to the possibility of issuing new securities to
meet the refunding of these maturities, Members of Division Four of the
Interstate Commerce Commission were consulted for the purpose of ascer-
taining whether they would approve the release of the $18,000,000 of the
company’'s General Mortgage 5%, Bonds pled.ged as coellateral for the com-
pany’s loan through a substitution of the equivalent value of the company’s
General and Refunding Mortgage Bonds. The members of Division Four
indicated that they desired to be helpful in every way and would approve
with the consent of the Secretary of the Treasury such an arrangement if
it was necessary to meet the securities maturing in 1925 and would at the
same time solve the company’s financial difficulties. However, as the com-
pany was not earning its fixed charges and had no marketable assets other
than these General Mortgage bonds, the Board did not feel it would be
justified in asking permission of the United States Treasury to make such
substitution which would only postpone and not permanently solve the
financial difficulties of the St. Paul Company.

Also for the reasons which have been covered in my testimony the credit
of the company was such that no refunding on a largg scale was possible, and
even if it were the rate of interest on the new securities would necessarily be
higher than on the old ones, thus increasing instead of decreasing the com-
pany’s financial Joad. With its liquid assets used up in refinancing proceed-
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ings there would be no reserve funds available to meet the deficiencies which
might accrue in poor years between the net income and fixed charges, and it
was the belief of the Board that an attemmpt to carry out such a program
would in the end ultimately mean a default and Receivership proceedings
after the exhaustion of all the company’s liquid assets.

As to the question of whether the Interstate Commerce Commission
could give aid by means of a loan from the fund created under the “recapture”
clause in the Transportation Act, I had on Friday, Oct. 17, 1924, an informal
conference with Messrs. Meyer, Potter and Eastman, members of Division
Four of the Interstate Commerce Commission, at which Mr, Mahaffie, Direc-
tor of Finance, was present., The general financial situation of the Milwaukee
was discussed and I explained our difficulties, particularly as to the 1925
maturities. At this conference I was given definite assurance that if we
required the release of the $18,000,000 General Mortgage Bonds pledged with
the United States Treasury as collateral by the substitution of the equivalent
market value of the General and Refunding Mortgage Bonds, it could prob-
ably be arranged and also that the Government loan due in 1927 could be
renewed for five years in order to get it out of the way of short term financing
to rheet the 1925 maturities,

I brought up the question of a possible Ioan from the recapture earn-
ings fund, but was given to understand that a comparatively small sum had
been paid in on account of such excess earnings and that those amounts had
been paid under protest by the carriers. Therefore, it was clear that under
these conditions no funds could be made available from that source for loans
to assist in meeting our difficulties,

I also had a meeting with Secretary of the Treasury and was advised
by him that although the Government was desirous of being helpful to the
St. Paul Company with a view of avoiding a Receivership, there was no
authority under the law whereby any financial aid could be given by the
Government.

In a further effort to improve the credit of the St. Paul Railway an
effort was made to secure action of Congress toward the passage of legislation
which would reduce the interest rate on loans made by the Government to
the railroads during Federal Centrol, which rate of interest was fixed at 6%,
by the law and could only be changed by action of Congress. This Company
was then carrying loans with the Government aggregating $55,000,000 on
which a 6% rate of interest was being paid. Congress was asked to pass
legislation reducing the rate of interest on these loans to an amount not
exceeding the cost of such money to the Government, approximating 414%,.
1 appeared before the Senate Interstate Commerce Committee in January,
1923, in behalf of the proposed bill and pointed out the serious financial situa-
tion of the St. Paul Company in regard to refinancing its June, 1925, ma-
turities and the great benefit that would be derived by favorable action on
legislation reducing the interest rate as proposed, and which would have the
result of reducing our interest charges on these loans approximately $1,000,-
000 per year, and which amount really represented that much profit to the
Government above the cost of Government borrowing at the present time.
We were disappointed in our efforts in this direction as Congress adjourned
without passing the desired legislation,

-~ 1 am satisfied in my own mind that every possible way of meeting this

maturity and avoiding a Receivership was considered by the company’s
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bankers and its Board of Directors. It seemed clear that on account of the
fixed charges and large maturities falling due in the next few years and the
unsatisfactory earnings of the company, the Board of Directors would have
failed in its duty if it had attempted to carry on under the present capital -
structure of the company. -

But before reaching a definite conclusion the Board decided to employ
the well known firm of Consulting Engineers, Coverdale & Colpitts, to
make an independent report on the financial and other prospects of the com-
pany. This firm made an exhaustive study of the physical and financial con-
dition of the St. Paul Company and reported to the Board that in their
opinion there was no possible way of solving it other than a reorganization.
A copy of this report will be filed with the Commission as an exhibit in these
proceedings. The Board also called on the company’s executive and financial
officers for a forecast of the company’s probable earnings and expenses for a
ten year period in the future, which indicated results similar to those reached
by Coverdale & Colpitts.

After reaching the conclusion that a reorganization of the company’s
finances was necessary and which entailed a receivership, the Board made a
frank statement to the public and parties in interest, giving the reasons which
governed their action in deciding that their course was necessary. A copy
of the statement will be submitted for this record.
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