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IN THE MATTER OF THE

ARBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-
MEN AND ENGINEMEN

under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

Chicago, Illinois, February 25, 1915.

Met put'siiant to adjournment at 10:10 o'clock A. M.
Present: Arbitrators and parties as before.

The Chairman : Are there any proposed corre,ctions in the

record f

Mr. Stone : I have a few corrections I would like to make,
Mr. Chairman.

On page 5556, I state, or—I probably stated, anyway the

stenographer has me as saying: "And they simply borrowed

the lead from capital." "They simply borrowed a leaf from

the plan of capital," is what I should have said.

On page 5557, I state: "It makes all the difference in the

world in the property, when you undertake to i:>ay for the prop-

erty," it should read ''pay from the property."

On page 5636, it reads: "Did you ever hear of an engineer

trying to bring in a Consolidator engine that had been standing
out on a storage track all night frozen up?" It should read:

"Did you ever hear of an engineer trying to get a Consolidation

engine ready that had been standing out on a storage track all

night frozen up?"
And on that same page it reads: "Did you hear the testi-

mony of Mr. Clewer of the Rock Island, where one of their

engines had stayed out all winter?" It should read: "Did you
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hear the testimony of Mr. Clewer of the Rock Island, where at

one of their terminals their engines had stayed out all winter?"

Mr. Nagel: On page 5555, I am evidently given credit for

one of Mr. Trenholm's answer. The second question, I am
satisfied, I never asked. It was, I think, part of Mr. Trenholm's

answer. It reads:

"That from one end, and powerful labor organizations

working on the other end, and the same organizations in your

legislatures, advocating adverse legislation."

Mr. Trenholm: That was my answer.

Mr. Nagel: That was your answer, and my question should

be omitted.

The Chairman: Are there any other corre.ctions? If not,

you may proceed, Mr. Stone.

Mr. Stone: If I might be allowed, Mr. Chairman, in that

reply of Mr. Trenholm's there, to Mr. Nagel, where our legis-

lative boards were advocating adverse legislation, he failed to

give us any credit for the number of states where at the present
time about one-half of our men are thronging the State capitols,

trying to get increased freight and passenger rates in a number
of these states. That is probably something that developed
since we went into conference.

Mr. Trenholm: I know nothing of that, Mr. Stone. I am
very glad to give them credit if they are. The railroads need it.

Mr. Stone: If they need it now, what will they need after

we get this award?

When we adjourned last night, I believe we were on auto-

matic release and tie-up. I think Mr. Trenholm had just con-

ceded that a great many of our chain gang or pool crews were

released when they arrived at a terminal, but not automatically.

Mr. Trenholm: Yes, I stated in my testimony in answer to

your question, that a great many crews running in pool gang

service, when they arrive at a terminal, having performed a

day's work of 100 miles or ten hours, that the ordinary custom

is to release them, excepting under schedules where provision

is made for a different way of handling it, and the right of

the railroad in emergencies to call on a man to do a piece of

emergency work without giving him a full day and without doing

injustice to the men who are at that terminal waiting for change.

Mr. Stone: Did you specify all that in your reply last
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nig'lit, that lie had done a fnll day's work, and could be called

out in an emergency?
Mr. Trenholm: I am specifying it now. •

Mr. Stone: Yon are correcting it.

Mr. Trenholm: No, I am not correcting it. I think if you
read my testimony, all my testimony has been that, both direct

and cross. The automatic tie-up does not apply in the way you
have pointed out yet, as far as I know, on any road today. The
effort of the men has been in some cases, and in some cases they
have been successful in bringing pressure sufficient on some rail-

roads, to recognize the 100 miles or less, 10 hours or less, con-

nected with the first in first out rule, and secure compensation
on the basis of the automatic tie-up. Those roads are few, and I

think it is not a popular idea of the. roads at all, and I don't

think any manager would concede it, except under pressure. It

is unfair, not equitable.

Mr. Stone : x\fter listening to your testimony for the past
several days, there is a grave doubt in my mind, Mr. Trenholm,
whether a general manager would concede any rule that was an

improvement except under pressure.
Mr. Trenholm : I do not think I have given any testimony

of that kind.

Mr. Stone: You have testified repeatedly that you don't

think a certain rule would have been granted except under

pressure.
Mr. Trenholm : Such a rule that I have testified to in that

way, in my judgment and in the judgment of the Committee of

Managers, is inevitable.

Mr. Stone: But it is a fact, is it not, with the exception
of a few roads, where they have a short turn-around rule, that

men in chain gang or pool service are run first in and first out

of terminals?

Mr. Trenholm: Generally speaking, that is true, and it is

only the exception of an emergency where it is not true; but

the railroads or their officers have, in the past, controlled it,

instead of the men. Your automatic tie-up takes it out of the

officers' hands. When a man comes into a terminal, according
to your rule, or reaches the end of a run, as I interpret it, he
is automatically tied up. Nobody has any right to give him

any more work, unless they give him a new day for it, regard-
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less of the time on duty, the length of run, or any other con-

sideration.

Mr. Stone: Has there not been great difficulty in deter-

mining just what was an emergency casef

Mr. Trenholm : I never heard of any difficulty, and I think

it would be very easily determined what emergency cases are

on a railroad.

Mr. Stone : Has it not been necessary, on a number of

these roads, to define what an emergency should consist of!

Mr. Trenholm: It might have been, for the purpose of

avoiding any misunderstanding. It might have been agreed be-

tween the management and the men as to what would constitute

an emergency, simply to avoid misunderstanding.
Mr. Nagel : Do you think an emergency could be satisfac-

torily defined in a rule?

Mr. Trenholm: I think so; yes, sir.

Mr. Stone : It became necessary, did it not, on account of

the fact that a great many operating officers were unable to

distinguish between company's convenience and emergency!
Mr. Trenholm : I don't think tliere is any situation of that

kind.

Mr. Nagel: After all, could you more than call it an

emergency !

Mr. Trenholm : Well, I tliink you can go a little further

than that, Mr. Nagel, in the railroad business, and define in

broad lines what emergencies consist of.

Mr. Nagel : Is it not a good deal like fraud and monopoly ;

the less you define, the more sure you are of your definition!

Mr. Trenholm: Well, I think propably that is true; but

I do not tliink there is any abuse in the territory of that kind.

Hundreds and hundreds and hundreds of men make their trips.

It is known on the railroad wliat tlieir trip is. They start out

to go from A to B, 120 miles, regardless of whether they do it

in four hours, or eight hours, or twelve hours. With 99 per
cent of them there is no release to it. You don't tell a man
that he is released. He knows he is released. He simply com-

pletes his run and goes to the shop. Now, the emergency comes
and he is notified.

The Chairman : In the operation of a railroad, is it not
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well known tlie things that may or may not happen that would

cause a delay?
Mr. Trenholm: Cause an emergency, jour Honor!

The Chairman : Yes, sir.

Mr. Trenholm: I think it is very well known.

The Chairman: That is to say, your experience is such

as to teach you that certain things may or may not happen, in

the due course of the operation of a railroad?

Mr. Trenholm: Yes, sir.

The Chairman : And your idea is that in that way it could

be described?

Mr. Trenholm : Yes, sir.

Mr. Nagel : But you would not undertake, in a rule, to

specify all the conditions that might be covered to constitute an

emergency ?

Mr. Trenholm: I don't tliink I would want to enumerate

each single thing that might happen, but I think a general rule

of what constitutes emergency conditions on a railroad, and

would leave little doubt in the minds of either the men or the

officers, would not be hard to formulate.

Mr. Stone : On the question of continuous time, Mr, Tren-

holm, is it not a fact that on a number of roads they provide
that except when tied up by the law, that crews will not be

released between terminals, for the purpose of completing the

payment of overtime?

Mr. Trenholm: I am not sure as to that rule, Mr. Stone.

I think I have read it.

Mr. Stone : Take, for example, this rule on the Colorado &

Southern, Article 32: '^
Engineers shall not be tied up between

ends of runs to avoid paying overtime." That really means
that they cannot be released, except under the law, between

terminals, does it not?

Mr. Trenholm: Well, I would want to read the whole

schedule, Mr, Stone. Any one rule in a schedule, of course, its

application in operation is contingent upon other rules in it. You

may make a rule, and another rule modifies and explains it more

fully, and in order to pass judgment on a rule in a schedule that

I am not familiar with it, I want to study the whole schedule.

Mr. Stone: Well, take, for example, here is another one

on the Rock Island; it is a paragraph in Article 3:
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"An engineer shall not be relieved between usual terminals

of run for the purpose of saving overtime, except by mutual

agreement with the superintendent."
There are a number of roads, several at least, in the Western

territory that would pay continuous time for all time between

terminals, and the man would not be released; and that was the

practice even before we had the Sixteen Hour Law and—
Mr. Trenholm: What would be the object, Mr. Stone? I

am not just clear.

Mr. Stone: What would be the object?
Mr. Trenholm: What would be the object of a railroad

tying a man up and paying continuous time, when they could

run him fourteen hours and tie him up under the law and not

pay him? I am not just clear.

Mr. Stone: They might get him out two or three or four

hours away from a terminal and they w^ould see there are going
to be several trains coming, with a delay of an hour or two, and

they might release him for that hour or two, and say he was

released, so that overtime would not begin quite so soon. It is

quite a common practice.

Mr. Trenholm: I think there was some testimony here on

the Wabash, on that order; is that what you mean?
Mr. Stone: Not particularly. That was to avoid payment

under the Sixteen Hour Law in that particular case.

Mr. Trenholm: The same result would be reached, as I

read it. They are trying to avoid paying the man for the time

he is on duty. I am not in favor of that. I believe a man should

be paid when he is on duty.
Mr. Stone: Do you believe it is possible to have a railroad

avoid tying up crews between terminals?

Mr. Trenholm: No, I think there are times which come
when you have to tie crews up. You cannot regulate a railroad

as 3^ou can other business.

Mr. Stone: Why has it become necessary in the last few

years to have more tie-ups between terminals than we had be-

fore?

Mr. Trenholm: I don't know—
Mr. Stone: On account of the Sixteen Hour Law?
Mr. Trenholm: I don't know that there are more tie-ups,

but of course the Sixteen Hour Law would naturallv make tie-
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Tips to a greater extent than where there was no limit to how

long a man could run. Yon take, for example, the Canadian

roads today; men work, and the exhibit shows that men work

long hours. I think there are some exhibits where they work

nineteen hours. Now, they have the privilege of tying up when-

ever they want to, after a certain time, I think it is fifteen hours,

I am not sure
;
the company has no say in it at all on the Canadian

Pacific, unless they have changed it recently. Men run as long-

as they want to. As a matter of fact, they run excessively long

hours. And that was true to a greater
—I think it was absolutely

true in this country, prior to the Sixteen Hour Law.

Mr. Stone: Well, take for example, here is a rule on the

Southern Pacific in regard to men tying up. Section 5 of Article

14, ^'Engineer's time shall be continuous between terminals,

unless tied up under the provisions of the law limiting the hours

of service.
' '

Mr. Trenholm: I think, generally speaking, that railroads

pay continuous time between terminals. I do not understand

your rule here applies to road service, does it?

Mr. Stone: Sir?

Mr. Trenholm; Does your rule refer to road service?

Mr. Stone: We say "between terminals," yes. It is an

automatic or continuous time between terminals.

Mr. Trenholm: Yes, that is right. That is the automatic

tie-up. I have repeated many times on the stand here that I

believe in paying a man for every hour he works, when he takes

hours as the basis of his compensation, whether he is on the

road, or wherever he is, if he is serving the railroad, he should

be paid. If he is released, under the agreement of the men and

the railroads, and goes and gets his rest, I do not think he should

be paid while he is resting, while he is sleeping.

Mr. Stone: You realize that a man who is tied up between

terminals, even for rest, is at an additional expense; he probably
has a room by the month, as many of them do, in order to have

a place to sleep at the terminal.

Mr. Trenholm: The per.centage is so small, Mr. Stone, of

men who are tied up under the law, of the enormous number of

trains run, that I think a man gets tied up, as I recall, not only

your own exhibit but ours shows, about once in eighteen months.

I think that not only your exhibit but our exhibit, shows prac-
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tically tlie same thing, that a man gets tied up in that way once

in eighteen montlis. I can see no justification for making an

arbitrary rule that ap])lies every place, just because there is an

occasional case of that kind. Nobody does it purposely; nobody
wants to do it; it comes from conditions that no officer can fore-

see or control.

Mr. Stone: The question of tying up is something that the

men have no control over, is it not?

Mr. Trenholm: No, they cannot foresee and help it, any
more than the officers can.

Mr. Stone: If it only comes once in eighteen months, it

will be so infinitesimally small that the railroads would not feel

the general application of the rule.

Mr. Trenholm : Well, that works both ways.
Mr. Stone : You think the men ought to donate that much ?

Mr. Trenholm: I don't think it is a donation. I do not

think there should be a penalty requiring us to pay a man eight

or ten hours' time when he- is tied up, when it happens to him
when he is resting. The rule is unfair and inequitable as applied
to the railroad business.

Mr. Stone : I want to say very frankly, Mr. Trenholm, that

is not the object of the rule, and if I thought it would still

continue to tie men up on the road, if this rule was granted, I

would agree with you. The object of the rule is to make it so

expensive that you would get the men in.

Mr. Trenholm : I think the tendency of the rule would

lessen the man's desire to get in. He would not be so anxious

to get over the road, if he knew, when he stopped out on the

road and tied up, that he was going to get eight or ten hours

at time and a half; and there is nothing in your submission

that does not continue his continuous time, and under a strict

interpretation, his overtime would start after ten hours, and I

presume would continue right along after ten hours.

Mr. Stone: You think the man would have the same in-

centive that he would for time and a half, any place else
;
and

while you have spoken of that a number of times, you do not

sav a man would be dishonest, but vou are afraid it would have

a tendency to make him dishonest; the incentive is there.

Mr. Trenholm: I have tried very hard to express my
thought on that subject a number of times; my flow of Ian-
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guage, perhaps, is not sufficient to make mj^self fully under-

stood on it. I do not believe because a man is honest, or a

body of men are honest, that there is any necessity of leaving
the safe wide open all the time, or offering- inducements for

him to be anything else but honest.

Mr. Stone : And you do think that a man, jierhaps, running

away from home, and not getting to his other terminal, and

tying up for rest, and perhaps six or eight or ten crews run-

ning by him, getting into the terminal ahead of him, and who
would come out first—you still think that with all that staring
him in the face, there would be an incentive, if he was getting
continuous time, to tie up at some lonely sidetrack?

Mr. Trenholm : Continuous time at time and a half, I

think the incentive would be there. I do not mean the incentive.

I mean it would destroy his interest to try to get in. He per-
forms a part in getting over the road, he has to do his part;
the train despatcher and officials of the division must do theirs

;

but it is a combination—they both must help each other. Any
train despatcher can deliberately delay a train and do things
to the injury of the men by showing preference to other trains,

and the man can also do the same by being indifferent, and not

showing a disposition to do his part to help the train despatcher.
The train despatcher must rely on the men, when he gives them
an order against a passenger train, that they are going to do

the best they can to make that meeting point. If the engineer
tells him he can do it today, and he does not do it, and tells him
he can do it tomorrow, and does not do it, he is going to destroy
the confidence of the despatcher in his ability to carry out his

promise. And that makes the train despatcher slow to take

chances on him.

Mr. Stone : Suppose a man, for the sake of this time and
a half for eight hours rest, would tie up for three times hand

running, on the road
;
he would probably have a bad half hour

explaining to somebody when he came in on the carpet, would
he not?

Mr. Trenholm : That would all depend on the conditions

and what the officer could find out as to the reasons for tying

up, and whether he could get sufficient information which would
warrant him in questioning the honesty of this man, and the

proper discipline of the railroad.
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Mr. Stone: If this rule was in effect and the incentive to

the men was as you infer, it would be, would it not, also an

incentive, on the other hand, to the officials to get a more prompt
movement of the man than they do now, to get him in f

Mr. Trenholm : I think there is every incentive that can

possibly be placed on the officials of the division under the

proper operating conditions of the railroad, to get their trains

over the road. There is a record laid, I think, on the table of

the general superintendent of every one of those railroads, every

morning, as to the train movements yesterday. Tliej get a

report in detail of every train that is delayed, and why they are

delayed. I get a report every morning from the general super-
intendent as to every train that is moved over the railroad

that has not made its schedule, and why. I get a report every
week laid on my table of the amount of overtime accruing on

the railroad on every division; the amount of constructive

mileage that is paid ;
and it is checked

;
and everybody is geared

up to avoid that additional operating cost.

There is no business in the world that I know of that is

checked closer than the operating business of a railroad today.

Mr. Stone : I think that is perfectly true, and it is also

true on the road, if the chain gang are getting over 130 miles

in a division in 10 hours, the order at once goes out to '4iang
a little more tonnage on those fellows, and get a little more
out of them."

Mr. Trenholm: I beg your pardon. I don't think there

is anything of the kind.

Mr. Stone : Well, there is where we differ. I happen to

know that they do that.

Mr. Trenholm : Well, my knowledge comes pretty straight.

I handle part of it, and I know no such condition exists with me.

The tonnage is established for the engine, and it is established

on the theory that they can get over the road. Now, we may
find that the rating of an engine, as we work with it, in six

months or a year, we may find that the tonnage is a little light

for those engines, and we do not hesitate at all to increase

their rating, if it is proper that the engines should be rated a

little higher. That is the railroad business, and that is my
business, to get the efficiency of that engine. The efficiency does

not mean to overload that engine ;
it means to give her a proper
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tonnage rating over the controlling grade on a division, and a

rating that she can handle and make reasonable time.

Mr. Stone : There is quite a marked difference between the

handling of a train of dead or dragged freight over the road and
a train of guaranteed time freight, is there not, in tonnage f

Mr. Trenholm: I know of no guaranteed time freight.

There are important trains, called time freight trains in one ter-

ritory, Eed Ball trains in another, and some other name in

some other territory, and those trains carry perishable freight
and time freight, that is important to reach its terminal, and
I want to say in connection with that today that the. competition
in the transportation business is so strong that speed on freight
is one of the biggest elements that your soliciting department
has to secure business with. Even coal today is time freight.

Lumber, under certain conditions, is time freight. Flour is time

freight. And the result is that on railroads you very seldom

get a train of what you call dead freight, which there is no

hurry about. Everything must be moved.

Now, the trains that move time freight, fruit' and meat are

invariably light tonnage trains. They usually run quite long*

miles, usually over 100. Now, they are scheduled, and they are

scheduled pretty fast, and they are expected to make their time.

If the merchandise out of St. Paul for delivery in Duluth is

required to be there, you load it in St. Paul—170 miles, with us,

away from Duluth—and you load it and bill it after 5 o'clock;

you must put it in a train, and we aim to have that set at the

unloading house in Duluth at 7 o'clock next morning, and if you
don't get it there at that time, your traffic department is telling

you that if w^e can't make the speed that other roads are making
we might as well go out of this business. Now, it is a question
of speed, and they are given tonnage light enough so that they
can make that speed.

Mr. Stone : About what is your average daily mileage of

car movement, each car? What is your average?

Mr. Trenholm: Oh, it varies in your local equipment; for-

eign equipment varies, because there is preference given to

them. I would say, in the neighborhood of 30 miles.

Mr. Stone: That is much higher than some of the other

roads, is it not?
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Mr. Treiiliolm : I don't think so. I think it would run
around there, Mr. Stone.

Mr. Stone: Don't we have roads down as low as 11 and 12

in the Western territory!
Mr. Trenholm : I don't remember of ever seeing such

figures, Mr. Stone, on any road.

Mr. Stone: 20 is quite common, is it not!

Mr. Trenholm: Well, it varies. You will find that when

you take statistics of that kind your foreign cars will make

perhaps 31 miles, and your local equipment will make 22 and 24.

But it runs around in that neighborhood.
Mr. Park: Mr. Trenholm, is not that dependent on the

length of time in whi,cli the cars are held for loading and un-

loading!
Mr. Trenholm: Well, it is all an element. Your speed

don't have very much to do with that. A man may take two or

three davs to load a car, and vou mav move it. You mav move
that same car, 30 miles, into a terminal, and there it would take

six days to unload it. Then, you have got to move it back to

some other point, to reload again, and that is regulated a great
deal by the promptness with which you can get your cars loaded

or unloaded, and the length of haul as against your delivery.

The road that has a thousand miles haul, like Trans-Continental

Lines, that gets a load and hauls it 1,000 miles, before it has to

be placed for unloading, their average speed per day ought to

be pretty high. It is entirely different with a road where the

average haul of the cars is short.

Mr. Park: Roads have always been active to have de-

murrage applied, under those conditions, in order to expedite
cars?

Mr. Trenholm: Railroads have always done that, and the

railroads are doing more in that direction than anybody else.

I think, if you will analyze the improvements that railroads

have made in the last twentv vears, to take care of the traffic

of the .country, and the money they have spent too, and compare
it with what the shipper or consignee has done to take care of

his business, you will find the railroads have done a great deal

more than anvbodv else. In the large cities, vou will find the

same coal shed that the man had twenty years ago. You will

find the big wholesale grocery house is still leaving its sugar
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on the track, because their basement will not hold it, and I think

it goes through the whole railroad business.

Mr. Park: They have conditions at tidewater, in which

cars are tied up with grain, for weeks and months ?

Mr. Trenholm: Yes, sir.

Mr. Park: A condition which cannot be controlled, all of

which tends to bring the general average down to 25 miles a

day?
Mr. Trenholm: Your elevator gets full; yards literally

pa.cked with cars. All of those things affect your average daily

movement of your cars.

Mr. Stone: There is, however, quite a difference between

the man who deals in sugar and the railroad, is there not? He
cannot condemn property around him for his warehouse and get

a bigger warehouse, while the railroad can always get more

proi^erty.

Mr. Trenholm: The railroad can get property; they usually

have to pay all it is worth. The man can buy property on the

same basis. He don't necessarily have to have his storehouse

attached to his main store.

Mr. Burgess: Mr. Trenholm, is all the time taken into con-

sideration that a car stands still, in obtaining the general aver-

age speed basis?

Mr. Trenholm: Yes, sir.

Mr. Burgess: There is no limit, is there, that you can

exempt ?

Mr. Trenholm: No; it is all taken into consideration. If

you are in slack business and you have a great many cars stand-

ing around, empty, time is all counted in arriving at the average

they make, per day.
Mr. Burgess: Cars you do not use?

Mr. Trenholm: Yes; no exemptions for them. All cars

you have got, at the average speed they make per day.
Mr. .Stone: Any terminal charge, or any demurrage, or

anything of that kind, of course, is not shown in the car mileage
at all. That is, it is shown in another place, of course, in the

earnings of the road, but it does not affect the average mileage
of the car in any way.

Mr. Trenholm: Oh, no.

Mr. Stone: It might be i)ossibh' for a car to be held at a
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terminal two or three weeks, with a demurrage charge for every

day after a certain period, might it not?

Mr. Trenholm: Oh, yes; and that would have nothing to do

with the miles the car made, per day.
Mr. Stone: No; but it would have quite a decided effect,

perhaps, upon the earnings.

Mr. Trenholm: Well, whatever that amount is, of course,

is earnings to the railroad, as a warehouse or storage charge.

Mr. Stone: Speaking of these Trans-Continental Lines, do

you recall what the average daily car movement of the Santa Fe
is? That is a Coast line—long haul.

Mr. Trenholm: No, I don't, Mr. Stone. I see those figures

from time to time, but I haven't seen anv of them for a vear.

Mr. Stone: I think it is very much lower than the figures

you have given.

Mr. Trenholm: In giving my figures, I gave them as my
recollection of my own figures. I haven't seen any figures of

any railroad for over a year—haven't seen my own, even.

Mr. Stone: In Article 8, Held Away from Home Terminals,

do vou know anv of the schedules or rules that are in effect now,
for paying men held away from home terminal, that deduct the

rest period ?

Mr. Trenhohn: In the West, Mr. Stone?

Mr. Stone: Anywhere.
Mr. Trenholm: I understand-—my re.collection is there is

a rule in the East.

Mr. Stone: That the rest period is deducted?

Mr. Trenholm: I don't remember just what the rule is.

That was in the Award in the East, was it not—the granting of

the away from home?
Mr. Stone: Yes.

Mr. Trenholm: I don't remember just the wording of it,

Mr. Stone.

Mr. Stone: We had a number of rules in the East, before

we had any wage movement in the East. We had rules down
as low as 10 hours and one or two, 12 hours, and others 15

hours, but there was no time deducted for rest during that

period. If I caught your evidence right the other day, you think

that the rest period should be deducted, before any time is com-

puted ?
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Mr. Trenholm: Oh, I think so. I think a man who goes out

and performs the usual trip
—a day's work, and calls for rest,

after 10 hours, or takes rest under the law, whatever it may be,
I see no reason why that should be considered in away from home
terminal time.

Mr. Stone: Well, take under the articles that we submit,

they have 15 hours before time begins. That is plenty for rest

and six or seven hours leeway besides.

Mr. Trenholm: That, of course, means that every man
must start back on his return trip in 15 hours, or be allowed
time. I think the rule is not fair to the railroad. The railroad

can't control its business—the loading of freight at large ter-

minals. It has to be gathered. It is done during the daytime—has to be gathered in the night; got together into trains;

started out in their order, and the business of the railroad re-

quires that crews be there and have their rest, ready to move
this commodity. Now, it is practically^ impossible to run a

railroad in such a way, that where you have fifteen or twenty
crews, that you expect business for tonight some time, to get
them all out in their order and all w^ithin a 15 hour period. I

think there is no call for such a rule. I think a reasonable rule

that would prevent abuse, is all that is proper to even consider.

Mr. Stone: While it is, perhaps, true that the railroad

cannot control its business, it is also true that the employe can

neither control his appetite nor his expense. He has got to eat

and he has to pay for a bed, and if he is held more than 15 hours,
the chances are that he would have to pay for two beds in that

terminal.

Mr. Trenholm: Men on a great many roads are guaranteed
a monthly compensation. On some roads they are guaranteed
a daily compensation, every .calendar day. There are a great

many guaranties through the Western territory, and I think it

only fair that there should be a guaranty that men should not

be held at away from home terminals for an unreasonable period.

Mr. Stone: Would you have any objection, Mr. Trenholm,
to stating what your idea of a reasonable period would be?

Mr. Trenholm: Well, I believe, after his rest period—I

think he should be guaranteed a minimum day for every 24

hours he is held there.
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Mr. Stone: And Ms rest period, on top of that, would be

34 hours before he would commence to draw anything?
Mr. Trenholm : For the first day. I am willing to stand by,

Mr. Stone, the proposition that the committee made to you gen-

tlemen, that the first 30 hours he be guaranteed a minimum day,

and for each 24 hours thereafter he be paid a minimum day.
Mr. Stone: That would mean that if a man was held that

long, and there were three or four outlying terminals before he

got back home, and if he was run from one to the other, that

he would really get to work about every third day and be under

expense all the time.

Mr. Trenholm: No; J think I would be willing to provide
that he be given a day's work each 24 hours after the first 30.

Mr. Stone: Computing the first 10 hours, or the last 10

hours of each 24 hour period?
Mr. Trenholan: The last 10 hours of each 24 hour period.

Mr. Stone: Then he would be there 44 hours before he

would get any pay at all, under that plan?
Mr. Trenholm: No; I don't so consider it. He would be

there 30 hours. The first and the last 10 hours of that 30, he

would be paid for. Now, that time would start, as I have in mind

our proposition to you—he would be there 20 hours when his

time would start, and after that, he would be there 14 hours

before his time would start.

Mr. Stone: And he could be there 29 hours and 50 min-

utes, under that plan ;
then be called and would not get anything

for all that delay ?

Mr. Trenholm: No; I don't think that was our pro])osi-

tion to you, Mr. Stone.

Mr. Stone: Does not begin until he has been there 30

hours, and he is called before the 30 hours are up.

Mr. Trenholm : I said I think his time began at 20 hours.

He is paid the last 10 hours of the first 30, and the last 10 hours

of each succeeding 24 hours.

Mr. Stone: But his time did not begin, as I recall your

proposition, until he had been there 30 hours?

Mr. Trenholm: Well, I may be wrong about that. Pretty

near a year since we made it, but I think the proposition we

made you was fair, and I am willing to stand by it today.

Mr. Stone : "What do you think of the Award in the East-
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ern territory, for the liremen, conductors and trainmen, of 18

lionrs ?

Mr, Trenliolm: Their time starts after 18 hours, does it?

Mr. Stone: Yes, sir.

Mr. Trenhohn: Well, I don't think that it is a fair rule.

I don't think it is fair to the railroads. I think the engineers'

rule is nearer covering the conditions, protecting the men and

protecting the company at the same time, than the other rules.

Mr. Stone: Is it not a fair proposition for the man to

believe that he has a right to at least earn a day's wage, in

each 24 hours or calendar day—especially, I mean, when he is

held away from home ?

Mr. Trenhohn: Well, I hardly think that that is just a

fair proposition. You gaiarantee these men in the protection

of their month's pay. You guarantee them a day, when they

run 100 miles or less, 10 hours or less. You give them every

opportunity that there is in this Imsiness to go way beyond
that. Men would not be satisfied in the railroad business to

simply get their guaranty. They are given every opportunity
to make good mileage.

Mr. Stone : Just what guaranty do you have in mind, Mr.

Trenhohn? You spoke of that several times. Just what do

you have in mind when you say a guaranty!

Mr. Trenhohn : I have in mind the provisions of the sched-

ules. Some schedules guarantee 2,600 miles a month, and some

schedules, I think, guarantee 3,000 miles a month. Some sched-

ules guarantee a day's work, each day, and there are different

guaranties of that kind all through the West.

Mr. Stone : With the exception of a few branch runs, and

perhaps a few assigned pusher or helper service, I don't know
of a guaranty that is applied as you exi)lain it here. While it

is true tliere are a number of railroads in the West that say

when men don't make a certain number of miles the board will

be reduced, and so on, yet we all know that that is not literally

lived up to and strictly applied.

Mr. Trenholm: I think the guaranty in my schedule is

2,600 miles a month, to assigned men.

Mr. Stone: That is, perhaps, true, but in times of busi-

ness depression, or slack business, they don't all get it.
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Mr. Trenholm: Absolutely guaranteed by the scliedule.

So far as I know, a man is always paid that amount.

Mr. Burgess : Mr. Trenholm, is that guaranty obtained by
the railroad company paying the engineers, when they do not

go out on the road, or is it paid by reducing the board!

Mr. Trenholm : Well, of course, the railroad, Mr. Burgess,

aims not to pay men when they don't work. Therefore, under a

gaiaranty of 2,600 miles a month, they aim to give the man the

opportunity to make his 2,600 miles, by reduction of the board

and whatever is necessary, to avoid paying a penalty salary.

Mr. Burgess : But the engineers that are taken off the

working list or board, they do not get anything, unless they

go out.

Mr. Trenholm: Oh, no. That is only a guaranty to your

pool gang or assigned service. The man on the extra list is not

gmaranteed.
Mr. Burgess : Thank you.

Mr. Park: It would be impossible, would it not, and very

impracticable, to give them such a guaranty—that is, all of the

men—extra men!
Mr. Trenholm: Well, it would be, I think, to the detri-

ment of the railroad to give such a guaranty for extra men, and

very detrimental to the men to ask it, because it would leave no

option, as I see it now, when you. reduced your force, except to

discharge men.

Mr. Park : I understand this guaranty is in operation on

the Omaha f

Mr. Trenholm : As I recall it,

Mr. Park: Well, now, does that guarantee, if on account

of obstruction of traffic and there is no business for a week, the

men will all be paid a monthly rate?

Mr. Trenholm : Mv recollection is that thev would, as long

as they are kei)t in the assigned service.

Mr. Park: Do you have a guaranty to passenger engi-

neers!

Mr. Trenliolm: I think it applies to all engineers; I am
not sure.

Mr. Sheean : Article 5.

Mr. Trenholm: "Minimum monthly compensation will be

based on a mileage of 2,600 miles per month. If the mileage
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of regularly assigned engineers is less than 2,600 miles in any-

one month, and he has been ready for service, losing no time on

his o^^^l account, full time for 2,600 miles will be allowed. This

does not apply to men on extra list."

Mr. Park : Now, Mr. Trenholm, is not that peculiar to your
road? Is it not ordinary—the guarantee generally specified, that

the men shall be permitted to earn 3,000 miles, and then the ad-

justment of the crews changed in some way.
Mr. Trenholm : Well, I think we have a rule in there, rela-

tive to adjusting the pool service. There are different rules on

different railroads, and different pools. Our firemen, I think,

are a little bit different.
*' Minimum monthly compensation will be based on a mileage

of 2,600 miles per month. If the mileage of a reg-ularly assigned
fireman is less than 2,600 miles in any one month, and he has

been ready for service, losing no time on his own account, full

time for 2,600 miles will be allowed."

I think there is a qualifying clause in there.

Mr. Park : Do you know, Mr. Trenholm, whether that is a

verv old, or a recent rule ?

Mr. Trenholm: Oh, this is a very old rule with us.

Mr. Park : I don 't know any other road that has it. I didn 't

know the North Western had it. Do you know of any other

railroad that has a guarantee per month?

Mr. Trenholm : I think the North Western has a guarantee.
Mr. Park: Well, that is practically the same system.

Mr. Trenholm: No. It is practically the same system, but

their schedules are nowhere near the same.

Mr. Park : They seem to be in that particular.

Mr. Stone : I don't know of any road in the Western terri-

tory, Mr. Chairman, that has a rule worded exactly like that.

Mr. Park : That was my idea, Mr. Stone.

Mr. Nagel : Mr. Stone, did you have in mind a guarantee
for a day's work in every twenty-four hours, or did you have

in mind a period during which the men are held at away from

home terminals?

Mr. Stone: Held at away from home terminals, Mr. Na-

gel. The reason they advanced the theory was that he was there

on expense, and was not permitted to earn anything.
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This only applies, under your rule, Mr. Trenholm, to your

reg-ularly assigned men!
Mr. Trenholm: Assigned to any service. Assigned, applied

to pool service.

Mr. Nagel: Is a man in pool service considered an assigned
man on your road?

Mr. Trenholm: Yes, sir, under this schedule. This only

exempts extra men.

Mr. Sheean: Might I just, to clear up, so there won't be

any misunderstanding about that—Our Exhibit 1 shows, at page
124, that there are ''All regularly assigned engineers guaranteed
a minimum of 2,600 miles a month,

' ' on the North "Western, the

Omaha, the Soo Line; that engineers on assigned runs are paid
for working days not used, except in cases of unavoidable delay
to traffic—are guaranteed on the Northern Pacific. Engineers
on assigned—

Mr. Park: What does that mean? That if they lay over

Sunday they cannot be used, and their pay will go right along
if the crew goes away, as I understand it ?

Mr. Sheean: Wliy, I suppose that particular rule ''ex-

cept in cases of unavoidable delay to traffic" would mean that

if the train were abandoned they would not be entitled to their

pay for it.

Mr. Park : They could not be used in any other service ?

Mr. Stone: Suppose there wasn't any traffic to be moved,
would they be paid under that rule?

Mr. Sheean: What is it?

Mr. Stone: Do you understand, under that rule, if there

wasn't any traffic to move they would be paid?

Mr. Sheean : No, if the train itself was abandoned. This

applies only to assigned engineers, and if the train to which

they were assigned was abandoned, I assume that the guarantee
would not obtain there.

Then there are, "engineers on assigned runs gnaranteed
2,600 miles per month. ' ' In addition to the ones already men-

tioned, the Canadian Northern, Article 33; the Duluth, Winni-

peg & Pacific
;
Article 9, of the Denver & Rio Grande

;
the Duluth,

South Shore & Atlantic.

Mr. Park : Doesn't that mean that if the train is abandoned
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they will be given some other service, so that they will be able

to earn at least 2,600 miles in a month?

Mr. Sheean : Yes, I suppose it does. There is not a guar-

antee that they may be held idle and paid this money, but they

are guaranteed 2,600 miles, either in their regularly assigned

run or some other run.

Mr. Burgess: Now, Mr. Sheean, right on that point, this

engineer that was under the guarantee, what would he be given

if his train was abandoned? You say he would be given some

other work. Now, what other work?

Mr. Sheean: Are you talking about this Northern Pacific

schedule ?

Mr. Burgess: I am talking about any of the schedules that

vou were talking about in vour answer to Mr. Park. I don't

know w^hat schedule it was, but I remember that you stated that

if the train was abandoned he would not be paid, but he would

be given other work. Now, what other work would he be given?

Mr. Sheean: Well, Mr. Burgess, I am not sure that I follow

you exactly. Mr. Park asked a question about the schedule

which read, "Engineers on assigned runs paid for working days
not used, except in cases of unavoidable delay to traffic."

Mr. Burgess: Then, Mr. Park—or rather, you stated that

if the train were abandoned he would not be paid. Then Mr.

Park asked the question if he would not be given other work,

and you answered yes. Now, my question is, what other work

would he be given ?

Mr. Sheean: I think that, Mr. Burgess, was under this

other schedule that I was reading here :

' '

Engineers on assigned

runs guaranteed 2,600 miles per month."

Mr. Burgess: Well, if the train were abandoned under that

s,chedule, would he be paid?
Mr. Sheean: Why, I assume—why, he is guaranteed the

2,600 miles per month. He is guaranteed that he shall be per-

mitted to make the 2,600 miles.

Mr. Burgess: Then, if the trains were abandoned, under

that schedule he would receive his daily compensation, or his

monthly compensation. Is that your construction?

Mr. Sheean: That is my construction of it, yes.

Mr. Burgess: Then turn to that other schedule that you
were answering Mr. Park about, wherein he would not be paid
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unless he was given other work I Now, what other work did you
refer to?

Mr. Sheean: Why, other miles, the guaranteed miles.

There is no guarantee under the other where it is abandoned.

The first one we are talking about specifically says "Except in

cases of unavoidable delayed traffic, in which ,case he is not

paid." That is one schedule. The second one is, "Engineers on

assigned runs guaranteed 2,600 miles per month."

Mr. Burgess: Well, all I was trying to get, Mr. Sheean,

regardless of what schedule it might be, was the full meaning
of your answer wherein you stated if a train was abandoned he

would be given other work.

Mr. Park: Well, might he not be given an officers' special,

or work train service, or something of that kind?

Mr. Sheean: Guaranteed 2,600 miles per month, and the

question as I got it was, whether he necessarily had to make

that 2,600 miles upon his assigned run, and that was the assign-

ment, that the company would have the right, if they didn't run

that particular run, and if they had other runs to which they

could assign him under their schedules, that they would have

the privilege of getting the 2,600 miles that they guaranteed.

Mr. Burgess: True, but you say now again, if they had.

Now, if they didn't have, then what would be the condition?

Mr. Sheean: Pay under the guarantee. They guarantee

him 2,600 miles.

Mr. Burgess: And if they couldn't give him any other

work, they would pay him?

Mr. Sheean: W^hy, I so understand the language.

Mr. Burgess: Now do you mean, in obtaining this other

work, if there was no officers' special, or no other extra trains

to run, do you mean that they would take another engineer off

in order to give this guaranteed engineer his mileage?

Mr. Sheean: I don't know, Mr. Burgess, what they could

or could not do under that schedule.

Mr. Park: The rule is so exceptional, I guess none of us

understand it very well.

Mr. Burgess : Well, Mr. Sheean, this is a very important

question. Now, it may not appeal to some members, but it does

to me. There are a certain number of engineers on assigned

runs, and there are a certain number of engines in the pool.
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Now, they abandon the train that is assigned. Does that regu-
lar engineer who is assigned—

Mr. Sheean: Abandoned for one day, do you mean!
Mr. Burgess : Yes, abandoned for one day, obtain his mile-

age by taking away from the engineer in the pool some of the

service that really belonged to the pool, in order to make up the

mileage ?

Mr. Sheean: No. If abandoned for the one day, I have

not any doubt he would have much more than the 2,600 miles

coming to him. If they only abandoned it for the one day there

would not be anything due under the guarantee.
Mr. Burgess : Assume they abandon it for several days.
Mr. Sheean: Again, the question would arise whether

they are abandoning an assigned run and taking it out of their

schedule. I suppose he would drop back in seniority to what-

ever position he w^as entitled to, if the run was taken off perma-

nently.

Mr. Burgess : Yes
;
but we will say the run was aban-

doned for several days. AMiat I am trying to get at is, do they
make up the guaranty by taking the work away from the men
in the pool service?

Mr. Sheean : I do not know of any such situation that that

was ever done in
;
no.

Mr. Burgess : You can readily see that could be accom-

plished?
Mr. Sheean : No, I do not think so. I do not understand

there is any schedule that would enable them to do that. If you
have in mind the provisions of any particular schedule where
that could be done, I could talk about it, but I do not know of

any schedule that would permit any such practice.

Mr. Burgess : No schedule you are familiar with in the

West would permit of such practice?
Mr. Sheean: No, I do not know of anything of that sort.

Mr. Stone: The fact remains, Mr. Chairman, that this

assigned man, with his guaranty, if he would run up to 2,300,

2,400, 2,500 or 2,600 miles, might abandon his train for three

or four days, and they would hold him at away from home ter-

minal, and he would not get anything, because he had already
run his guaranty. And the fact is, these rules they are reading-
are not guaranteed rules, outside of the one of Mr. Trenholm's
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road; I do not know of another one in the Western country.

They are simply regulation rules. For example, they read the

Northern Pacific rule. Here is the Northern Pacific rule for

engineers : Rule 99 :

' ' No more engineers will be retained in

the service than are necessary to handle the business with safety

and despatch, and so far as practicable chain gang men will be

enabled to make 3,000 miles per month."

Mr. Sheean: The Northern Pacific rule I read from

was Rule 11.

Mr. Stone: I am reading Rule 99.

Mr. Sheean: The rule I was referring to was Rule 11.

Will you turn to Rule 11?

Mr. Stone : Do you take the position that Rule 11 super-

sedes Rule 99?

Mr. Sheean: No, but you are reading a rule about chain

gang service, and the one I called attention to was the one on

assigned runs.

Mr. Stone : And Mr. Trenholm has jsst got through testi-

fying that engineers in pool service are assigned men.

Mr, Trenholm: On the Omaha Railroad.

Mr. Stone : But the men on the assigned runs on the North-

ern Pacific may be very few and far between, for all I know.

Mr. Sheean : I just wanted to clear up that situation. You
said the rule to which he has called attention on the Northern

Pacific is as follows : I wanted to call attention to the fact that

the rule I called attention to was Rule 11.

Mr. Curry: I will say there are a great many of them.

Mr. Stone: So we all may know, will you please explain

whether they all get that mileage guaranty each month, whether

they run it or not?

Mr. Curry: Strictly according to the rule.

Mr. Stone : What about these chain gang men, under Rule

99?

Mr. Curry: That is a matter that the men largely take

care of.

Mr. Stone : But it is a regulation rule, is it not ?

Mr. Curry: Yes.

Mr. Nagel: But, to that extent, a guaranty of minimum

mileage per month would protect engineers and firemen held

at away from home terminal?
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Mr. Trenliolm : It would protect them up to the point that

they are guaranteed a day for every working day. I do not want
to be understood that that covers it all. I want to be absolutely
fair. I do not believe it is proper to hold a man at a terminal

away from his home terminal an unreasonable length of time,

because he is, as Mr. Stone says, at some additional expense. A
married man, who has got a home, in this business realizes that

it takes him away from his home a certain amount of time, just

as I do with my own home, and that should not be longer than

is necessary for the reasonable and proper conduct of the rail-

road business.
"

Mr. Nagel : And even the protection of that rule is lacking

on most of the roads in this country?
Mr. Trenliolm: The guaranty?
Mr. Nagel: Yes.

Mr. Trenliolm : I would not testify without looking up the

schedules to see just how many roads have a different method of

guaranteeing these things. A good many of them, I think, guar-

antee, when the business of the railroad slacks, it is left with the

men to determine how many men will be kept in the floating

crews; and that in itself reg-ulates the time a man will be held

away from his home terminal
; because, if they keep the pool or

chain gang cut low enough, the railroad business requires that

you get that man back, they cannot hold him there, and that in

itself reg-ulates it very largely, Mr. Nagel.
Mr. Burgess: Now, I think you stated some time ago, in

speaking about constructive miles and overtime, that you had

placed daily on your desk a report of the overtime and con-

structive miles. Am I right in that?

Mr. Trenliolm : I said mine was weekly. I have a daily re-

port of delay to trains. The weekly report comes to me on over-

time, constructive mileage and the gross tonnage that trains

are handling.
Mr. Burgess : Is it fair to assume that the report would

come to you in case money was actually paid for this monthly

gTiaranty to the men in the assigned service?

Mr. Trenholm: No, that report might not come to me. I

say it might not come, because I do not recall where we paid any-

thing of that kind, but it might have been done and I not know it.

Mr. Burgess : I was going to follow that by another ques-
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tion, for the purpose of obtaining just wliat the rule meant on

the Omaha. This may not be a fair question, but I was going
to ask you if you could state approximately how much that rule

has cost the Omaha in actual money!
Mr. Trenholm: To my own knowledge, it has cost us but

very little, because we protect ourselves by reducing our crews,
so that men do make in excess of 2,600 miles a month.

Mr. Nagel: That would be an instance in which the pos-

sibility of incurring an expense operates to reduce the occasion

for the expense ?

Mr. Trenholm: AVell, it is not. at all hard, on a railroad

that has any business, to protect itself against a giiaranty of

2,600 miles, because that is low mileage. Men make 4,0P0 and

5,000 miles on a railroad, and you do not have to watch it very
close to get away from a 2,600 mile g-uaranty.

Mr. Burgess : You do not mean that a man makes 5,000

miles in freight service, do you?
Mr. Trenholm : I have had men make 5,000 miles in through

freight service, yes.

Mr. Burgess : Would not 3,500 miles be a pretty good aver-

age in freight service?

Mr. Trenholm: Yes, I should think—
Mr. Burgess: Or from 3,000 to 3,500?

Mr, Trenholm : An average is one thing, and what men can

make in a certain line of freight service is another. Of course,

in your average, you take in your slow way freights, and you
take in everything that goes in the freight service, to make an

average. Now, the through freight man, I think, would average
more than 3,500 miles.

Mr. Burgess: Well, I realize that what you say is abso-

lutely true on the average, Mr. Trenholm.

Mr. Trenholm: Yes, averages, of course, mean that some

must go higher and some lower, to make the average.
Mr. Burgess: I did not really intend to cover such a broad

scope, but what I had in mind was an engineer running twelve

months a year, if he ran in freight service, between 3,000 and

3,500 miles per month; it would be a very fair year's work, would
it not?

Mr. Trenholm: Well, it is not unusual, Mr. Burgess, to

have a through freight service that runs 150 miles, on your fast
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freight trains. Now, if he makes that thirty days, yoii have

4,500 miles.

Mr. Burgess: But on those runs, is it not the usual railway

practice that he goes out one day and comes back the next, and

lays over the third?

Mr. Trenholm: In some cases, but I do not think that men
do that on througli freight fast runs, where the run happens to

be 125 or 130 miles. I think they make it. I think it is perhaps
fair to say that the average time of such trains is—oh, between

seven and nine hours, perhaps that would be a fair estimate of

fast trains.

Mr. Burgess: Yes.

Mr. Trenholm : And men run that every day, with an occa-

sional lay-oft" for their own convenience, but not on account of

the run being hard. Men do not like to work everv dav in the

year; they naturally like to lay oif some days and where they
have a run of that kind, they lay off and go to the theatre occa-

sionally, and other things they like to do. Nobody likes to work

every day. But I think the average through fast freight would

run, well, I will be safe in saying, a strong thirty-five hundred

miles. I want to be conservative. I think the payrolls there for

October would show, while I have not figured that particular

thing, but I think perhaps Exhibit 29, where through freight

service shows the miles run and the hours on duty, might give

a better idea than my guess at it.

Mr. Burgess: That is true, of course, Mr. Trenholm, but

there are times when every railroad is confronted with the

situation that every man has to run just as soon as his rest is up.

Mr. Trenholm: Oh, yes.

Mr. Burgess: And that might show in one month a very

high mileage!
Mr. Trenholm: Yes.

Mr. Burgess: But at the end of the year the twelve months

would reduce it materially?
Mr, Trenholm: That is true, and October is the biggest

month we have in the country I am familiar with, and no doubt

that would show to a greater extent. When you undertake to

figure that, it would be unfair to take October and figure the

man's miles that he ran and multiply it by twelve, for the year.

It would not be doing justice.



5676

Mr. Burgess: Thank you; that is all.

Mr. Stone: It is a fact, is it not, that if the average is

3,500 to 4,000 miles a month, a 2,600 mile guaranty in tliat

service does not mean very much!
Mr. Trenholm: Well, it means just what it says, that a

man is guaranteed a day for every calendar day of the month.

Mr. Stone: And it is also a fact that you keep very close

watch of it, and the minute you see the mileage is going to run

below that, you at once ,cut the crews?

Mr. Trenholm: Yes, we usuallv cut them considerablv be-

fore it gets dangerous.
Mr. Stone: So as to be on the safe side?

Mr. Trenholm: So as to be on the safe side and to protect

the men also. The men do not want—
Mr. Stone: It is also a fact, when you say a man does not

want to work every day, and he lays off, the minute he lays off

he breaks that guaranty, does he not?

Mr. Trenholm: I think that is true, Mr. Stone, yes. If he

was working twenty-six days a month—
Mr. Stone: It would be possible under that guaranty for

a man to work twenty-six days and make 2,600 miles and be

held away from home the other live days of the month?

Mr. Trenholm: It would be possible, yes.

Mr. Stone: Coming back to this held away from home
terminal question, is it not a fact that under our request you

pay a man for the actual hours held, one, two, three, four, five

or whatever the case may be, after fifteen hours?

Mr. Trenholm: I think that is so.

Mr. Stone: And under your proposal you want the man to

work thirty and then you are willing to pay him ten.

Mr. Trenholm: No, I did not say work.

Mr. Stone: Well, wait. I used the wrong word. Wait

thirty hours, and then you are willing to pay him ten.

Mr. Trenholm: Well, you are guaranteeing the man the

minimum day, then, for every twenty-four hours, which seems

to me a fair guaranty. You are not limiting the man to that

at all. That is the guaranty, and the burden that the railroad

takes of a condition that they cannot avoid. They share the bur-

dens with the men, and I think take the big end of it when they

guarantee him a minimum day in each twenty-four hours.
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Mr. Stone: But it cau be defeated by calling men out just
before the period is up, while under our plan there is no way
to defeat it; you jDay the man the time as soon as the fifteen hours

is up, for each hour held.

Mr. Trenholm: Well, you would continue to pay him, un-

der your plan, you would pay him perpetually, you would pay
him night and day, while he is sleeping and waking, and every-

thing else, and you would pay him under your rule at the rate

per hour he received on the last trip, which might be decided by
overtime, or might be decided by very short hours, and big

miles, and when jow divide it up, it would make a very high
rate. And I do not wish, by any answer that I may make here

to you, to be construed in any sense as endorsing any rule that

you have got in there, in that submission.

Mr. Stone: We understood that long ago. It is not neces-

sary to go over that again.

Mr. Trenholm: I take it from No. 1 to No. 16, and I think

it is the worst presentation that was ever put up to a railroad

bv men who claim to be conservative, sensible men.

Mr. Stone: Conservatism was all right until the railroads

in the Western territory undertook to capitalize it, and then we
had to do something else. And I will say to you frankly, that

in all my years of experience in schedule building, I think it is

one of the finest pieces of schedule work I have seen put together.

Mr. Trenholm: Well, looking at it from one point, I agree
with you.

Mr, Stone: I believe it will guarantee the man pay for

every minute that he works, and that is what we intended it

should do when we framed it.

Mr. Trenholm: And a good many minutes that he does not

work.

Mr. Stone: No, sir.

Mr. Trenholm: You will have to prove it.

Mr. Stone: It also guarantees to the man that you cannot

take any of his time and use it, and that is the only thing he

has to sell, without paying him for it, and that is what we had
in view when we framed it.

Mr. Trenholm: It surely protects the man.
Mr. Stone: But this idea of paying crews after they are

held awav from home terminal over fifteen hours, is not a new
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l^riiiciple. For examijle, on the Delaware & Hudson, in the

Eastern territory, they have such a rule. "Freight crews held

at other than home terminal will be paid at through freight

rates, after fifteen hours, and resuming work shall be returned

to home terminal."

Mr. Trenholm: Local conditions on that railroad might
make that rule a fair rule. I do not know. They may have a

very heavy traffic, and they could utilize the crews and adjust
it. It may be that their business does not fluctuate as it does

with us.

Mr. Stone: You will find it on page 288 of your exhibit.

I take it for granted, it is .correct. I have not checked it.

Mr. Trenholm: Business may not fluctuate as it does in

the West, where the crop season is the busy season.

Mr. Stone: Take, for example, the Boston S: Maine.
*'
Freight engineers receiving a day's pay in one direction, if

held at other than home terminal, will be paid at through freight
rate after ten hours. This not to apply to men whose runs are

scheduled for a lay-over of more than twelve hours,

Mr. Trenholm: You do not make any such exception in

your rule.

Mr. Stone : No, we did not make any exception, but we are

giving you fifteen hours.

Mr. Trenholm: You do not make any exception to sched-

uled trains. It is every day lay-over. It might exceed it.

Mr. Stone: Here is the Maine Central: "Extra freight
crews receiving a day's pay in one direction, if held at other

than home terminal, will be paid at through freight rates after

fourteen hours.
' '

Mr. Trenholm: Traffic .conditions are very materially dif-

ferent in the East than in the West. The density of traffic is

much greater, and that all has an influence on it. And I have no

means of knowing the manner in which such rule was secured.

Mr. Stone: Here is the Lehigh A^allev: "When engineers

are held at terminals other than home terminals for engine or

train, they will be allowed one-fourth day for each five hours

or fraction thereof so held, after the expiration of fifteen hours."

So it is not a new principle entirely. It is in existence.

Now, Article 9, Deadheading. I understand, of course, that

you do not agree with the article ; but the other day, I think, in
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discussing it, we got deadheading and court rules mixed up.
Is it not a fact that all the schedules in the Western territory
have a court rule separate and distinct from deadheading?

Mr. Trenholm: I think so, Mr. Stone—so far as I know,
anvwav.

Mr. Stone : It is a fact that on a number of roads the

engineer is paid the freight rate for deadheading on freight

trains, or paid the same rate for deadheading as the man in

charge of the train.

Mr. Trenholm: I don't just remember that, Mr. Stone. If

you say some schedule has it, I presume it is correct.

Mr. Stone : They do pay through freight rates or the

freight rate for deadheading on freight trains on a number of

roads, do they not?

Mr. Trenholm : I think they do. I do not recall any that

specifies they pay the same rate as the engineer gets. I think

it is the through freight rate. There may be, however. I would
not want to say there is not anything in schedules, because I am
not familiar enough with them to do so, as a witness.

Mr. Stone : The Great Northern Railway rule is as fol-

lows: "Rule 18. Engineers deadheading on company's busi-

ness will l)e paid full mileage at rate for service from which

they are taken. Extra passenger engineers will be paid minimum

passenger rate, extra freight engineers wdll be paid minimum

through freight rate."

Mr. Trenholm : But that does not say—
Mr. Stone: "Extra engineers holding regular engineer's

run will be considered regular engineers under this rule. Engi-
neers changing at their own request, on account of seniority,
will receive no deadhead time."

Mr. Trenholm: That does not sav that thev get the rate

of the engine moving the train.

Mr. Stone : Paid the full mileage rate in the service from
which they are taken. It might be possible that a man called

from freight service would be i)aid the freight rate for dead-

heading on a passenger train, under that rule.

Mr. Trenholm: Yes.

Mr. Stone: Article 8 of the Denver & Salt Lake Railway:
"Engine crews deadheading at company's instance shall receive
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full time of crew pulling the train on which they deadhead, but

no overtime."

Mr. Trenholm: Full time. Does it say anything aboliit

the rate?

Mr. Stone :

' ' Individual engineers or firemen deadheading
at company's instance, will receive one-half pay of the engi-

neer and fireman on train on which thev deadhead, but no over-

time. ' '

Whv is it not a fair theorv that when a man is called off

the board, wlio has probably waited tAvo days and got to the top

of the extra board, and being first out, is called to deadhead

over the road and thereby loses a freight trip, why should he not

be paid full time for deadheading? Why is not such a rule

equitable ?

Mr. Trenholm : I think such a rule should be considered

from all standpoints, Mr. Stone. There might be cases where,

perhaps, in a case such as you mentioned, it would be fair to

pay him a full day at certain minimum rates. But, ordinarily,

men are called, in deadheading, to give them work. The man is

located at the place where there is no work, and the deadheading

proposition is to put him to a point where he secures work in

his business, and the movement of the head man from the list

where there are so many that he has been three days getting

there, that you speak of, moves everybody else up, and they get

the rate. He gets the advantage of this run. He goes on a

passenger train and makes his run in three or four hours, and

usually he is sent there to take a run that is either permanent,

relieving somebody, or to get him into service. It is done for-

his interest, and I think the men on railroads have met with

their officers and discussed their conditions, why these things

happen, and they came to an agreement on each railroad, that,

no doubt, was satisfactory.

Mr. Stone : Is it not a fact that he is not only dead-headed

for his own interest, but also to protect the company 's interest as

w^ell. You may have an engineer injured, or you may have an

engineer sick at some outlying point.

Mr. Trenholm: Yes, it is mutual, Mr. Stone. It is neces-

sary for a railroad to get a man to a certain point, whether it is

because a man is sick, or injured, or whether he of his. own mo-

tion applies for leave of absence, and it has been granted, or for
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short crews at tlie end of a division, or seniority district, where
the business has grown, and you have got to move crews there

to handle it. There are a great many things come in; but it is

a matter of nmtual arrangement, for both the employe and the

railroad, and I think the rules in the different schedules have
been discussed and agreed to by the committee and the officials

of that railroad, and so far as my own case is concerned, I know
of no dissatisfaction.

Mr. Stone: Take, for example, the Northern Pacific rule,

Eule 12: ^'Engineers dead-heading on their own division on

company's business will be paid the same rate and on the same
basis as engineers pulling a train.

' ' So the rule is—
Mr. Park : Mr. Stone, what would they be paid if they were

dead-heading on another district, not their own!
Mr. Stone : I don 't know why that is put in there, Mr. Park.

I don't know what the distinction is between the two. Perhaps
Mr. Curry can answer.

Mr. Nagel : Well, this is the fact, is it not : When the dead-

heading crew starts, they are at the point where they are ex-

pected to be subject to railroad orders. Isn't that true?

Mr. Trenholm: Yes, sir.

Mr. Nagel : So they are taken by the railroad to do work at

a point different from that at which they would ordinarily begin
their work?

Mr. Trenholm : Yes, sir.

Mr. Nagel: And there is that much foundation for com-

pensation, isn't there?

Mr. Trenholm : Yes, sir, and that is recognized in the sched-

ules.

Mr. Park: All roads do, in fact, pay for dead-heading?
Mr. Trenholm : Yes, it is recognized.

Mr. Park: But the conditions and rates are different on

different roads?

Mr. Trenholm: Yes, sir.

Mr. Stone: It is a necessary service, is it not, Mr. Tren-

holm ?

Mr. Trenholm: Yes, sir.

Mr. Stone : And every road has more or less of it?

Mr. Trenholm: Yes, sir.
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Mr, Stone: It is also true, is it not, that in dead-heading,

you do use the man's time!

Mr. Trenhohn: Yes, and very generally, I think, use the

time on the passenger service that takes him to the point where
the work is and where the company desires to get him, and where
no doubt he desires to get. It takes him on their fast trains, and

they pay him a compensation for it. It is recognized.
Mr. Stone : Answering your question, Mr. Park, Mr. Curry

informs me that that clause,.
*' On their own di\dsion," as put

in there, is because oftentimes they are required to relieve men
on- another division, to balance their extra board, and in that

case it does not apply.
Mr. Curry: Not only that, but we have rules that permit

the transferring from one portion of the line to another, when
business is slack in one locality and good in another. And there

are other rules in there that govern the rate of compensation
when they are so transferred.

Mr. Stone : That is where thev are transferred long dis-

tances f

Mr. Trenholm: Yes, sir.

Mr. Stone : The request is not unusual, though, Mr. Tren-

holm, because such rules are in effect. For example, the Kan-
sas City Southern, Article 6: "Engineers dead-heading under

orders on company business will be allowed full pay at the rate

for the class of service that caused such dead-heading. If trans-

ferred from one extra board to another, they will not be paid for

dead-heading.
' '

Mr. Trenholm: Well, that is a qualification in there that

shows the agreement between the officers and the men covering
local conditions. Generally, in transferring men from one place
where you maintain a pool l^oard, to another, the railroads pay
for it.

Mr. Stone : If from an extra board to an extra board, using
the time of the men, why should tliey not be willing to pay for itf

Mr. Trenholm : They say in that case, as I heard you read

it, it doesn't apply.

Mr. Stone: No, it doesn't apply in this particular case.

Mr. Trenholm: I say that is the trouble in this business,
that local conditions govern. I don't know why it was exempted
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on that railroad, but we don't exempt it. We treat the extra men
the same as any other if we dead-head them.

Mr. Stone : It is also a fact, is it not, on some of these

roads, that if no other work is done on that day that a man dead-

heading is guaranteed a day's pay?
Mr. Trenholm: I think that applies to a greater or less

extent throngh the territory; yes, sir.

Mr. Stone: On this question of compensation, under Ar-

ticle 10, I understand, of course, there is the same objection to

that as to the other. There is also the further objection, as I

understand it, made by many of the Western roads, that they

don't want a hostler operating an engine in congested terminals

on the main track. But with those few exceptions it is a fact

that on a great many of these roads the men are relieved, and

the engines are hostled by men designated as hostlers, are they

not?

Mr. Trenholm : I think Mr. Higgins testified on the stand,

as I remember it, that they relieved men very generally by hos-

tlers. I do it in some cases where the distance is considerable.

At Sioux City and Omaha, I think we relieve practically all

passenger engineers, but not freight engineers, because the yard
is close to the roundhouse. I think in Omaha we release the

freight engineer, as I recall it now. And I have no doubt that

through the territory there are in different sections of a road

different points on the road where hostlers are employed and

relieve.the engineers.

Mr. Stone : Do you accede to the theory that there should

be a qualified man in charge of an engine on the main line?

Mr. Trenholm : I concede that a man should be qualified

to handle an engine, whether it be on the main line or on the

shop track.

Mr. Stone : You make no distinction between the two I

Mr. Trenholm: I make the distinction that a man should

be qualified to handle an engine on the main line. He should

also be qualified to handle the engine around the shops, or make

any movement of an engine. His qualifications may be higher—
Mr. Stone : You heard the expert testify that a man could

be taught to merely handle an engine in a few weeks, as a handy-
man from the roundhouse. He could handle the engine in and

out?
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Mr. Treuliolm: I did not hear tliat testimony, Mr. Stone.

I guess I was not here.

Mr. Park : Mr. Trenholm, is it not a fact that no employe,
whether he be a qualified engineer or otherwise, is permitted
to occupy the main track, except under certain conditions, either

by the protection of the flag, yard limit boards, or regularly

placed train orders?

Mr. Trenholm: I want to answer Mr. Stone first. I did

not hear the testimony, Mr. Stone. I think, Mr. Park, the offi-

cers in charge would not permit anybody to go on the main line,

with an engine or anything else that might result in accident;

that the main line should be guarded very sacredly.

Mr. Stone: Someone testified the other day—I can't recall

whether it was you or not—that around these yards it was safe

for these men to cross over, and so on, because the movement

through the yard was always slow. There was such testimony
here by someone. Is it not a fact that many of our limited

trains, regardless of yard boards and everj^thing else, go through
towns just like they were not there, at a high rate of speed?

Mr. Trenholm: A good many trains go through some

yards pretty fast.

Mr. Stone: Don't slow down at all?

Mr. Trenholm: I would not say that. They are required

to check their speed going through any yard, where the main

track is likely to be occupied by yard work.

Mr. Stone : Has anybody any business to occupy the main

track, in the face of one of these limited trains?

Mr. Trenholm: No, sir.

Mr. Stone : Take, for example, this fast mail that goes,

either on the North "Western or on the Burlington, where they
make a run—well, the time card is strung up over 52 miles an

hour—somewhere around that. I think the one on the North

Western is 51 and a fraction, and the one on the Burlington is

higher than that—206 miles in 212 minutes. Do you think they
slow down very much, in designated yard limits, in making that

time?

Mr. Trenholm : I think they check their speed a little, Mr.

Stone, but there is no question about the rule not permitting

anybody to be out on their time, just the same.
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Mr. Stone : Have you ever been in one of tliese designated

yard limits and seen one of those trains go tlirougli ?

Mr. Trenliolm : I have been around a railroad all my life.

Mr. Stone : If lie did reduce his speed through there, I am
wondering how fast he was running before he checked his speed.

Mr. Trenholm : I can tell you pretty close how fast he was

running.
Mr. Stone : Just as fast as he could go, and the only thing

he was sorry for was he could not get them to go a little faster.

Mr. Trenholm : No
; you are mistaken about that. I have

ridden the trains.

Mr. Stone : I never pulled the fast mail, on either one of

these roads, but I have been up in the cab of a few of these

long-legged engines myself, and I wished I could get a little

more out of her than there was in her.

Mr. Trenholm: Well, their speed is not so exceptionally

fast, Mr. Stone. I have ridden on trains that were not scheduled

nearly as fast, that made just as fast time. I have had the local

passenger train, with my car on the rear end of it, with a re-

corder on it—ordinary local passenger train—run up to 70 miles

an hour. Their scheduled speed is only about 32 or 33, but they
lose their time doing the work at stations, and they run very
fast between stations. You take a train such as your fast mail

that you are speaking of, it has a clear road; it has no w^ork

to do at stations and goes right along. Has not that high rate

of speed, for a short distance, and then loses time.

Mr. Stone: Is it not a fact that he has to go right along,

in order to make that speed 1 Every slow down of a minute takes

away from him time that he can hardly get back!

Mr. Trenholm : Of course, he has got to move along.

Mr. Stone : So, from the time he pulls that throttle open, he

is hitched to nothing but hurry, and yet you think it is perfectly

justifiable, even under our rules of speed, first to have a man
who is not qualified on time of train, time card, or anything else,

to handle engines around a terminal, with trains like that on

a road?

Mr. Trenholm : I would like you to show me where I testi-

fied I thought it was proper.
Mr. Stone: You said he had to be qualified to handle an

engine.
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Mr. Trenliolm: I said lie had to be qualified to handle an

engine on the main line.

Mr. Stone : Does this hostler that they make from a handy-
man, in six weeks, know anything about the time card, time of

trains, or anything else!

Mr. Trenliolm : I have not testified that we have any such

men.

Mr. Stone : Do you believe a hostler should be made from
that kind of a man, from your experience as a railroad official?

Mr. Trenliolm : That kind of a man may be just as good a

man as the fireman is, if you give him the experience and edu-

cation to handle the engine. There is no reason why he cannot

be taught to handle an engine as well as any other man.

Mr. Stone : It is a fact, though, is it not, Mr. Trenliolm, that

on your own particular road, you give the firemen and engineers

preference ?

Mr. Trenliolm: That is our contract and agreement with

the men. The firemen and engineers have the right to bid in

the hostler and despatching jobs.

Mr. Stone : Have you an order on your road that no fire-

man can bid in a job hostling, without one year's experience?

Mr. Trenliolm : Not that I know of.

Mr. Stone : There are a number of roads in the West that

have such a rule?

Mr. Trenliolm : We have no such rule.

Mr. Stone : Mr. Phillips corrects me and says three years
on some roads—that a fireman cannot bid in a job hostling, with-

out three years' experience as a fireman. So it must be evident

that some of these roads recognize they must have a high quality
of man, experienced man; but, is it not a fact that with some

inexperienced man, who does not know the time of your trains

and has no way of protecting himself in crossing about a yard,
he is liable to get into trouble \yit\i some of your main line

trains ?

Mr. Trenliolm: I don't think a man should be on the main
line with an engine, mthout experience, Mr. Stone, and knowl-

edge of the conditions—capable of protecting himself and han-

dling with safety the work assigned him.

Mr. Stone : Have you noticed any trouble in keeping your
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road supplied with hostlers, filling their ranks from yonr expe-

rienced firemen and engineers!

Mr. Trenholm : Why, I wonld say no, Mr. Stone, to that.

I don 't think we have had any trouble of that kind. There might

be occasions—firemen prefer to be on the road, I think, gener-

ally speaking. I know that men—it has come to my notice that

men bid in the despatching jobs in slack time, and the minute

business picks up, they want to go back on the road firing, and

I think, generally speaking, the firemen prefer the road work;

possibly, for the reason that they must have road experience to be

promoted to engineers, and they, no doubt, feel that if they re-

main hostling or despatching too long, it might affect their rights

to promotion.
Mr. Stone : You also recognize the fact that it is absolutely

necessary for a hostler, the same as any other human being, to

occasionally eat, do you not 1

Mr. Trenholm : I think he ought to eat once in a while, Mr.

Stone
; yes, I am willing to admit that.

Mr. Stone: Are you willing to admit that it should be a

regular meal hour, as near as practicable?

Mr. Trenholm: I am. As near as practicable
—as near as

the business will permit. I think men on a railroad have got

to adjust themselves somewhat to the railroad's requirements,

but I think his meal hours should be reasonably regular—as

regular as can be made, out of consideration for him.

Mr. Stone: Well, if, in busy yards, they can find time to let

a great majority of these switch engineers go to meals at regular

hours, as you stated, why is it not possible to make su,ch an ar-

rangement for hostlers to have regiilar meal hours also?

Mr. Trenholm: I believe they have, Mr. Stone, so far as is

possible to do it.

Mr. Stone: Then, you see no serious objection to our re-

quest for a meal hour, for hostlers, that is, so far as fixing a

regular meal hour is concerned?

Mr. Trenholm: Well, your rule that you have here is rather

ambiguous to me. There are two qualifications in it; one, that

he must go to his dinner between 11:30 and 1:30, I think, and

the other is that he must not be kept after 5 hours. A man

going to work at 7 o'clock, one rule has the effect of reducing^
the other. I am strongly of the opinion that that should be
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handled locallv, because the local conditions in each yard would

affect, naturally, the time that men could go to dinner. I main-
tain that in a certain yard that the hostler may go to dinner,

practically, at the same time every day. But it might be 1

o'clock that he can go, instead of 12, because at that point the

switch engines are idle and go to the shop and require the

hostler at the very time that the engineer is aw^ay from them.

Now% he might regulate his hour to go at 1 o'clock, or 1:15,

every day, when the engineer gets back, and I think it is local

conditions of the railroad and the business that should govern,
to a very large extent. I do think that he should be given his

noon hour, and given it as regularly as the business will permit.
Mr. Stone: Mr. Phillips wants to ask you a question or

two on that hostler subject, before we leave.

Mr. Trenholm: All right.

Mr. Phillips: Mr. Trenholm, on that meal hour business, I

understood vou to testify in your direct examination, in answer

to a question by Mr. Sheean, that you knew of no complaint with

regard to meal hours for hostlers, and that nothing of that kind

had been testified to here. Is that about the substance of your

testimony?
Mr. Trenholm: Well, no. I think I may have testified, Mr,

Phillips, that I knew of no complaint from anyone, in regard to

the noon hour for hostlers, but I did not testify that there was
no testimony here, because there was testimony here that I did

not hear, and I don't know what it was, and I would not testify

as to that.

Mr. Phillips: In order that it may be absolutely accurate,

on pages 5373 and 5374, I find the following:
"Mr. Sheean: You have no objection, Mr. Trenholm, if a

rule can be formulated that can be made territorially universal,

or if there be any proof of abuse with reference to meal hours,

of taking up and meeting any such abuses and endeavoring to

correct them 1

"Mr. Trenholm: None whatever. I believe that men
should be, so far as the business in w^hicli they are engaged will

possiblj^ permit, i^ermitted to go to their meals at regular hours.

"Mr. Sheean: Now, you were in conference for a great

many months, Mr. Trenholm, with reference to this schedule.

During all that time, was there brought to your attention any
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claim or recital of conditions at any roundhouse, where hostlers

were not being permitted to get their meals at proper hours?

"Mr, Trenholni: I do not recall any, Mr. Sheean.

''Mr. Slieean: You have heard no testimony here pertain-

ing to that, as to any conditions needing correction?

"Mr. Trenholm": No."
And you proceed to explain some further, with regard to

the meal hour.

Mr. Trenholm: I think that testimony is absolutely just

the way I testified. I did not hear the testimony, in person, in

regard to hostlers, as I recall it.

Mr. Phillips: Well, then, Mr. Trenholm, in order that you

may be familiar with the testimony, on page 1448 of the pro-

ceedings appears the following—this was during the testimony
of a hostler, who testified as a witness for the men:

"Mr. Shea: During this twelve hour period which you are

required to work, are you allowed any time in which to eat your
lunch or your dinner?

"Mr. McClory: No, sir.

' ' Mr. Shea : Do you take your lunch with you in the morn-,

ing?
"Mr. McClorv: Yes, sir.

"Mr. Shea: How do vou eat vour lunch, if vou do not

have any time?

"Mr. McClory: Well, if we have a period—for instance,

when we get out the engines for twelve o'clock, the engines go

out, why, then, the next is one o'clock, and we will take the

best opportunity between twelve and one or two, or between ten

and eleven, whatever we find, to eat; but we are supposed to be

on the work. If an engine comes in between those times and we
are called on, we have got to be on the job.

' '

Now, from that testimony, you would understand that the

situation there was verv unsatisfactorv, and that this man made
« c' 7

a complaint, would you not, Mr. Trenholm?
Mr. Trenholm: I would understand that he was finding

fault with the conditions there, yes, sir.

Mr. Phillips: Now, as a matter of fact, Mr. Trenholm, is

it not common with hostlers, at many points, to handle their

work exactly as described by Mr. McClory here?

Mr. Trenholm: I don't think I am familiar enough with
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this great territory to testify as to that. I cannot conceive,

hardly, of a condition on a railroad where proper operation
would not enable a man to have a reasonably regular time each

day, to eat. It might be, as this man testified, that the most

convenient time for him to eat was between 10 and 11, but if

that was the most convenient time, I know of no reason whv he

should not be given that time, every day. If, on the other hand,
it is between 1 and 2, I know of no reason why, under conditions

practically uniform, he should not be given that time, so it would

be reasonably regular.

Mr. Phillips: As I understood his testimony, Mr. Tren-

holm, he said it varied from day to day, and that he made the

best of it, each day, taking such time as he could seize to eat

his lunch. You have stated that you are not sufficiently familiar

with the .conditions of hostlers, but it would not surprise you
to learn that, as a general proposition, a hostler does take his

lunch, in many places, just as Mr. McClory testified here, and

that this lunch bucket, or basket, or whatever it may be, is some

place at a convenient point, and that he takes a bite out of that,

when he has a chance, between handling engines, and goes

through his day that way. It would not surprise you to learn

that was true ?

Mr. Trenholm: It would surprise me to learn that that was
true on the road I am connected with, because I think, if any
condition of that kind existed, either one of the organizations,

engineers or firemen, would take it up and I know that it would

be adjusted satisfactorily, as I don't believe in those things

myself, and I am satisfied that the organizations on any railroad,

or the men themselves, if it was brought to the attention of the

proper officer, would endeavor to adjust it, so that the man would

have a reasonable meal hour. I don't think any operating officer

has any idea that men should not have reasonable hours, and

these things may exist, at times and places, without the knowl-

edge of the officers.

Mr. Phillips: You think, do you not, Mr. Trenholm, -that a

hostler should have a meal hour, regulated at least as reasonably

as the meal hour for switching crews?

Mr. Trenholm: I think so.

Mr. Stone : I think you stated the other day that the rail-

road labor organizations had gone too far in saying what the
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railroads could and could not do. At that time, I think, we were

discussing the hostler proposition. I have not my proceedings
here of that day; I left them over at the room. But is it your
idea that all questions of this kind should be left to local officials,

instead of being handled in wage movements like the present

one ?

Mr. Trenholm: Well, I think there are some things being-

submitted to the joint concerted movement that should not come

into a movement of this kind. I think the concerted movement

should be limited to wage matters, and not to operating rules and

things that pertain
—where the men are not responsible for

them, and they should be left to the officers who are held re-

sponsible by the owners of the railroad, and by the people, and

by the federal and state authorities.

Mr. Stone : If those questions could have been adjusted sat-

isfactorily to the men, do you think they would have been here f

I mean with the local officials that you speak of.

Mr. Trenholm : Oh, I think, Mr. Stone, that the Concerte^l

Wage Movement has invited the bringing on of a great many
things that were not thought of or contemplated when it was first

agreed upon to endeavor to adjust w^age matters in a concerted

movement, taking in a large territory.

Mr. Stone : Well, a concerted wage movement taking in a

large territory, but brought about by what ? The Western Asso-

ciation of Managers, and the fact that no individual line could

or would grant any concessions. Is not that what brought about

the wage concerted movement?
Mr. Trenholm: I think it was a mutual arrangement

thought desirable by the Western Association of Railroads, and

by the organizations. I don't think there was any—I think both

thought it a desirable thing, at the time it started, to consider

the question of wages in a joint concerted movement.

Mr. Stone : It is true, is it not, that you had both the West-

ern Association of Railways and the Presidents' Association

for a number of years?
Mr. Trenholm : What do you mean by the Presidents ' As-

sociation?

Mr. Stone: Isn't there an association of presidents, presi-

dents of railways. Railway Presidents' Association?

Mr. Trenholm: I never had any—the presidents of rail-
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roads in Chicago meet occasionally
—I don't know of any Presi-

dents' Association.

Mr. Stone: Well, perhaps I—
Mr. Trenholm: No, I am sincere about it. I don't know

of any. There is the Western Association of Railroads here,
that is represented—sometimes the president represents them at

such meetings, the vice-president, the general manager.
Mr. Stone : There is a rule in your Western Association of

Eailways, of which Mr. Tinsman is the Chairman, that at the

general meetings they are represented by the chief operating-
officer of the road, are they not, or the manager?

Mr. Trenholm: Well, the road designates who will repre-
sent it at that meeting, and it may be the president of a railroad

that represents his railroad at some meeting, and it may be

the vice-president. It may be the general manager. The rail-

road designates who will attend such meeting.
Mr. Stone : AVhen you say the railroad designates, if it is

a fair question, who on the railroad designates who shall at-

tend the meeting?

Mr. Trenholm: Well, for instance, the Omaha railroad,

take my own case, the president has named me the representative
of the Omaha Railroad at the Association of Western Railroads.

I think Mr. Aishton, vice-president of the North Western, has

been designated to represent them. Now, if anybody else on the

Omaha Railroad went to that meeting, they would need my proxy
to vote. Other roads designate their presidents as the men who
will represent them at that meeting. Now, if he sends his general

manager to represent him, he must give him his proxy. It is like

any other—
Mr. Stone: The same as any other board meeting?

Mr. Trenhohn: Yes, on that order.

Mr. Stone: On this question of surprise tests, do you un-

derstand that these great labor organizations that have become

so strong in the last few years, object to legitimate surprise
tests?

Mr. Trenholm: No, sir, I don't.

Mr. Stone: It is a fact that there are a number of other

surprise tests made, other than those named here in this article,

is it not?
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Mr. Treiiliolm : Yes, there are a great many efficiency tests

made, Mr. Stone. I don't call them surprise tests.

Mr. Stone: Well, if the name is objectionable, we will call

them efficiency tests, then.

Mr. Trenholm : I believe they are very necessary in rail-

road business today.

Mr. Stone : About how many different railroad efficiency

tests are recognized in the Western Association! You have a

regular form, have you not?

Mr. Trenholm : I do not think the Western Association

has any form, Mr. Stone. If they have, I don't know it. I think

each road has a form and a system—I think you spoke one

time before about the Harriman Lines having a standard form-.

Now, that might apply to a system, but I do not think the West-
ern Association of Railroads have any form providing for these

tests. I got one up, I may have sent and got similar forms
from some other roads, to see what they were doing, as we
do in a great many things, and may have copied some of the

things that were in there that I thought were good, and I may
have left off some things that I did not think were good. In

getting ready to put in our 100 jjer cent efficiency test I tried

to get a good sensible common sense system of testing men as

to their obedience to the rules, putting it into effect,

Mr. Stone : How many different kinds of efficiency tests

do you make on the Omaha ?

Mr. Trenholm: Why, I don't recall just the number of

them now, Mr. Stone. We have a blank where the inspector goes
out and makes these tests, and the manner in which he will make
them is provided ;

in most cases, at least. In making the signal

test they must have a signal man with them, and in making cer-

tain other tests they must have an officer, and it is all covered

and provided, I shall be very glad, if it is of any interest, to

submit one of my forms,

Mr, Stone : I should like very much if you would. I have
a number of them over at the room. I thought I had them with

me. I should like very much_ if you w^ould file them with the

Board.

Mr. Trenholm : I will be very glad to get a sample of our

form and bring it in and file it.

Mr. Stone: And, of course, the Board can get from the
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Board what the Illinois Central use, which I understand is prac-

tically the same as is on use on the Harriman Lines. In fact,

I think that Mr. Park was one of the committee that formu-

lated the list for the Harriman Lines, originally, in the begin-

ning. As I recall it, they rui;i from eighteen different tests on

some roads to twenty-six on others, and they are practically all

along the same lines.

Mr. Trenholm: Well, they naturally would have a simi-

larity, because the purpose of them all is probably the one

object.

Mr. Stone : And, out of that long list of surprise tests, we

only object to the ones that we have named here.

Mr. Trenholm : That is my understanding of it, Mr. Stone.

Mr. Stone: Now, take, for example, the placing of red

lights or flags. Under your rules of your road you would re-

quire a red lantern or red flag beside the track to be accom-

panied by a torpedo on the rail, would you not?

Mr. Trenholm: Whatever our rule book provides in that

case, we would make that test in accordance with the rules.

Mr. Stone : And in making a test for a red light or a red

flag, you would put that in position where it could be clearly

seen by the engineer, would you !

Mr. Trenholm: Yes, sir. Absolutely no trick about it;

simply a question of determining whether the engineer would

obey a signal properly displayed.

Mr. Stone: You would not approve, then, of digging the

ballast out between the ties to set a red light down flush with

the top of the ties, for an efficiency test?

Mr. Trenholm : No, sir
;
I do not think that is fair to the

engineer. I don't think it is a fair test. I never heard of it

being done, excepting what I have heard in conference here.

Mr. Stone : You would not approve of giving a man a clear

signal with a semaphore, a light up there twenty-five or thirty

feet, showing clear, and placing a red light at the foot of the

post as an efficiency test, would you?
Mr. Trenholm : Well, I would not want to go on record as

criticising any other railroads in what the operating officers on

that railroad thought was proper, and I don't think it is proper

that I should testify for or against it. I don't know the purpose

of that surprise test. I don't know what they were trying to
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prove or demonstrate. I have no objection to answering my
own custom. We don't do that under our tests. That is all I

care to say.

Mr. Stone : Do you believe it is necessary, Mr. Trenholm,
in order to show that you are making efficiency tests on the man,
that you must trap some man, or catch some man, every time

with an efficiency test, in order to show that you are making
these tests?

Mr. Trenholm: No, sir. I hope to create a condition by a

properly conducted test, so as to be thoroughly satisfied that our

men can not be hurt
;
that they obey the rules, and in all cases are

100 per cent efficient.

Mr. Stone: As I understand the original intent of the

efficiency test, it was to see that the men were living up to the

rules of operation. That is the fundamental basic idea back of

all efficiency tests, isn't it?

Mr. Trenholm : That is the fundamental. I think perhaps
I have gone a little further in it than that. I want the officer to

be tested, and I want him to be on record in all tests. I want his

evidence on file that he has made a positive inspection, instead of

riding over the road and taking it for granted that he has done it.

I want to know that it is done, and I want him on record as hav-

ing done it, and I want the record that the engineer has per-
formed his duty; that the conductor has performed his duty; that

the road master and the bridge inspector, and everybody else has

performed his duty properly, and made a record of it
;
and that I

have performed my own and made a record of it.

Mr. Stone : You spoke the other day of a switch light, or a

switch being left open by some other train. Under that condi-

tion, and the automatic blocking, your signal would at once go to

danger, wouldn't it?

Mr. Trenholm: I don't think that our automatic blocking
at all covers switches.

Mr. Stone: Well, you block your main line connection?

Mr. Trenholm: I think the interlocking covers it—covers

all your switches.

Mr. Stone: And, under those conditions, the engineer
would be obliged to flag through that block, wouldn't he?

Mr. Trenholm: If what conditions existed?
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Mr. Stone: Under a condition where a signal has gone to

danger, your rules require that they flag tlirough the block?

Mr. Trenholm : On single track, I think, yes,

Mr. Stone: Under a double track you would proceed to

caution, after coming to a full stop with your train under control,

so you could stop within range of your vision!

Mr. Trenholm: Yes, sir. That is mj^ recollection, Mr.

Stone.

Mr. Stone: I am just speaking in a general way. I have

not the rule before me, but I think that is the general rule.

Mr. Trenholm : I think that is true, yes,

Mr. Stone: I think vou stated the other dav that vou had

complaint about your torpedoes, and found some of them de-

fective ?

Mr. Trenholm: Yes, sir.

Mr. Stone : Haven 't you had the same complaint, especially
in stormy weather, mth snow drifting? Is it not always im-

pressed upon all road men and track men to be sure and place

your torpedoes on a rail where the snow doesn't drift over them,
if possible?

Mr. Trenholm: Yes, sir.

Mr. Stone: That has a tendency to muffle the sound?

Mr. Trenholm: Yes, sir. We have been trying to get a

better torpedo. I believe there is a necessity for a first-class

torpedo, that there is no question about it being heard, and with

the noise of the engine there is a possibility of the engineer not

hearing it. I think we have had honest, legitimate cases in our

testing, where men claimed they did not hear it. and I believe

they were honest.

Mr. Stone: Well, is it not possible, Mr. Trenholm, under

the conditions, of a man in the cab of a locomotive, with every-

thing rattling, and the roar and the noise of the train, that he

might not hear the torj^edo, and that a man standing between the

tracks, or in a field adjacent to the tracks, would hear it?

Mr. Trenholm : Yes, I had one case particularly where the

section men, as I recall it, over a mile away, heard the torpedo,

and yet the engineer did not, and as I recall it now, the engineer

was looking for it, and yet he didn't hear it. and I think he was

perfectly honest in his contention. He received a tip that he
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would strike a torpedo, aud was looking for it. So there was no

reason why he should have run it.

Mr. Stone: I know that we have had quite a good deal of

complaint, and especially from our men running the Mallet loco-

motive
; they say it is almost impossible to hear the ordinary

torpedo with a Mallet locomotive.

Mr. Trenholm: Well, I don't know as to that, but I am
satisfied that there are conditions under which an engineer might
not hear a torpedo. I don't know how noisy a Mallet engine is,

I never was on one
;
but with the size of the locomotives that we

are using, and the conditions that exist for us, I am satisfied that

men have run torpedoes under the tests that we have put them

under, and honestly did not hear the torpedo, and I am working
now to try to get a better torpedo.

Mr. Stone : I think you said the other day that this effi-

ciency board that you had (and you explained how it was made

up) have full power to discontinue any test that they think is

unfair or unjust"?

Mr. Trenholm: Yes, sir, they have got all the authority
that I have.

Mr. Stone : At the same time, if I get you correctly, you

seriously object to this Board jjassing upon certain efficiency

tests that we believe are unfair.

Mr. Trenholm: How is that, Mr. Stone!

Mr. Stone: You object to this Board passing upon these

efficiency tests, and think it should not be.

Mr. Trenholm: You mean this Board of Arbitration?

Mr. Stone: This Board of Arbitration.

Mr. Trenliolm: I don't think I testified to serious objection

to this Board passing upon it. From my recollection of my
testimony and my knowledge of liow" I felt, and how I would

testify, I think I am safe in saying that I testified that any rec-

ommendation from this Board in regard to this or any other

matter, would receive the highest consideration from the oper-

ating officers of this Western country. I know personally that

if this Board, in its judg-ment, recommended that any act that

I was performing was unwise, they represent the people, the rail-

roads, the men, the government, and their recommendation that

I discontinue any practice w^ould almost result in an order to me
to discontinue it.
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Mr. Stone : Well, doesn 't this Board represent identically
those very same people, and the public, and the men, and the

government 1

Mr, Trenholm : I said so.

Mr. Stone: Oil, pardon me. Well, do yon understand that

this Board will make recommendations or will make an award,

which, on those articles?

Mr. Trenholm : I presume the Board will exercise its judg-
ment. They may make an award on any one article, or any part
of it, and they may make a recommendation on certain things
that they think are proper, or they may decline to make any
recommendations or award. Their power, as I understand it, is

unlimited, excepting they cannot take away.
Mr. Stone : In case they decline to make any recommenda-

tion on any particular article, I would consider we had lost it,

then, and I think the railroads would so hold, would they not?

Mr, Trenholm : Yes, I think that if this Board refused to

make any rule on any subject, that that would be the same as

though it had been denied. That is my thought at this moment.
Mr. Stone: But I think we do agree on this one thing,

that both the railroads and the men are airsious to have the

highest standard of efficiency possible, do we not?

Mr. Trenholm : I believe that is right, Mr. Stone. I never

heard anything to the contrary.
Mr. Stone: And anything that will safeguard the men or

anything that will safeguard the operation of a railroad, safe-

guards the lives and limbs of our men, does it not?

Mr. Trenholm: It surely does, and so far as I am person-

ally concerned, I have received the fullest support from the or-

ganizations, not only the enginemen and trainmen, but all the

organizations. So far as discipline and safety are concerned,
I have always received the unqualified support of your organiza-
tions.

Mr. Stone : Then, regardless of the fact that we at times

go too far in our requests, you do get some good results from our

organizations, do you not?

Mr. Trenhohn: I am not opposed to organizations, and

never expressed myself so, and frankly say that I am in favor

of them; not altogether in favor of some things you are trying
to do, but I am in favor of your organizations.
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Mr. Stone : Well, the difference between the two is so small

that we will not even bother to discuss it. In making efficiency

tests, in case a man makes an error or fails, is his personal rec-

ord taken into consideration at all in the discipline handed out?

Mr. Trenholm: It is with me, Mr. Stone. A man's record

is of value to the railroad, and I think any officer who does not

take a man's record into consideration cannot have a good or-

ganization. Because no officer can want to get rid of men whose
records are good. He is a valuable man to a railroad. You make

good men by education.

Mr. Stone : Leaving all sentiment out of it, and bringing it

down to the business basis of dollars and cents, is it not a valu-

able asset to any railroad to have experienced men with good rec-

ords in its employ?
Mr. Trenholm: Yes, sir.

Mr. Stone : And the record a man builds up, through years
of experience and through years of work, should be an asset in

his favor ?

Mr. Trenholm: Yes, sir; and a very strong one, and many
men consider it a very high asset. Many men think very seri-

ously of anything being recorded against their good record, and
would rather be suspended and not have it appear as a record.

I personally am very much opposed to the actual suspension of

men. I think actual suspension i^unishes his family more than

it punishes him, as a rule, and always did think so.

Mr. Stone: Well, actual suspension simply means that all

a man has to sell is just simply so many days of life, and when
he gets an actual suspension of 30, 60 or 90 days, he will simply
shorten the amount he has to sell by that much.

Mr. Trenholm : Well, I have never looked at it so much in

that light as I have that men sometimes do not object to taking
a 10 day suspension, or 20 day suspension—

Mr. Stone: Especially if the trout fishing is good.
Mr. Trenholm: If the trout fishing is good, or if it is bad

weather. He would just as lief be off as not. If he is the kind

of man who looks at things that way, it does not bother him

anv, but it does affect his familv. And I do not think anv officer

wants to apply any discipline unless he gets some benefit from
the discipline; at least, I do not.

Mr. Stone: Is it not a fact that discipline is not applied
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so mucli as a pnnisliment to the man himself as for the results

you expect it to have on the personnel of the men as a whole!

Mr. Trenholm: I think that is the only purpose that can

excuse discipline; it is educational, and to make known to your

organization, your men, on the whole system, that such things
cannot be tolerated, and nothing ,can be gained by punishing the

men, exce]:)t its influence on other men. It should be handled,
I think, with the greatest consideration, and should be regulated
to meet your conditions. You may have a certain thing that is

being done on your railroad, and being done generally, and you
want to correct it; and you may try to correct it in a modest

way and may issue a notice that this must not be done; it does

not have the desired effect, and you must go far enough with

your discipline to accomplish the result; and it should all be

edu,cational.

Mr. Stone: And, when it goes beyond that, it ceases to be

discipline and becomes persecution!
Mr. Trenholm: In the railroad business there should be

absolutely no personality. A man, to be fair as an officer, should

have no friends or enemies in this business; he should carefully

investigate everything that comes to his notice and should give
it very careful consideration, and should not make his decision

without giving it the proper thought and in the proper line that

his discipline requires.

Mr. Stone: On this Article 12, of assistance by firemen—
The Chairman: Are you starting in with something new!
Mr. Stone: Yes.

The Chairman: My associate suggests that we adjourn,

and I think it is a good suggestion. We will take a recess until

two-thirty.

(Whereupon, at 12:25 o'clock P. M., a recess was taken until

2:30 o'clock P.M.)
After Recess.

A. W. TRENHOLM was recalled for further examination

and, having been previously sworn, testified as follows :

Mr. Stone: When we adjourned for lunch, we had just

started on Article 12, Mr. Trenholm.

Mr. Trenholm: Yes, Mr. Stone.

Mr. Stone: That request being that on locomotives in

I



5701

freight service, where but one lireman is employed, and on all

locomotives in passenger service, coal will be kept where it can

be reached by the fireman from the deck of the locomotive. They
also request coal of the proper size for firing purposes will be

placed on all tenders. I think, in reading over your testimony,
that you stated that it was the general purpose of the railroads,

or the general practice, to place coal of the proper size for firing

on these locomotives.

Mr. Trenholm: I think, generally, that is the condition.

We do. I think we have a rule in our schedule to that effect,

for fireman.

Mr. Stone : You see no objection to that part of the rule,

then?

Mr. Trenholm: No. I thinlv coal should be broken of

proper size.

Mr. Stone : Do you think it is possible, on all coal-burning
locomotives weighing less than 185,000 pounds on drivers, for

the fireman to keep his coal down off the tank and keep it in

the fire box at the same time?

Mr. Trenholm : Bead the question, please.

(Question read as above recorded.)

Mr. Stone : What I mean by that is, Mr. Trenholm, if the

fireman can keep his coal shoveled ahead, after it gets back from
the gates, and properly fire the engine at the same time?

Mr. Trenholm: Well, I think the situation as it exists on
the railroads today is that it is very seldom that a fireman has

to shovel coal down in the tank of his engine. I think, in prac-
tical operation, the coal sheds are close enough together so that

sufficient coal can be kept on the engine so that he don't have to

shovel it down. He may, of course, occasionally have to break

it down. From my experience, which has not been very exten-

sive in riding engines, where firemen handle their coal, I think

the breaking of it down with a coal pick, in a great many cases,

keeps it down where he can reach it without taking the second

step. A very large portion of the coal in the tenders of the

newer type of engine—a large percentage of the coal—runs down
to the gates.

Mr. Stone : I think it was testified that about 70 per cent,

or something like that.
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Mr. Trenholm: I would not testify as to the amount. I

don't know.

Mr. Stone : But it is a fact, is it not, Mr. Trenholm, that a

great many of these engines weighing less than 185,000 pounds
on drivers are engines used in modern passenger service, with

the old-style flat-bottomed tank?

Mr. Trenholm: No doubt there are some of them, Mr.

Stone. I would not attempt to say how many. I was speaking
more of the modern engine.

Mr. Stone : It is also a fact, is it not, that you want your

engines, in passenger service especially, to go over the road

without taking coal? Is not that the general plan on most of

the roads?

Mr. Trenholm: Well, I think it is, of course, desirable

on those trains not to waste any more time in taking coal than

possible, but the modern shed today is equipped so it coals an

engine very quickly, and the tank is so constructed that, gener-

ally speaking, whether it be the old, flat-bottomed tank, or the

modern sloping tank—whatever kind of tank it is, that you fill

the coal tank full and put in the gates. The gate holds back a

lot of coal—how much, I would not undertake to say, but the

fireman shovels from under the gate, until the coal gets so that

it don't need to be held by the gate. Then he takes the gate out,

and I would think that 70 per cent was not an unreasonable esti-

mate as to the amount of coal that would run down in the tank.

Mr. Stone: With the hopper bottom tank?

Mr. Trenholm: Well, in most any tank, I would think, Mr.

Stone. It is loaded up on its sides, and it all comes to the center.

I would not tliink, from my experience, that it was very often

the fireman had to go back and shovel coal. Of course, I realize

that that happens, especially if they run a tank, thinking they
have enough coal to go into the terminal, and do not take coal,

the fireman no doubt would have to shovel more or less of the

coal down in order to be able to reach it without taking a second

step.

Mr. Stone: If the fireman had to shovel coal down, and

then later on has to shovel it into the fire box, it does mean

handling that coal twice, where it has to be done?

Mr. Trenholm: It means handling it in a way, twice, yes.

Of course, the shoveling down of coal is not the same as throwing
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it into the fire box. It is a different metliod of shoveling, but it

is handling it twice, Mr. Stone.

Mr. Stone: It is also a fact that if a man has to take one

or two steps each time he goes after a scoopful of coal, that you
have doubled the man's burden almost, have you not?

Mr. Trenholm: It adds to his burden. The shoveling of

coal in a fire box, of course, when he is doing it, is very rapid,

and any movement that he has to make other than to put his

scoop under the coal and tip it and swing himself around to put
it into the fire box, anything added to that, is additional work.

Mr. Stone: The fireman does not have the say when they
shall take coal; that is generally fixed either by a bulletin or

instructions of the road foreman or something of that kind, is

it not I

Mr. Trenholm: No, I think not; there are no restrictions

with us. Men take coal—of course, I think it is usually the same

place, it becomes standard, but I do not think there is any limita-

tion on when they should take coal; the engineer takes coal

whenever he thinks he should take it. The modern coal shed

coals an engine about as quick as you can take water.

Mr. Stone: But it is desirable on important trains that na

more stops for coal and water be made than absolutely necessary

to get over the division?

Mr. Trenholm : Of course, that is figured by the operating

officer, that it is desirable to do as little as possible, but he figures

that in making his schedule. He figures usually he has to allow

at a certain point, in making a fast schedule, three or four. or

five minutes, whatever is thought necessary, for the taking of

water or fuel, and that is allowed in his speed.

Mr. Stone: Are we to understand that all the coal chutes

are so located that you can take water and coal at the same time

with the same stop ?

Mr. Trenholm : No, I would not say that.

Mr. Stone: Do you think a majority of them are located

in that manner?
Mr. Trenholm: No, I think not. I think it requires, gen-

erally speaking, two stops to take water and coal.

Mr. Stone : Mr. Phillips wants to ask a question or two on

that, before we pass it.

Mr. Phillips: Do you think, Mr. Trenholm, that, in all
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cases where coal chutes are located between terminals, a fireman
is permitted to say when he requires coal and that a stoj:) will

be made for that purpose?

Mr. Trenholni: I think it is entirely left, I should say, to

the engineer, Mr. Phillips, as being the man in charge of the

engine, but I do not think any engineer would run a coal shed

over the protest of the fireman, that he wanted coal. I do not

thirds the engineer has any desire to burden the fireman with

any additional work; but it only means a minute or two to fill

the tank.

Mr. Phillips: The actual filling of the tank with a modern
coal chute might only mean a minute or two, but the stop and the

delays which may follow from making any stop would make a

total delay on the trip of considerably more than a minute or

tw^o, w^ould it not?

Mr. Trenholni: Well, I would say yes, the loss of speed in

slowing up and getting under way again, and the minute or two
that it takes to take the coal; it varies, of course, as to the weight
of your train, but I would say that there would be from five to

seven minutes of lost motion.

Mr. Phillips: Well, Mr. Trenholni, is it not a fact that

engineers are anxious to make a good showing for their run,
and that officials, train despatchers, train masters, and all the

officials of the railroads, are equally anxious to have a good show-

ing for the runs of all trains, and many times they do pass coal-

ing stations without taking coal when the fireman says he can-

not reach coal, and thinks they should fill the tank up ?

Mr. Trenholni: Well, I wouldn't think so. I don't know of

any cases of that kind, Mr. Phillips. I would rather think it

the reverse. Of course, in scheduling a train, provision is made
for those things. As a matter of fact, a great many superin-
tendents—I always did when I was a superintendent—when they
make a schedule of a passenger train, always make a habit of

calling in an engineer, sometimes a conductor, sometimes a couple
of them, and going over the stringing of a schedule, and asking
them whether they could gain a minute here and take it some

place else; whether the schedule of the train was consistent; and

provision is always made, I think, where there is a coal shed, or

the usual and customary place of taking coal and water—there
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is an allowance made for that, so that the schedule of the train

would be even all over the run.

Mr. Pliilli])s : Well, Mr. Trenholm, while I have heard some
statements here, or some testimony, from which we might infer

that conductors, or trainmen, or sometimes both together,
loafed at times, or might loaf if there was an incentive, my per-
sonal experience has been that both conductors and engineers
have a mania for making good runs, and it is not infrequent for

a conductor to ask an engineer if he cannot run a water tank,
much less a coaling station, and a conductor always wants to run
a coaling station, if it can be possibly done, doesn't he?

Mr. Trenholm : No, I would not agree to that, Mr. Phillips.

True, that in important passenger trains the etfort of every

employe of a railroad, whether it be the general manager or

the foreman, is to have your trains on time. That is a business

proposition. The regailarity of a train is one of the most im-

portant things that a railroad has to talk about. The train

despatcher and superintendent of division, are ahvays ambitious

to have their passenger trains that are scheduled at each sta-

tion at a given minute, they are anxious to have them there on
that minute. They are anxious that they reach their terminals

right on time, not one day but every day; so that they chase

that very hard. An engineer who has a given time between two
stations shows up three minutes late, he is probably asked—the

conductor is asked—w^hy? An explanation of it. Now, of course,
he has to make a reply why. That goes on, and men are always
losing time betAveen those two given points ; maybe ten miles, or

fifteen miles, but invariably they lose two or three minutes, and
have to increase their speed to recover it

;
it becomes well known

to the operating officials, and in the next making of a time card

they take that into consideration, and probably discuss w^tli the

engineer and conductor the fact that they always lose here be-

tween these two points. "Is the speed too fast? Are conditions

there such that the engine cannot make it? And if so, we will

allow you a little more time in there, and take it up some place
else." So that the time on the whole division may not be

changed, but it is graded a little ditferently, so that the train is

always on time.

Mr. Phillips: Don't you think, generally speaking, Mr.
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Trenliolm, that all trainmen and enginemen, particularly engi-
neers and conductors, instinctively desire to make good time!

Mr. Trenliolm: That is part of their education.

Mr. Phillips : That is their training, is it not ?

Mr. Trenholm : That is their training, yes, sir.

Mr. Phillips : And anything that causes delay is objec-

tionable to them, is it not?

Mr. Trenholm : Yes, sir.

Mr. Phillips : You have spoken of passenger trains, and

your desire to keep them oii time. You also have freight trains,

time kept on freight trains, as a rule, have you not?

Mr. Trenholm: Yes, sir.

Mr. Phillips: How about extra freight trains? Don't they
make as good speed as the carded freight trains, or better, as a

rule?

Mr. Trenliolm : Well, without having prepared any figures,

I would not like to say, but my thought would be, no. I think

a scheduled train is not bothered so much with orders, and as a

rule they are scheduled on time that they can make easily, and

they go right along on their time.

Now, a scheduled train, going along on its schedule, a train

despatcher would not run any train against it that would delay
it beyond what it could easily recover. So I think they are given
a better show, possibly, than the irregular train, that runs

altogether on orders.

Mr. Phillips: Don't the stock trains in the lighter train

movement, usually run as extras?

Mr. Trenholm: Well, no. There are a good many of the

roads in our territory schedule their stock trains.

Mr. PhilliiDs : Have a daily movement ?

Mr. Trenholm: Yes, or a three-time-weekly movement.

Mr. Phillips : But you, of course, know by experience, Mr.

Trenholm, that with engineers or conductors who are in charge
of the train and its movement, of course, anything which causes a

delay is objectionable?

Mr. Trenholm: They aim to get over the road, Mr. Phil-

lips.

Mr. Phillips: And if they have an engine that would go
over the road, ordinarily burning ten or twelve tons of coal for

the trip, and at the time they reached an intermediate coaling
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point, they had burned five or six tons,- and still had eight or nine

tons left on their tank, there are engineers and conductors that

would not want to take coal. Don't you think so?

Mr. Trenholm: Oh, there might be, Mr. Phillips, but I

don't think they would oppose—if the fireman wanted to take

coal, so as to have it close to him over the trip, I don't think they
would seriously object. I don't think the conductor would inter-

fere with him. The engineer would be the one who would say
whether he wanted coal or not, and I think, further, if that was
done to any extent that made it burdensome to the fireman, that

the firemen's organization is well qualified and well equipped to

take that up with the officer and state that they are in the habit

of running coaling sheds and making it hard for him, and he

would ask for relief.

Mr. Phillips : If he believed the coal could be kept within

his reach, he would take it up in the proper way?
Mr. Trenholm : Yes, if it became a burden to him. If it

became burdensome that engineers and conductors were running
coal sheds and not giving him a fair show in his work, he would
not hesitate to take it up,

Mr. Phillips : Not running coal sheds alone, but by reason

of burning two-thirds of a tank, we will say, between coaling sta-

tions, or more in many cases. Sometimes the coaling stations

are not close enough together. That would be only one of many
reasons.

Mr, Trenholm: Of course there might be cases where the

coaling stations were far enough apart, where he could not get

coal, even enough to keep it down. He might pick it, or shovel it

sometimes, but my answer to you was on the basis of the con-

ductor and engineer running a coal shed, and I think if that be-

came burdensome to the fireman—my experience is the engineer

respects the wish of the fireman. If the fireman said "I want to

take coal here," the engineer would not criticise it.

Mr, Phillips : I think, Mr, Trenholm, ordinarily, coal chutes

are so located that by the time you reach there on the everyday
freight train, there is no question about having to take coal, I

Avas speaking in that case about the train that might possibly get
over the road without taking coal, and perhaps my question was
based somewhat on personal experience, I have known of lots

of altercations between the engineer and the firemen, and be-
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tween the conductor and the engineer and firemen about stop-

ping and taking coaL Now, if the fireman felt that tliis—not

running coal chutes necessarily, but that, with other things, was

burdensome to him, and he was unable to settle it with the divis-

ion official, or locally, as you state, it would be proper to take it

up in the manner it is brought here, would it not, to have a gen-
eral rule adopted?

Mr. Trenholm: Oh, I find no fault with men bringing mat-

ters of that kind here.

Mr. Phillijis : Well, now, on this coal coming down, whether

it is an old fashioned flat bottom or U-shaped tank, or one of the

new hopper bottomed tanks, or a sliding back tank, if it is not

equipped with a coal pusher, all the coal that falls against the

gate is what falls l)y gravity, is it not!

Mr. Trenholm : Gravity and the motion of the engine ; yes.

Mr. Phillips : Well, if there was no motion of the engine,

perhaps less would fall down?
Mr. Trenholm : I think some less.

Mr. Phillips : If the track is very rough or the speed is

very great, a little more will fall down.

Mr. Trenholm : Has that tendency.

Mr. Phillips: But the back of the engine and the shovel-

ing plate, or that part of the tender from which the coal is

shoveled into the fire box, is usually so arranged that a fireman

can stand within shoveling distance of the fire box door when
the tank is full. Is that not correct?

Mr. Trenholm : I think on all the older engines, very much
so. I think on some of the old style locomotives, where there

was a very long tank, the boiler sets well back, and the fireman

used perhaps to take a half a step.

Mr. Philli])s: He had a longer swing?

Mr. Trenholm : He had a longer swing, and the fireman, in

putting coal into a fire box, usually wants to be close enough
to the door to strike the door with it, to scatter it.

Mr. Phillips: Now, with most all tanks, when the tank

is full and the coal gates are closed—of course, the gates are

closed before the coal is put in the tank?

Mr. Trenholm: Yes, sir.

Mr. Phillips : Now, when the tank is full and the coal gates
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are closed, a certain amount of coal will work out underneath

tlie gates, as long as it is full up against the gates i

Mr. Trenholm: Yes, sir.

Mr. Phillips : Now, that brings it within eighteen inches

or two feet nearer to the tireman, than after it is all shoveled

away from the gate, does it not !

Mr. Trenholm: Well, the coal keeps coming down to the

end of the tank, as long as the slope' is such that it will fall, and

the jar of the engine will move it. Now, the percentage of the

coal that comes to that point in the tank—the coal is up over the

sides of the tank, as well. A very large portion of that, falls in,

as the support is taken away from it. As I said, I don't feel

qualified to testify as to just the percentage of a tank full of coal

that will, of itself, reach the point from which he shovels, but I

would think that 65 or 70 per cent would not be out of the way.
I never made any test and do not know whether that is correct

or not.

Mr. Phillips : If a fireman should state to you, your own

fireman, or a fireman from any railroad, that from five to eight

tons was all that he could reach without shoveling it ahead or

cutting it down, as they call it, and that he would run from twenty
to twenty-five miles at the most before he had to go back after

coal, you would not disagree with him, would you!
Mr. Trenholm : If my fireman, or any one fireman made a

statement of that kind to me, on some particular run, I would

think he was telling me the truth; yes, and I would not ques-
tion him. If it was a general statement, I would feel that I would
want to satisfy myself. And it is not a hard thing to determine

just what percentage of coal on the different tanks will naturally
flow to his shovel plate, as you speak of it.

Mr. Phillips : Since you refer to it again, the only reason I

referred to it is that a fireman shoveling from this shoveling

plate, is not shoveling from the coal gates, as long as the tank is

full
;
while the tank is full he is shoveling from 18 inches to two

feet of the coal gate, where the coal works out of there, as long
as there is weight back of it, to make it do that. As long as there

is coal against the gates, that is the condition, I believe; but

whenever the coal is shoveled away so that the gates may be

taken away, or the boards, if they use boards, then he would be

taking another step to get his coal, would he not ?



5710

Mr. Trenliolm: Well, I would not think so, Mr. Phillips.

AVhen the coal is against the gates, of course, as you say, the

pressure is there
;
there is an opening under the gate and that

coal keeps coming out. His step then is very short. I would say
that coal flows out pretty close to the edge of the tank, and he is

close enough then to his fire box door so that he shortens up his

step. AVhen that pressure ceases behind the gates, the coal com-

mences to recede, and there comes a point when he has to take

two steps in order to reach the fire box door. Now, when it be-

comes in that condition, it requires him to pull it down, or take

those two steps ;
and the pulling of it down, I think, is easier to

the fireman than to take the two steps, or the additional step, to

the fire box door.

Mr. Phillips : Does he not have to pull it down and then

also take an additional step, because he cannot pull it down, onto

the deck, onto the shoveling plate f

Mr. Trenliolm : If he gets it far enough back, he has to.

Mr. Phillips: Do you not think on practically every freight

trip firemen have to get down coal on a considerable portion of

the trip?

Mr. Trenliolm: I would not think so.

Mr. Phillips: Don't you think on most passenger runs the

fireman lias to cut down coal, as they call it?

Mr. Trenliolm: Oh, he may have to do it a little, but I do

not think they do to any extent.

Ml. Phillips: Do you not believe the fireman could fire

the engine more economically and satisfactorily and keep a

look-out after his other duties, such as looking out for signals

and watching the water, and so forth, better, if the coal was
all where he could reach it, in the manner the tank design
intends that he should have it?

Mr. Trenhohii: The testimony here by Mr. Tollerton, was
of such a nature that I think it is of much more value than

my testimony could be. It is based on actual tests. I want to

say on my own behalf, that I was surprised. There were tests

made in this Western country along last winter, in January
and February, without my knowledge as Chairman of this com-

mittee, and some of the results of those tests surprised me very
mu,cli. I am free to admit that in the railroad business I have

always felt that the fireman was one of the men that worked
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pretty hard on a railroad, and as an officer, have always favored

the fireman. But when these tests came in, they surprised me,
and I went home and I met an old engineer who has run fortv

years as a prominent engineer in the labor organizations, and I

said to him, "You have had lots of experience with firemen.

In your judgment, how much of the time does the fireman work
on an engine, on a passenger run, shoveling coal; how much of

his time is actually occupied in shoveling coal?" He thought
a minute, and he said he had never figured on it very much, but

he said he thought the fireman was from 50 to 60 per cent of

his time shoveling coal. My superintendent of motive power
came in the office while he was there, and I put the same question
to him. I said: "I have always thought that the fireman was a

man who was worked about as hard as anybody on a railroad,"

and I asked him. He had been a fireman, a traveling fireman,

a traveling engineer, and an engineer, and had done all the

work that any man does, and a man who rode engines a great
deal as a road engineer and who did not hesitate to take the

shovel and fire the engine himself, to show the fireman how" to

properly fire it. I asked him. Well, he said he thought 50

per cent.

A young man who has been a fireman a great many years was
in the office the same day with those people; he was debarred

from being an engineer on account of his hearing; he injured
his ear; but he had fired, though, a great many years, ten or

twelve years. I asked him, ''You have fired an engine a great

deal, freight and passenger. Now, you tell me what your judg-
ment is." And he spoke up without any hesitation, and he says
33 per cent of the time. Now, following that, this committee

started out here to make a test—but I am a little bit ahead of

jnj story. I said to my superintendent of motive powder, ''I

want to know for my own satisfaction just what it is. I have

seen some figures, and I am doubtful about it, and I want to

know." I says, "I want you to go personally and I want you
to take a stop watch and make an absolute balance sheet of the

time that a fireman is actually shoveling coal, from the time he

gets off his seat or starts to take hold of the shovel, until he

puts the shovel under the coal and leaves it; what time he con-

sumes in any other work, taking water or anything he does,

excepting being idle, or I will not say idle, that he is watching
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signals or doing other duties." Now, a fireman is never abso-

lutely idle, I think; he is performing the duties of his position.

He went and made some tests himself, and his tests are a matter

of record here, and they verified the fonner tests, and I came
back here, and to bring that matter out fully and satisfactorily,

turned it over to a sub-committee of this managers' committee

to investigate exhaustively that condition, and to prepare and*

submit an exhibit here that was in such shape that it absolutely
showed the condition, and was right, for the benefit of this

Board.

Now, it has convinced me, Mr. Phillips. I am satisfied that

I was wrong in my former ideas of a fireman's work. Now, I

don't mean by that that I am belittling the fireman's work, be-

cause I still think he works hard.

Mr. Phillips : Do you think, Mr. Trenholm, that the firemen

throughout the country who are doing this work would be con-

vinced as you have been !

Mr. Trenholm : Why, I think a great many of the firemen

know a great deal more about it than I do.

Mr. Phillips : You think you could convince the firemen on

any kind of locomotive that 70 ])er cent of the coal on a tender

was within their reach?

Mr. Trenliolm : That part I did not make any personal test

of, Mr. Phillips. I was speaking of the testimony of Mr. Toller-

ton here, and my own feelings aliout it in the reception of it. and

my own conviction as to that.

Now, as to the amount that will slide down so that the fire-

man can reach it, I made no test. I think there comes a point in

the coaling of an engine when the fireman has to either pull it

down or take an additional step to handle it. Now, what that

point is I am not prepared to testify to exactly.

Mr. Phillips: Don't you think, Mr. Trenholm, without in-

tending to reflect on the railroad, that a different result would

be obtained from tests than there would be from observation

of the great general operation?
Mr. Trenholm: How do you mean, Mr. Phillips?

Mr. Phillips : Well, are not tests always conducted with a

view to obtaining favorable, or the best results?

Mr. Trenholm: Well, I have done everything I could in

the test made here, so far as it was in my power—and T think
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tlie power of the committee,
"

to have the test made absolutely
fair to the tiremen. I don't think anybody concerned or con-

nected with this movement here has had the slightest wish or

thought of getting any information that is wrong to use in this

movement.
Mr. Phillips : Well, I believe in asking my question, Mr.

Trenholm, I said it was not my purpose to reflect upon the rail-

road as to this particular system of test or any test, but ordi-

narily is not a test conducted to make the most favorable show-

ing?
Mr. Trenholm : Well, it would not be with me. I have seen

so much of that in the testing of certain things. Some fellow

will come along with some device on an engine, a smoke consumer,
or something else, that he desires to make a test with. I find

when they make the test they always want to pick the fireman

and know that he is a good fireman, and knows how to use com-
bustion.

Mr. Phillips : And make the most favorable showing pos-
sible.

Mr. Trenholm: Make the most favorable showing for his

machine,

Mr. Phillips: Well, isn't that true of anything you start

out to demonstrate!

Mr. Trenholm: That is, to the fellow who demonstrates.

I think, yes. You take the thing that made a good showing,

possibly the fireman got a five dollar bill in addition.

Mr. Phillips : I never heard of a fireman getting tipped in

my life. Perhaps that is why I am opposed to the tipping system.
Mr. Trenholm : But they do try to make the best showing

for their machine, and it goes into operation, and every fellow

has a crack at it, and it doesn't develop as well. But, so far as

the railroad officers making a test to find out, I think he wants
the facts. He wants to know definitely what does really happen.

Mr. Phillips : Well, now, ;just carrying this a bit further,

Mr. Trenholm, and covering the next article in the proposition,
so that I may end ^my part of this inquiry, the next article, 13,

pertains to engines weighing 185,000 pounds or more on drivers,
and requests that two firemen be emplo^^ed on all such engines,
when used in freight service. Now, on page 5,429, you were

asked bv Mr. Sheean if vou had anvthino: more to sav with regard



5714

to this article, and he conckides in his question by asking "Have

you ever had explained to you why, in freight service—where the

distinction between freight and passenger service is drawn
here!"

I think it is generally regarded that the work is harder on

freight than it is on passenger service. That is, the hours are

longer, and it makes the work harder. Isn't that a fact, Mr.

Trenholm?
Mr. Trenholm : Yes, I think the long trip on a freight train

is harder than the short trip on a passenger. I will qualify that

to fit my former testimony on it. I think the passenger fireman

on a good stiff passenger run performs more work in his four

or five hours than the freight fireman performs in a like number
of hours.

Mr. Phillips: In the same length of time?

Mr. Trenholm: In the same length of time, yes, sir. T

think the run of a freight train where a man is running 120 miles

or 130 or 140 miles (which is not uncommon in through freight

service) I believe the fireman on that run working eight, twelve

hours, or possibly longer in some cases—the fireman on that run

works hard. It is a harder day for him than the fireman on a

passenger train, who makes it in five or six hours.

Mr. Phillips: Well, he handles more coal, doesn't he?

Mr. Trenholm : Yes.

Mr. Phillips: And he has the additional strain of the

longer hours on duty?
Mr. Trenholm: Yes.

Mr. Phillips: And goes longer without meals?

Mr. Trenholm : Yes, sir.

Mr. Phillips : And, ,iust speaking in a broad general sense,

freight engines are not usually kept up in as good condition as

passenger engines, are tHey?

Mr. Trenholm : Oh, I think they are, Mr. Phillips.

Mr. Phillips: Do you think they are as convenient for the

fireman and everything as well regulated?

Mr. Trenholm : Oh, I think so. I do not think there is very
much distinction.

Mr. Phillips : I would agree with that view% Mr. Trenholm,
that the passenger fireman fires more coal per hour, but he would
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not fire more coal per mile, and his hours would not be near as

long as the freight fireman's?

Mr. Trenholm: Yes, sir.

Mr. Phillips : And, I also think the conditions surrounding
the passenger fireman are usually made as favorable as they
can possibly be made. If favor is shown to either branch of the

service, it is shown to the passenger service, is it not!

Mr. Trenholm: AVell, I wouldn't think so. I don't think

there is any favor shown to either one. I think the engines in

freight service are kept up just as well. I think the conveniences

on them are about the same. Railroads keep their power in

pretty good shape these days, and I don't think of anything, Mr.

Phillips, that makes the engine any more favorable for a pas-

senger fireman.

Mr. Phillips : Well, 1 don 't want to condemn any railroad.

We will say they all keep all of their engines up in good shape.

Now, getting down to this question of two firemen on a loco-

motive, you say you have never heard any complaint of it until

it was brought up in this present movement, or some movement
of this character?

Mr. Trenholm: I personally have never heard any com-

plaint from the firemen on that question.

Mr. Phillips : Are you aware, Mr. Trenholm, that quite a

number of roads now have two firemen on locomotives?

Mr. Trenholm: I am aware only from such testimony as

I have heard here, Mr. Phillips.

Mr. Phillips : You don't know that the Chesapeake & Ohio,

the Baltimore & Ohio—
Mr. Trenholm : The Eastern roads, it was brought up in

there, and I think the Award was that local conditions should be

the governing factor, and it was left, as I recall it, Mr. Phillips,

to that, and I have no doubt there are cases in the East, but I

have made no study of the East in that regard. I heard some

testimony where the New York Central divided a run into two

of 75 miles, I think.

Mr. Phillips: That is one method of providing relief, and

another is on the New Yoi'k Central, to put two firemen on Mal-

let engines. Did you know that?

Mr. Trenholm: No, 1 did not.

Mr. Phillips: And the Lehigh A^alley, and the Delaware,
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Lackawanna & Western, and the Delaware & Hudson, and other

roads that I cannot call to mind right now; the Pennsylvania,
I believe, requires the brakemau to assist the fireman over cer-

tain parts of the division, on certain joarts of their system.

While I don't think that is the proper practice, it affords the

fireman relief which, unquestionably, it was recognized he should

have.

Mr. Trenholm: 1 suppose the brakeman don't consider that

a good practice, either, does he?

Mr. Phillips: Well, I have heard them object, quite stren-

uously. He is paid for it, how^ever, in addition to his services

as a brakeman.

.Ml'. Trenholm: Under that condition, I think it would be

a proper practice.

Mr. Phillips: But even with the pay, he objected, I am
told, quite strenuously. But now% leaving out this one hour

and 42 minutes, or two hours and 42 minutes, or whatever it is

that a fireman actually works, have you ever heard of a fireman

becoming exhausted, on a Western locomotive, not being able to

complete the tri]i, on account of the hard work ?

Mr. Trenholm: I do not recall any fireman becoming ex-

hausted, under the present conditions of railroading, Mr. Phil-

lips. I have heard of firemen becoming exhausted, by long

hours, prior to the Sixteen Hour Law, and by lack of considera-

tion of the roundhouse foreman in calling them in busy time,

without giving them proper rest.

Mr. Phillips: No; but just out on the road, and within the

last two or three or four years?
Mr. Trenholm: I don't recall hearing.

Mr. Phillips: It has never come to your attention that fire-

men do play out on the road, as we call it?

Mr. Trenholm: I have no recollection of it, Mr. Phillips.

Mr. Phillips: And that brakemen, or engineers, or some

other member of the train crew helped them in getting in?

Mr. Trenholm: Oh, T think I have heard of firemen being

taken sick on the road.

Mr. Phillips: Not taken sick. I suppose they do get sick

at times, too.

Mr. Trenholm: I have never heard, Mr. Phillips, of a man

actually playing out.
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Mr. Phillips: If his sickness was due to being overheated,
or working too much, whether on account of hard work, I would

say that was part of his overwork, but the natural sickness that

might attack any man at any time, I suppose a fireman is subject

to, as much as any other man. Leaving out sickness, except such

sickness as comes from overheating, you have heard of no case

of that kind?

Mr, Trenholm: I have no recollection of it.

Mr. Phillips: You don't know that firemen often have to

lay off, at the end of their trips, to re,cuperate from a hard trip,

before going out again, even when they do struggle through to

a terminal?

Mr. Trenholm: Oh, I may—I wouldn't be likely to hear

that, Mr. Phillips, in these days, in my position, unless it was

brought to my attention through some committee, or in some

way was brought up as something for adjustment, because I

wouldn't know. Firemen may lay off' after a hard trip; may
ask for rest of twelve, fourteen to twenty-four hours, and I would

not know anything about it. It would not come to me in the

natural course of railroading.

Mr. Phillips : Do not the exhibits introduced by the rail-

roads here, show conclusively that engineers work more days

per month than firemen do ?

Mr. Trenholm : I have not made any tabulation for the pur-

pose of showing that, particularly. I think the exhibits have a

tendency to show that firemen are more irregular in service.

They go in and out in service, and seniority works more exact-

ing with them, than it does with the engineers, and it might show
that they lose more time.

Mr. Phillips : If it did show that, could we not fairly at-

tribute that to the fact that the firemen work harder, and have

to lay off more?
Mr. Trenholm : I think the fireman does work harder than

the engineer, without anything to show it, that is my judgment.
Mr. Phillips : It is not a question of him working harder

than the engineer, Mr. Trenholm. Some objection seems to be

raised, and opposition made to the granting of relief to firemen.

Now, if you will pardon the personal allusion, it has been a good

many years since I fired a locomotive—that is, fourteen, fifteen

or sixteen years, and engines were not as large as they are to-
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day. Even that long ago, it was no uncommon thing for firemen

to "peter out" on the road, as we call it, and another fireman had

to turn around and turn back, to go on and make their trip.

Mr. Trenholm : Did they not make very hard trips in those

days, as to length—much longer than they do now!
Mr. Phillips: No.

Mr. Trenholm : My experience in those days was that they
were on the road much longer.

Mr. Phillips : My experience was, Mr, Trenholm, that a

fireman on a moving freight train, at a moderate speed, could be-

come exhausted and give out entirely, within an hour or an hour

and a half. That is all he could stand, if the work was too heavy
for him, and many a man I have seen give out in that time. Now,
as I say, the engines were not as large then as they are today.

I have worked on engines, much larger, and seen the work much
harder than it was at the time I was acting as a fireman, and I

ride on engines, occasionally, now, in the Eastern country, and

also in the Western country, and I am convinced that the work

is much harder now than it was in my day. Now, then, if fire-

men do give out, would that not indicate that the work had gotten

beyond the limit of human endurance?

Mr. Trenholm : No
;
that would not indicate that to me, Mr.

Phillips.

• Mr. Phillips : Well, I recognize that term, that is used only

by officers of these organizations, but if a man "peters out" as

the common fireman terms it, has that not gone beyond his en-

durance?

Mr. Trenholm: Gone beyond that man's endurance, if he

has to give up exhausted.

Mr. Phillips: If that was the condition, don't you think it

would be an economical proposition to put another man on the

locomotive, to assure against delays of that kind?

Mr. Trenholm: Where there is a condition, on any road,

that one man is unable to fire the eng-ine and take care of it

within that particular locality, or particular runs, if that condi-

tion exists, I think it is economical for the railroad to take care

of it in some way, either by putting on a stoker, or—I do not think

that is an economical condition to have exist, where it exists.

If I had such a condition, I would trv and cure it.
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Mr. Stone : You think, however, Mr. Trenholm, that that

could be adjusted locally, with the local officers?

Mr. Trenholm: I believe it could, Mr. Stone; I believe all

the men would have to do would be to convince the proper officer

on that railroad, of that condition, when a cure would be pro-

vided.

Mr. Stone : We might have some trouble in convincing him^

however, might we not 1

Mr. Trenholm: Well, that, of course, is not in line with

my statement. I believe that any railroad officer is open to con-

viction of an unfair condition, or a condition that does not pro-
duce the best economical operating result.

Mr. Stone : Is it not a fact that the local officer on one divi-

sion of the road—his performance is pitted against the perform-
ance of the same class of local officer on another division of the

road, and comparisons are made monthly, on many of these

roads ?

Mr. Trenhohn : I don 't see how it could be.

Mr. Stone : Is it not a fact that where every man is striv-

ing to operate his particular division, as cheaply and econom-

ically as possible, that he is not going to put two men on an en-

gine when, on the next division, there is only one ?

Mr. Trenholm: The putting of the two men on some par-
ticular engine, or some particular run, might help his operations,
Mr. Stone.

Mr. Stone: That shows up in another column, somewhere
else. That don 't show in his expense account.

Mr. Trenhohn : All shows up in one column. Divisions are

dissimilar. I never saw two divisions, just alike, that you could

make a comparison of. You can only compare a man's record

with his own record of a previous period. In other words, the

custom among railroads is to compare the month of January,
1915, with the month of January, 1914; operating under prac-

tically the same conditions. There is no way of making a com-

parison of one division with another, because the grades are dif-

ferent. Their whole make-up is different.

Mr. Stone : Another very serious obstacle you would run

up against, w^ould be the fact that one railroad would seriously

object to putting one man on an engine, as establishing a prece-
dent to be used bv the other railroads.
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Mr. Trenliolm: No, I think you have testified here—
Mr, Phillips has just stated, that it is done in a particular

case. The precedent has already been established. It was as-

sumed as good operation on those railroads. It has been left to

them to determine locally, as I understand, and they have deter-

mined locally that there is economy on certain runs, in certain

territory, doing something of that kind. One railroad may think

it is cheaper to equip the engine with some mechanical device

for doing it. Others might think it is cheaper to put on two

firemen. I do not know—you have to take each case in itself,

and the officer who is familiar with it will have to determine.

Mr. Stone : You testified about the high rate of speed or the

amount of coal that a man in passenger service had to shovel,

but his hours were short. Do you think it would be possible for

the man to keep up that speed for 15 or 16 hours, as a man does

on freight?

Mr. Trenholm : I think it would be harder for him to do it.

There is a great difference in men, Mr. Stone. There are lots

of men who can shovel lots of coal in a day. I have had some

experience with them.

Mr. Stone : And there are lots of men who have to shovel

a lot of coal to keep these engines hot, do they not?

Mr. Trenholm : Lots of men can shovel lots of coal and not

be exhausted, too. There is a great difference in that respect.

I have testified, I think, that the fireman on a passenger engine,

for the amount he works, works more rapidly and more con-

tinuously than a fireman on a freight train for the same time.

Speed eats up the coal.

Mr. Stone : It is also a fact, when you get the long hours,

with a man shoveling coal on a heavy drag train, his fire becomes

dirty and his engine begins to leak steam, and he has to work

that much harder.

Mr. Trenholm : Long hours are, of course, conducive to

hard work, and are tiresome. A man on his twelfth or thirteenth

hour on an engine shoveling coal, it is not as easy as it is the

first hour.

Mr. Stone: I want to dissent from Mr. Phillips' state-

ment that all these engines, both freight and passenger are kept

up in first class shape, because I do not agree with that state-

ment at all.
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Mr. Treuholm : I did not understand that lie said so.

Mr. Stone : I understood him to sav so. You have a lot of

scrap piles running that ought to have been in the junk long ago,

and the men are still struggling to get them over the road.

Mr. Phillips : I think Mr. Trenhohn said himself that the

bad ones were kept up as well, he believed, as the freight engines,

and I did not want to indict the railroads as a whole. I do not

think Mr. Trenholm understood me to say they were all kept in

perfect condition.

Mr. Stone : If there is any doubt about the way some of

them are kept up, I have some photographs over in my files to

show you how some of the freight engines are kept up. You can

see a white cloud of steam coming, that is all.

Mr. Phillips : I believe it was decided the other day that

Article l-t was no longer necessary because firemen did not clean

engines, anyway, and did not even clean the windows.

Mr. Stone:. They break them out and report a new one to

be put in when they get in, that is the way they clean them.

Mr. Phillips : I believe you stated firemen on most roads

were relieved of cleaning engines.
Mr. Trenholm: I think that was conceded in 1910, was it

not!

Mr. Phillips: By all the roads in that movement, as I re-

call it.

Mr. Trenholm: Yes.

Mr. Phillips : And, since that time, nearly all the others who
were not in the movement have granted rules to their men, if

they had not before that?

Mr. Trenholm: Yes.

Mr. Phillips : If that be true, if there is a road or two here

and there, there is no good reason why they should not all be

relieved, is there?

Mr. Trenholm : No, I know of none.

Mr. Stone: In regard to setting up these wedges and filling

gi'ease cups and cleaning headlights, I think it was testified

the other day that at these outlying places it would be necessary
to have some competent man maintained to set up the wedges on

perhaps only one engine on a branch. You did not mean to leave

the inference with the Board that it would be necessarv to
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maintain a man there every day of the year in order to keep the

wedges set up on one engine, did you?
Mr. Trenholm: You would either liave to do that or send

someone there Avhenever it was necessary to do it.

Mr. Stone: About how often would it be necessary to set

up wedges on a light engine of a branch?

Mr. Trenholm: I would not think very often. I am not a

me.chanical man, but I presume whenever an engine got to

riding bad they would have to fix it up.

Mr. Stone : Would it not have to be taken care of when the

engine came into the terminal to have general repairs made,
or the boiler washed out ?

Mr. Trenholm: That might be done. I testified very gen-

erally on that, Mr. Stone. I did not want to testify very much
on the mechanical part of it. I am not a mechanical man.

There is testimonv alreadv in here bv mechanical men, and if

there are any facts you want to bring out about that, I would

rather that they be brought out by them.

Mr. Stone: So far as filling grease cups and cleaning head-

lights is concerned, there would be no reason why that could

not be done by an engine watchman?
Mr. Trenholm: No, I think not.

Mr. Stone: The engineer, of course, would be held respon-

sible—
Mr. Trenholm: There is nothing intricate about filling-

grease cups or cleaning headlights.

Mr. Stone: And when it is done on these different roads

around the roundhouse, they generally employ some kind of

cheap labor to do that, do they not?

Mr. Trenholm: I do not know that they employ any cheap
labor. They provide for someone to take care of that, and I

presume they become quite skillful in doing it.

Mr. Stone: I notice, in reading over your testimony, that

you said there was a tendency among railroads to again assign

regular engines. Is that due to economy of operation; does

it make a more economical operation?
Mr. Trenholm: I think the pendulum is swinging a little

bit that way. I notice that where a road has plenty of engines

and can afford to let the engine lie idle while the man lies idle

to get his rest, there is a tendency to do that; and I believe the
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thought is that an engineer will take a little more interest in his

engine if he has the same engine all the time, and perhaps will

get better results out of the machine.

Mr, Stone: Is it not a fact that a number of mechanical

men have testified on different hearings that they can operate
their road 15 to 20 per cent cheaper with regular men on regular

engines than they can with men running in a pool 1

Mr. Trenholm: Well, mechanical men w^ould have to show

me, with all due respect to mechanical men.

Mr. Stone: I notice there are some other people who live

down near Missouri, as well as these Grand Officers.

Mr. Trenholm: 20 per cent is a lot of money.
Mr. Stone: And you think this question of setting up

wedges and all this work is the work of the engineman and
should be taken care of by them ?

Mr. Trenholm: I think there should be no question raised,

where it is more economical to do it, than to have it done bv

engineers. I do not advocate that they should do it at all places,

but where it is economical to the railroad and no hardship to

the man, I think there should be no question raised about it.

I think good loyalty to the company that furnishes employment
to the man should call for at least a reasonable return in the

desire to do things that ought to be done in the most economical

way.

Mr. Stone: Just how far do 3^ou think that loyalty ought
to lead a man? Just about how many hours work a day do you
think he ought to give on account of his loyalty?

Mr. Trenholm: I do not think he should give a minute

without pay, but I think he should avoid the expense of sending
some one else there to do it, when he can, perhaps, do it in an

hour, and pay some one a couple of days
'

pay to go and come to

do the work.

Mr. Stone: If you did send a machinist out to do it, you
would have to pay him his time from the time he left until he got

back, continuous pay?
Mr. Trenholm : We would have to pay him whatever your

schedule provides for, and I think it is quite an arbitrary rule

in the machinists' schedule, that they provide for time going
and coming, and I do not know but what additional time.
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Mr. Stone : Time and a half for all night work and Sun-

days?
Mr. Trenholm : Something of that kind. It is quite an ar-

bitrary rule, secured from railroads under strong pressure,

Mr. Stone: And I think, on a number of the roads, their

schedule covers that you shall pay their expenses while they

are away from the terminal.

Mr. Trenholm : I would not be surprised.

Mr. Stone : Do you think there is any serious objection to

jjlacing supplies on locomotives, on the part of the railroads!

Mr. Trenholm: No, I think it is done quite generally. I

heard testimony here where a man had to go and get oil and so

forth, which is quite burdensome, of course.

Mr. Stone : Did you ever see an engineer carry a wrecking-

frog on his back down through the yard for a quarter of a mile

to get it on the engine, from the storeroom!

Mr. Trenholm: No, I never have.

Mr. Stone: I have.

Mr. Trenholm: The wrecking frogs they have today are

prett/T heavy for an engineer to carry that far, but I have never

seen him do it.

Mr. Stone : But if it is not on the engine when he tinds her

out on the designated track, he has to go and get it, hasn't he,

unless there is some other man to see that the supplies are put

on her!

Mr. Trenholm: 1 do not think an engineer would go and;

get a wrecking frog from the storeroom and carry it to his

engine. I think he would notify the foreman that his engine did

not have a wrecking frog and ask that one be put on.

Mr. Stone : That is all that we are asking for in this article,

in having supplies put on.

Mr. Trenholm : Well, a wrecking frog and a pint of oil are

two different things altogether.

Mr. Stone : If he did not have his tonnage when he got the

wrecking frog on his shoulder, he could bring the pint of oil

along, too, couldn't he!

(No reply.)

Mr. Stone: It is a fact, is it not, that the supplies on a

modern locomotive have become so great with this carrying of
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oil cans and tool kits, and so forth, tliat the engineer and fireman

cannot take them all at one load. Is not that a fact?

Mr. Trenholm : No, I do not think that is a fact, Mr. Stone.

The supplies that are taken off the engine are the light supplies.

They do not take the wrecking frog off
; they do not take all of

the heavy tools from off the engine ;
it is only the tools that can

be lost and can be taken from one engine to another and used

around the roundhouse, and which you can protect from the loss

of the tools.

Mr. Stone : Did you ever see a fireman go down through a

yard, after he had left his engine on the designated track, with

his coal pick, scoop, broom, water bucket, and three or four gal-

lon cans of oil and two or three hand oilers and two or three

lamps and a torpedo box and a fusee box!

Mr. Trenholm: No, I would like to have a photograph of

him.

Mr. Stone : I have seen lots of it, and there is no question

but what we can bring in lots of men to testify about it, if there

is any doubt here, about their doing it.

Mr. Trenholm: I have never seen it, and I have seen a

good many firemen in my day.

Mr. Stone: It is a fact that on a number of our roads all

lubricators, headlights, markers and other lamps are filled by
the roundhouse force, are they not ?

Mr. Trenholm: I think there are different customs about

it. I think a good many roads do that, Mr. Stone.

Mr. Stone: In this Article 15, weights on drivers, I think

you stated the other day there was no particular objection to

furnishing these weights on drivers.

Mr. Trenholm : The historical weight of the engine, I see

no objection, in any form that is reasonable and satisfactory.

Mr. Stone : If there is no secret about the weight of these

engines, why is it that the railroads have shut off our source of

information, from these locomotive builders !

Mr. Trenholm: I have no knowledge that they ever did

shut it oft', Mr. Stone. Certain the road I am connected with did

not shut it off. You are welcome to it, and as far as this com-

mittee is concerned, we asked every road to furnish you with a

blue print of every engine.

Mr. Stone: Yes, but we were trying to get the original
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weight from the locomotive builders, and all the satisfaction we

got from them was that they were not allowed to give that infor-

mation, but we should get it from the individual roads.

Mr. Trenholm: Did not that happen in the East and not

on these Western roads f

Mr. Stone : Yes, that happened in the East.

Mr. Trenholm : I know of no case in the West of that kind.

I know of no secret as to the weight, as coming from the build-

ers. It certainly is not secret, so far as our road is concerned,
and you are welcome to the weights as furnished by the builders,

and to the history of what makes the weight today, and all the

information which goes to make up the historical weight of the

engine. It is absolutely no secret.

Mr. Stone: Eegarding this Article 16, I think you have

shown where it would cost $900,000 per year for the engineer
and fireman not to be required to throw switches, flag through
blocks and fill water cars. Do you have every reason to believe

that estimate is conservative?

Mr. Trenholm: Yes, I have every reason to believe that is

a conservative estimate, based on the interpretation we put on

that article applied to these railroads, and we aimed to be very
careful and check, so far as we possibly could, here, any figures

furnished by any railroad, and devoted a good many months

to a careful analysis of those things. I believe it is conservative.

Mr. Stone : Well, is it not dangerous for a fireman, climb-

ing on and off one of these engines, and running ahead, and

throwing switches, and climbing on again, running down thi'ough

these yards, throwing switches at these different points f Isn't

that dangerous for himf
Mr. Trenholm : Well, there is always an element of risk

in a man getting off and on an engine, or on the ground around
the engine. There is an element of risk in the transportation

business, and I suppose the fireman takes that share of the risk

when he does it, Mr. Stone.

Mr. Stone : Is it not a fact that at the present time there

are a number of passenger trains run with only one brakeman,
and it is necessary for this brakeman to protect tthe rear and
the fear is that it will be necessary to put on another brake-

man if this rule becomes effective relieving the fireman?

Mr. Trenholm: I think that passenger trains with one
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brakeman are very few, and if we analyzed it it would not bo

hard to answer. I tliinlv you will find where there is a case,

it is a little short branch line, where they handle a combination

baggage, smoker and one coach, and where there are no other

trains on the line but that one, so that the occasion for flagging
is almost out of the question.

Mr. Stone: You spoke the other day of a man perhaps

looking ahead on a straight track, and seeing the second and

third signal clear. That would not relieve him from flagging

through the block where the signal was at danger.
Mr. Trenhohn : No, I would say not, Mr. Stone.

Mr. Stone: He would have to flag through the block any-

way, even though he might be able to see half a dozen blocks

beyond that that were clear.

Mr. Trenhohn: Oh, I don't know. I think that is a field

by itself.

Mr. Park: See the signal at "stop" Mr. Stone. I asked

that question. I think that is a rule on some of the Western
roads. If you can see a signal in advance at "stop" that is

your protection.

Mr. Trenholm : Well, I want to say that a signal at danger,
of course, is a danger signal, and a man on an engine cannot

tell from what that warns him. He might see a signal two miles

ahead on straight track that was clear, but that doesn't indi-

cate that there was not danger between the signal that stops
him and that clear signal. There may be a broken rail. That
in itself might set the signal. There might be other things that

might make it necessary for him to proceed with caution, and
it is a desirable thing, I think, on any railroad where a signal
is at danger, for the engineer to proceed with great care, until

he either finds the cause that set that signal, or is beyond its

influence.

Mr. Stone: But, under the actual interpretation of the

rules on many of our roads, no matter how far he could see,

or how many blocks he could see beyond that that were

clear, he would be required to flag through that block.

Mr. Trenholm : For the reason I gave. It is a safety prop-
osition. It is one that no man can sit on an engine and guess
the cause of a sigiial being at danger, and he should take all

the precaution that is necessary to take to avoid the accident.
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Mil." Stone: You may come to a place like that and send

your fireman out to flag through that block, and the engineer

is required to fire and run the engine both.

Mr. Trenholm: That is only on a light engine where the

fireman is required to flag. With a caboose, or any train, he

has the train crew to do it, and in those cases the fireman is

not asked to flag, except where it becomes a point of his being

the last man to use. ,

Mr. Stone: Now, T have a particuhir case in mind over

here on the Chicago Great Western, an engineer and fireman

are called to go light over the division, and wdien they come

around to go they find a caboose coupled on behind the engine.

The crew has been called to deadhead in their own caboose to

another terminal. The engineer and fireman operate that engine

over the road; the fireman looks after the markers on the

caboose, and the engineer signs all orders; he is both conductor

and engineer. In that case, if they came to a block sigiial, who

would do the flagging?

Mr. Trenholm: Such a condition, Mr. Stone, I have never

known in the railroad business.

Mr. Stone: This actually occurred within the last six

weeks.

Mr
Mr
Mr

Slieean :

Stone :

Slieean :

Mr. Stone:

Has there been a grievance be.cause of it?

I think there should be, if there isn't.

Well, has there been!

I don't know. I have been so busy here I don't

know what was done out on the road.

Mr. Sheean : Can we safely say there will be, if there has

not been up to this time!

Mr. Stone: Tliat hasn't anything to do with the case at

this time. I am trying to bring out what the fireman would

have to do with the block signal, under those conditions.

Mr. Trenholm: I could not testify to those conditions, be-

cause it is so foreign to the operation of a railroad that I never

heard of such a thing being done. I cannot understand the

motive of it. I cannot understand what the conditions are that

would bring it about.

Mr. Stone: The motive of it was, as I understand, that

crew is deadheaded, and is not on duty within the meaning of

the law, and are ready for service when they arrive at the other
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end of the terminal, and they had plenty of train crews, and not

enough engine crews.

Mr. Trenholm: Well, it seems to me there are other ways
of doing that without violating the precedents of railroads ever

since they started. They have got to charge it up to the train,

it is not a light engine, it is not locomotive mileage; it must
be train mileage. I can't see any object in it that is worthy of

consideration.

Mr. Stone: Do you furnish a pilot with all your light

engines?
Mr. Trenholm : We have not in the past, with all of them

;

no. I think within the last few months—
Mr. Stone: A recent order of yours puts pilots on all of

them, doesn't it?

Mr. Trenholm : Well, while I have been down here the mat-

ter has been under discussion, and I think it has been decided by
the vice-president to do so. I say I think it only applies to light

engines running over the division, Mr. Stone.

Mr. Stone : I think you testified the other day that the

fact of a fireman flagging- through the block was training him for

greater responsibility.

Mr. Trenholm: With what?

Mr. Stone : Was simply in line with his training for greater

responsibility.

Mr. Trenholm : I do not recall any testimony of that kind,

Mr. Stone. It must have been in connection with something else.

Mr. Stone: I recall it very distinctly, because it was a new
one to me.

Mr. Trenholm : It is a new one to me, too. I must have mis-

understood the question, Mr. Stone.

Mr. Stone : I don 't just seem to be able to find it. I know
I have a note here. I wrote it down at the time, and I couldn't

reconcile it with any of my ideas of flagging, how it would im-

prove the training of a fireman, unless he was getting ready for

a foot race, to run him through a mile or two.

Mr. Trenholm: I testified all through here to the best of

my knowledge and belief, and that is not to the best of my knowl-

edge and belief, therefore I never testified to it, Mr. Stone.

Mr. Stone: In this article we asked for, there is nothing
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that would prevent anybody flagging in case of an emergency,
is there f

Mr. Trenhohn : Oh, no. I know of no rule that you could

make that would do that. I don't think any man would refuse to

obey an order to flag in an emergency. If he would he would not

be fit to stay on a railroad.

Mr. Stone : There is nothing in this article that would pre-

vent your carrying out your rules governing it. The conductor

would have a right to call on anybody in case of an emergency.
Mr. Trenholm: Well, the wording of the rule is subject to

interpretation by the firemen and interpretation by the con-

ductor, as to what might be classed emergency. A fireman is

protected by his organization in his rights, and he might want to

argue it for some time before he went. I think that is not con-

ducive to good discipline or good operation.

Mr. Stone: I think in your discussion with Mr. Burgess
the other day, about this case where the engineer would have to

flag one way, and the fireman the other, you said it would only
be on rare occasions. Is it not a fact that it is a case that could

happen almost daily, where a light engine going over the road

would have a time order, as they often give them, against the

freight train in one direction, and ])erliaps a fast passenger train,

twenty minutes or thirty minutes behind him, going in the same

direction, and if, through breakdown or derailment, or any cause,

it would at once be necessary for both to flag, would it not ?

Mr. Trenholm : No, I think not. It would have to be a very
extreme case. A time order to go to a station, gives him that

time, so that he is protected on that end, up to the time he is due

at that station. That gives a man plenty of time to go back and

protect this rear, by a flag and torpedo, and then he can flag

himself into the station.

Mr. Stone: He may be crossways of the track, and can't

get anywhere.
Mr. Trenliolm : Then he can send his man the other way

with flags. He has got time, one way or the other.

Mr. Stone But he would have to flag both ways, in this

case.

Mr. Trenholm: Xot immediately.
Mr. Stone : Probablv not within the next five or ten min-

uter
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Mr. Trenliolm : Well, tliat would be a very rare case, when
the time is so limited as that.

Mr. Stone : Regarding that question of the Burling-ton case

at Savanna, that has been spoken of repeatedly, where the fire-

man throws four or five switches getting to and from the round-

house, what is to prevent that brakeman going with that engine
to the cinder track, in a condition of that kind?

Mr. Trenholm : I know of no objection, if the brakemen are

in that locality and required to go there and do it, but it would

hardly seem necessary to send a brakeman, who might be two
or three miles—he goes to the station with his train. That is

his place.

Mr. Stone: He gets off there with the passengers!
Mr. Trenholm: He gets off there and unloads his pas-

sengers. Lots of roads do provide that a brakeman go to the

roundhouse and pilot the engine to their train, where it is con-

venient to do that.

Mr. Stone : Under normal conditions, is it not the work of a

brakeman or trainman to throw switches?

Mr. Trenholm : Under normal conditions, yes, sir.

Mr. Stone : I think you stated that the firemen were only
called on occasionally to throw switches'?

Mr. Trenholm : I think that is true, Mr. Stone.

Mr. Stone : If it is going to cost $900,000 a year—
Mr. Burgess: Just a moment, Mr. Stone.

Mr. Stone: Did you find it?

Mr. Burgess : Yes. Give the page.
Mr. Trenholm: 5450. ''It is very rarely that he is re-

quired to flag at all when there is a full train crew. When he is

running with a light engine, it occasionally happens that he has

to flag, a very small percentage.
"Mr. Park: But if the railroads are required to absolutely

eliminate the firemen from any duty of this character, which in-

cidentally puts him in training for greater responsibilities later,

they would be required to have a man available to go with that

engine, whenever it was running light, or whenever, for other

reasons, the brakeman could do this flagging?" "Yes, sir."

Mr. Stone: I was mistaken. It was a question Mr. Park

asked you.
Mr. Park : Mr. Stone, do you take the position that a man
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ought not to learn anything, except the duties for which he is

paid, on a railroad?

Mr. Stone: No; I don't think any man can learn too much
abont his work.

Mr. Park: Is is not a fact that a man who becomes a

good engineer, or a good official, learns about the duties of other

men, and anything that he may do along that line, puts him in

line for joromotion, and increases his cax")acit3' for increased

responsibility !

Mr. Stone: On the general, broad principle, yes. It is

a grave question in my mind, though, if a man with twenty be-

low zero, and a foot or two of snow, would get out of an engine
cab and trot two miles down the track to the next block, if, by
the time he arrived there, his state of mind would have improved
very much.

Mr. Park : Well, if the birds were singing and the brooks

were babbling, and the sun were shining, it might.

Mr. Stone: Yes, sir; if the millennium was here the next

morning, it would be entirel}-^ different, but I have been in the

weather in the Northwest where there w^ere not any birds

singing.

Mr. Trenholm: Never saw it so cold up there that the

English sparrow did not chirp around.

Mr. Stone : Getting pretty cold when he does not chirp.

Mr. Phillips : Mr. Trenholm, in speaking of that weather,
which I understand is not regular any place, except Duluth—
but you stated I believe, here, in answer to some member of the

Board—I believe the Chairman—that you did not think it in

any way endangered a fireman's health, to be required to get
off an engine to throw an occasional switch, or even to do flag-

ging. You, of course, do not wish to be understood as holding
that a fireman, dressed as a fireman is usually, to fire a locomo-

tive, would be prepared to get out, in all kinds of weather, and
do brakeman's work, do you, Mr. Trenholm?

Mr. Trenholm: Oh, I think the fireman goes prepared for

those things, and I see no more danger in the fireman getting
off and running ahead to throw a switch—two or three minutes,
whatever it may take, than there is in getting off his engine and

coming home, after he gets through his trip.
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Mr. Phillips: Now, Mr. Trenliolm, does a fireman have
a Mackinaw coat and Arctic overshoes on, to fire a locomotive!

Mr. Trenholm: No.

Mr. Phillips: Doesn't a brakeman usually have those

things in that kind of country?
Mr. Trenholm: Yes.

Mr. Phillips: Now, is the brakeman warmed up to even a

normal degree, by strenuous exercise, when he gets out to en-

counter the elements?

Mr. Trenholm: No, I don't know that he is, to the extent

that the fireman is, but these men all do these things lively.

They don't—the fireman jumps off the engine. He don't loiter

along to the switch. He goes on the run.

Mr. Phillips: Now, Mr. Trenholm, since we have been in

session here, I have formed a habit of walking from the Great

Northern Hotel, across to this building, without putting on an

overcoat, because it is only a few steps; and a very good gentle-

man, whom I am sure had a friendly interest in me, advised me
not to do that. He thought I was taking a great chance on

pneumonia, even to walk across Dearborn street here, without an

overcoat, in these wintry blasts, and I followed his advice. I

thought it was good advice. Now, if a fireman, ordinarily clad

in an undersuit and a jumper, and a pair of overalls, which is

the way they usually make up, and is perspiring from hard labor,

is required to get off an engine, even to run just beyond the

pilot and throw a switch, in a blizzard, don't you think he is

taking a chance to that extent?

Mr. Trenholm: No, I don't Mr. Phillips.

Mr. Phillips: That is all.

Mr. Stone: That is all, Mr. Sheean.

RE-DIRECT EXAMINATION.

Mr. Sheean: Don't you think, Mr. Trenholm, in that same

connection, that they ought to have a third man up there, on

that helper that Mr. Finn described here, where they have one

man to handle the trolley in and out—don't you think there

ought to be another man there, to throw the switch, to let that

helper in and out?

Mr. Trenholm: I have testified that the conditions are rare,

that it is necessary for that. I cannot see the equity of requir-
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ing the railroad to carry a man on tlie engine, to sit there and
suck his thumb, just to be ready to throw a switch once in a

gTeat while.

Mr. Sheean: In other words, whether or not a fireman

should or should not throw switches you think should be deter-

mined by the local conditions and peculiarities of the work of

the helper or pusher, or whatever the particular service may be?

Mr. Trenholm: Under some regard for the rights of the

railroad to operate economically and not burden the railroad

with unnecessary burden and expense?
Mr. Sheean: And the hard and fast rule, as here proposed,

would require in this helper and pusher situation where, now, the

fireman does throw the switch, to let himself off the main track

at the end of his run, to carry a third man on that trip, or a

switch tender at that point, at all times.

Mr. Trenholm: Yes, sir.

Mr. Sheean : You were asked a few moments ago about cer-

tain tests and the difference between tests and operations. Do
I understand, Mr, Trenholm, that these observations, made on

the Omaha Road, were on test runs, or were they merely obser-

vations taken of regular trains operated in the regular course of

business on that road!

Mr. Trenholm: They were tests made, and instructions

to make them absolutely fair; not to pick any train, but to take

the operation as it ran and make a test. I wanted the tests, first,

for my own personal information, for my own officers. Later

on, the tests were made by the Omaha Road, in response to Mr.

Tollerton, and they were made in accordance with his instruc-

tions.

Mr. Sheean: Were those trains made up for the purpose
of the tests?

Mr. Trenholm: No, sir.

Mr. Sheean : But simply observations made on trains which

were operated, and not made up in any different manner, or

altered in any way from the regular trains?

Mr. Trenholm: No change made in them at all. Taken

just as the trains run.

Mr. Park: The men knowing that that was a test, and I

presume they did, would they throw any less coal on that trip

than they would ordinarily?

k.\
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Mr. Trenliolm : No
;
I think not. Tliey fired the engine and

pnlled the train and did it in the usual way. I do not imagine
that a fireman would want to do anything wrong, that would look

wrong, in the presence of his superintendent of motive power,
and a man who, if he did it wrong, would do it himself—per-

fectly capable or doing it and has done it many times. No; I

don't think there is any favoritism to the railroad, nor to the

men, in any test that Mr. O'Neill made, because I explained it

to him fully that I wanted to know myself, and I do not think

he would misrepresent anything to me.

Mr. Sheean: Well, some questions w^ere asked here, Mr,

Trenholm, about tests being made with reference to the use of

appliances, and test trips, and you have spoken of these as

test trips. Do you understand that they were trips designed
with reference to the proportion of this time that the fireman

is engaged in the physical work of shoveling coal, as to whether

those were specially arranged runs or trips, or taken in the

regular course of business?

Mr. Trenholm: Taken in the regular course of business.

I mentioned other tests. Tests on devices that some patentee

might have, that he wanted the railroad to buy, that I thought
that the tests were made under more favorable conditions than

generally obtained in operating practice.

Mr. Sheean : With reference to this held away from home
terminal rule, Mr. Trenholm, as shown by the Exhibit here,
the engineers in the Southern, generally, and under the Eastern

Award in the Engineers' case, were given a rule whereby, at

the expiration of twenty-eight hours, they should be paid one

day, and one day for each tw^enty-four hours thereafter. Is

there, in your judgment, and from these statistics as to density
of traffic in both those territories, good reason why, in the

Western territory, there should be a few hours longer than is

given in the East and Southeast ?

Mr. Trenliolm: Well, I should think that there was a

difference—quite a material difference in the West from the

East, but w^hether there is any material difference between the

West and South, I don't know. I would not thinlv the densitv

of traffic was much different between those two territories, but

there is a vast difference between the East and the West.

Mr. Sheean: And the Southeast also, as shown by our
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exhibits, lias greater density of traffic than the West, taken as

a whole?

Mr. Trenliolm : Yes, I think it does, but not so pronounced,
as I remember.

Mr. Sheean : No, the Southeast is not as large as the East,

but the engineers in the Southeast, and the engineers, generally,

of the Eastern territory, now having the twenty-eight-hour-
held-awav-from-home-terminal rule, do vou think that the extra

two hours that you have suggested, of a thirty hour rule in the

West, puts the whole territory on a fairly comparable basis?

Mr. Trenholm: Oh, I would think so. I would think that

the thirty hour rule is an equitable rule for the Western coun-

try, and that is not only my judgment, but it is the judgment
of the Committee of which I have the honor to be chairman, and

they have given it a good deal of thought ;
and taking the com-

mittee as a whole, they are very familiar ^^ith all this Western

country, they come from all sections of it. I believe their judg-
ment is good on it.

Mr. Sheean : A\ath reference to the rule as to the fixing of

a meal hour in switching service, Mr. Trenholm, I think you
said, in substance, that there was no great difficulty, in your

judgment, in establishing some fair meal hour rule. I don't

mean the one here proposed, which takes away the meal hour

from the men, but to establish a meal hour rule that would give
the men in switching service one full hour for their meals.

Mr. Trenholm: Or pay them for the hour, if the railroad

did not do it.

Mr. Sheean : Yes
;
but actually giving them the hour in

a part, or at least, of the cases, and in such cases as they did not

give them that one full hour at a reasonably desigiiated time,

paying for it!

Mr. Trenholm : Yes, sir.

Mr. Sheean: Now, is it generally true that in the fixing

of the meal hour in switching service, the same hours are fixed

and established on each road, with both the other organiations,

namely, with the switching crew, so that the switching crew and
the engineer and fireman are relieved at the same time?

Mr. Trenholm : I think the effort on all the roads has been

to get it uniform. Whether they have succeeded in all cases.
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I am not sure but, (iiiite generally speaking, I think that is the

present condition.

Mr, Sheean: And whether it is uniform, as between the

different roads, is it not generally the case that on each indi-

vidual road, that road will have provision, whereby its switch-

men and its engineers will be relieved at the same time?

Mr. Trenholm: I think that is true. I think in the

start there was some difference. I know there was on

the road that I represented. There was a different meal hour

for the engineers than for the switchmen, but at the next ad-

justment with—which ever side it was, I have forgotten now—
I think it was the engineers and firemen—the meal hour was
made—an effort, I think, was made and it was made, I think,

uniform with the switchmen. The men had no objection. They
thought that was right, that the same time be set for each man
to go to his dinner?

Mr. Sheean: Yes, but under the proposal here, whereby
the engineers would be upon continuous time, would not the

practical result of that be, on all roads, where the switchmen

now have the meal hour, simply to give the engineers continuous

pay, without actually working, in case the switchmen took the

meal hour that they are entitled to?

Mr. Trenholm: I have so testified, and that is the fact.

The switchmen would go to dinner. You would have no use for

the engine. Naturally, the engine crew would go to dinner at

the same time.

Mr. Sheean: And on practically all of the roads now, the

same provisions to which attention has been directed here, exist,

that give the switchmen the right to their meal hour?

Mr. Trenholm: I think all the roads.

Mr. Sheean: Well, then, Mr. Trenholm, even if the Board

concludes to adopt and promulgate a uniform meal hour rule

in switching service, and by meal hour rule, I mean a rule de-

signed to give the men an opportunity actually to take that hour

for a meal, where that is possible, is it not quite essential that

in the fixing of such a meal hour rule, consideration should be

given to the fact that on roads where the limits established for

meals for yard enginemen and switchmen, are identical, that that

be changed only by mutual consent of all the parties concerned

on that road ?
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Mr. Trenliolm : I think any rule of that kind that would be

formulated by the Board, should take into consideration the fact

that the men who work with the engineer and fireman have a

meal hour that is fixed by rule, and that the engineer and fire-

man's rule should conform to that rule, if that rule is a reason-

able one, and not disturb the conditions.

Mr. Sheean: Except by the mutual agreement of all the

organizations who participate in the fixing of that meal hour,
wdthin particular limits apd particular places, on particular

roads.

Mr. Trenliolm: Of course, that is true. Could not get the

mutual consent of the other men. That would have to be left

in a chaotic case, until such time as they come in and try to

adjust theirs to meet the engineers'.

Mr. Sheean : Well, it would not be left chaotic, in case the

time fixed by any arbitration should make provision that on

roads where the limit is established for the meals for both engi-

neers and switchmen, are identical, that the meal hour as estab-

lished in the schedule shall remain the meal hour, unless both

the engineers and firemen accept the meal hour which is pro-

posed in the arbitration.

Mr. Trenliolm : If it was submitted in that way, of course,

it would be subject to adoption by both, yes.

Mr. Sheean: So as not to permit one organization to ac-

cept one meal hour, and another part of the same engine crew,

take a different meal hour 1

Mr. Trenholm : Yes, sir
;
it would be very bad.

Mr. Sheean: Mr. Trenliolm, I think you said here the other

day, in speaking of this differential established—the local freight

differential established in 1910, that that was made to cover all

roads, except where a larger differential had already been es-

tablished ?

Mr. Trenholm: All roads represented in that movement.

I don't know that all the roads were represented then.

Mr. Sheean: Was there not the further exception that it

did not apply to roads, where overtime basis was computed, on

12^ miles per hour?

Mr. Trenholm: Yes.

Mr. Sheean : There was that further exception.

Mr. Trenholm : There was that further exception, yes, sir.
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Mr. Slieean : And in connection with that same differential

that is here proposed, or definition of the local or way freight

service, do you think there is anj- good reason, Mr, Trenholm,

why, on a light branch run, where perhaps the only train that

they run is a mixed train, that the engineer engaged on that run

should receive a higher rate of pay than the man engaged in

through freight service, on the main line f

Mr. Trenholm: Well, generally speaking, I would say no,

but there are branch runs where a train does all the work of the

branch that—I would not want to testify against my own prac-
tice. I think I have got places where I do pay it, and I feel it is

due.

Mr. Sheean: My question was whether you thought it

proper for every branch that, irrespective of the amount of work
there might be on that, any hard and fast rule shall be estab-

lished that will give to that branch line—to the engineers operat-

ing upon it, 10 per cent more than what the engineers get in

through freight ?

Mr. Trenholm: No, I don't believe that is proper.
Mr. Sheean : Is not the matter of branch lines and branch

line operation, the kind of trains that can be operated there, al-

most entirely governed by local conditions ?

Mr. Trenholm : Oh, yes ;
the length of the branch and the

work on it. On lots of branch runs, they do all the work on that

little branch, but it is so small it don't amount to anything.
Mr. Sheean: Mr. Trenholm, in the matter of what con-

stitutes a local or way freight, do you know of any reason why,
in this more sparsely settled country, in the West, the number
of stops that convert a through into a local train, should be less

frequent in the West than they are in the East, or in the South-

east?

Mr. Trenholm : No, I know of no reason why that should

be.

Mr. Sheean : Attention has been called to the fact that cer-

tain roads have attempted to define it, and in Exhibit 1 here, the

Firemen's schedule on one road, the Norfolk & Western-South-

eastern territory, does make the definition
;
and in four railroads

—the Engineers, the Atlantic Coast Line defines or says that:
' '

Through freight trains that pick up or set off cars at four

points or more between terminals will be paid at local freight
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rates. This does not apply through picking up cars loaded with

perishable freight, but does apply to melon trains, when an en-

gineer in through freight service is required to stop at any one

station between terminals in excess of one hour for the purpose
of switching, he will be paid local freight rates."

And, in the Eastern territory, in a number of schedules to

which attention was directed here some time ago, if they make
more than six stops en route. Is there any reason, in your

judgment, why, in the Western territory, a greater rigidity

should apply to operations than in the East or Southeast?

Mr. Trenholm : No, I know of no reason.

Mr. Sheean: You would not want to operate under the

New York, New Haven & Hartford definition of what consti-

tutes a local or way freight |

Mr. Trenholm; No, I would not; it is rather complicated.
Mr. Sheean : Or some of these roads here to which atten-

tion was directed about the length of time held at away from

home terminal. I think the Maine Central is one of them. The
Maine Central savs :

"Trains to become local after making 10 or more switches

or 5 or more stops to pick up or set off cars, loading or un-

loading freight at more than 3 of the stops.
' '

And so the conditions upon each of the roads, even on ter-

ritory where they have attempted to define them, seem to differ,

Mr. Trenholm.

Yes.

Is that principle recognized by any of the

Mr. Trenholm:

The Chairman
"Western roads?

Mr. Trenhohn:

The Chairman
Mr. Trenhohn:

The Chairman:

Mr. Trenholm:

What principle?

Sought to be taken care of there.

The principle as embodied in there?

Yes.

No, I think the principle they embody here

is not recognized by any road, your Honor, that I know of,

worded just that way. There are roads in the West, I think—
the Northern Pacific provides, if they unload freight at two

stations or do switching at tAvo stations, with some qualifica-

tions to it, that they take the way freight rate.

I may not quote that exactly from memory, but it is very
close to that. Mr. Stone can turn to the rules very quickly.
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And I think there are other rnles in which the roads attempt
to define when a way freight will take the differential. After

doing a certain amonnt of this work, they do that. But the

rule as I interpreted it in the submission here, there was no

limit placed on it. If you do any of it, it makes no difference

how little, that makes it a way freight. And as Mr. Sheean

is reading from some of the other schedules, there are a variety

of rules in it, and I think they are covered either by their local

requirements or the amount of pressure brought to bear to make
such a ruling has resulted in different plans.

Mr. Stone: Mr. Chairman, I don't see any distinction be-

tween Article 3 of our request and the rule in the Northern Pa-

cific schedule, defining what is a local train.

Eule 54 of the Northern Pacific says :

"Local freights are trains whose work is the loading or

unloading of freight or doing station switching en route."

Mr. Trenholm : Go ahead and read the rest of it.

Mr. Stone : "Engineers of such trains will be paid ten (10)

per cent increase over regular rates. This rule does not apply
to engineers of through freight crews setting out or picking up
cars at stations, or the loading or unloading of freight at not

more than two points en route."

Mr. Sheean: That is part of it. "(b) Engineers of log

trains (except straight away log runs handled in through freight

service), coal trains to and from mines, and switch runs will

be paid at local freight rate."

Mr. Burgess : What schedule is that ?

Mr. Sheean: Northern Pacific.

"
(c) When one train is operated west bound between Lake

Park and East Grand Forks via Crookston, it will be classed

and paid as a local."

Mr. Phillips : Mr. Sheean, if you have no objection, I would

just like to explain some of these Western rules for the benefit

of the Board,

Mr. Sheean : I wish you would explain the New York, New
Haven & Hartford.

Mr. Phillips : Mr. Chairman and gentlemen of the Board :

Numerous inquiries have been made by the members of the

Board as to the operation of most of these rules, and if I can in
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a few words I would be glad to make a few statements on those

points.

The New York, New Haven & Hartford has a rule peculiar
to that road, and the Boston & Maine, or the Boston & Albany,
I think it was, referred to here a few days ago, or several days

ago; those are rules that have been worked out between the

committees and the companies, and they are, perhaps, cumber-

some, but they show conclusively the necessity for some kind

of a definite rule, in order that there may be a differentiation

between through freight and local freight. Now, on the Boston

& Maine
Mr. Sheean: Boston & Albany. Local freight is defined

as follows :

''A road train that takes or leaves cars, or loads and un-

loads freight at six or more stations in the day's run."

Mr, Phillips : That is not the one I had in mind from the

Boston & Maine. The one I had in mind is the Boston & Maine.

Mr. Sheean: Boston & Maine. "All trains loading or un-

loading freight or doing switching shall be classed as locals.

This will not be applied to trains making less than six stops to

take in or set out cars, requiring less than 11 switches at the five

or less stops, exclusive of the necessary switching on account of

placing air brake cars for use to handle train; or when necessary

freight may be unloaded at not more than three of the stops.

Trains consuming thirty minutes or more icing beef, shall be

classed as locals.
' ' Note.—That part of the above rule reading,

'When neces-

sary freight may be unloaded at not more than three of the

stops.'
' '

Example.—A train makes five stops to take in or set out cars
;

the rule allows this train to load or unload at three of these stops
and not become a local, but should a train make five stops to take

in or set out cars and make one stop to load or unload at a sta-

tion, other than the five stops to take in or set out, the train will

become a local. To be clear on the matter, it will be understood

that a train that makes five stops in 'combination' becomes a

local."

Mr. Nagel: That is the foundation for a lawsuit at every

station, is it not ?

Mr. Stone : You are not reading the rate.



5743

Mr. Sheean: "Note.—A switch is defined as follows: The

setting out of cars from two places in train or taking in a car or

cars not ahead on one track."

Mr. Phillips: Now, gentlemen, I wonld not recommend that

rule and I would not ask this Board to spend a moment in dis-

cussing it or considering it.

Mr. Nagel: I do not think it would do much good.
Mr. Phillips: But since it has been referred to, I want

to explain the reason for such a cumbersome and ambiguous
rule. The rate for local freight on the Boston & Maine is very
much higher than it is on a through freight, and a through

freight becomes a local under the conditions named. You can

see it is, perhaps, not to the interest of the men to have cumber-

some and ambiguous conditions, but to the interest of the com-

pany; and 1 faTicy there have been very many serious conferences

between the representatives of the men and the company before

they could agree just how many cars or how many moves or how
much time should be consumed before a through freight becomes

a local.

There is no question on the Boston & Maine as to ordinary

locals, but it is these through freights that become locals and

thereby take a much higher rate. For example, the ordinary

local freight train service on the Boston & Maine receives a day's

pay for 75 miles service. They receive just the same amount of

money for 75 miles that a through freight train would receive

for 100 miles. Now, in order to get the mileage rate for a local

freight, you divide the daily rate by 75, which you can readily

see would be much higher than if you divide it by 100, to get the

through freight rate. Therefore, every mile a local works over

75 miles it receives a rate very much higher than the rate apply-

ing to 100 miles or less.

I am satisfied, w^hen I get through telling you, you will not

know any more about it, gentlemen, but those people understand

it very well. And I say that with no attempt to be frivolous,

I assure you, because I realize that the neutral members of this

Board, at least, will find themselves unable to grasp all this intri-

cate detail pertaining to all these rules. But you would find, if

each one was traced to its origin, that there is a good reason for

its existence. And this rule, perhaps, covers their situation,

because they have this peculiar 75 mile local at a very high rate
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of pay and through freight rates, pertainiug to the particular

function described in this complicated rule. Instead of becom-

ing a train working on the basis of 100 miles or less, it is trans-

ferred into a train working 75 miles for the same rate of pay,
and for each additional mile at the daily rate of pay divided by
75. Now, that part of it, I am sure, you can understand, and

there is a good reason for that rule.

The Chairman : I understand you Ijase your claims u])on

the theory that an engineer on a through freight which does local

business is thereby performing the duties which are usually per-

formed by one on a train which is strictly a local freight train,

and that, therefore, he is entitled to the rate which is paid the

local freight man ;
is that correct !

Mr. Phillips : That is exeactly correct. I did not attempt
to be frivolous when I said that after I explained this, I doubted

if the members of the Board would understand it and that did

not apply to the neutral members only.

Mr. Burgess : Well, here is one that will acknowledge it

now.

Mr. Phillips: Because these things are built up to meet a

particular condition, and long years of experience have con-

vinced me that there should be a simple rule defining this, and

I am sure, Mr. Chairman, you have the idea, when you reach the

conclusion that our proposition is that when a through freight

engineer is required to do the work that is ordinarily way freight

train service, that he should receive the rates provided for such

service.

Now then, in the past, we have been able to secure the rates,

and the differential is clearly acknowledged and granted in all

parts of the country, but we find so many through freight trains

doing local freight train work, and they are not paid the rate,

because they are not carded or called locals, and past boards of

arbitration, one of them including myself, have been severely
criticised because, in fixing the rates for such matters as that,

they did not make a simple, plain and clear definition to indicate

where the rates would apply ;
and we are very hopeful that this

Board will profit by that and give a plain, practical, workable

definition. We know it can be done.

Mr. Nagel : When you do the work you want the pay?
Mr. Phillips: That is it, in a word.

I
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Mr. Nagel : You agree with Mr. Treuliolm. He says a day's
work and a day's pay.

Mr. Phillips : Yes.

Mr. Stone: He further qualities it by ''an honest day's
work. ' '

Mr. Phillips : 1 would even go with Mr. Trenholm on the
' 'honest ' '

part of it.

Mr. Nagel : It is all a question of detinition.

Mr. Phillips: Yes, and we are going to be optimistic on

that, that you gentlemen will define it and not be criticised, as

some Boards have been in the past, for settling things without

saying to what they should apply.
Mr. Park : Mr. Trenholm described a local here yesterday

as being a train which perhaps made several hundred switches

and unloaded ten or fifteen cars of way freight. Do we under-

stand, if they make four or five switches and unload two or three

tons of way freight and perform only perhaps a hundredth part
of the duties of a local train, that for that reason it would neces-

sarily carry the local rate! It seems to me it is very difficult to

define this rule and be fair to the railroads, by specifying some
two or three movements that might be made on the part of a

through train, and calling that a local day's work, which it would
not be, because the local train is engaged in one hundred times

as much work.

Mr. Phillips : Were you speaking to me?
Mr. Park : Yes. You sav it is easv to write a rule.

Mr. Phillips: Well, I am sure the members of the Board
have 'he idea or the viewpoint of the men. And, to add another
word as to the justification for a differential on locals, it is just
like a differential in mountain territory. When a man is doing
local work, he cannot make miles

;
and that is all he is paid for,

is miles. And, therefore, if he stops to switch any perceptible
time or set out cars, even though it may take a comparatively
short time, but in the aggregate is quite a considerable time, his

opportunity to make miles, the only thing for which he is paid, is

lessened to that extent, and a higher rate should be granted.
Mr. Park : But he gets paid for his day's work, and all over

that, all over 10 hours.

Mr. Phillips: And, perhaps, in putting in this full day's
work or this honest day's work, as it is sometimes called, several
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crews have run around him en route, and he finds himself, instead

of being- four times out, when he gets in, seven times out, and in-

stead of getting out at 8 o 'clock the next morning, he does not get

out until 9 P. M., and at the end of the month, if that happens
several times, he finds himself several dollars short in his pay
check.

Mr. Park: He may be the fellow who runs around the

other fellow.

Mr. Phillips: That gets us back to averages again, and

if a man is sixteen hours going over the road and has to tie

up, or the "dog catcher" has to come out and get him, as they

say when they send a relief crew out, you cannot convince that

man that he has liad an easy trip, because the next man had

a stock train and got over the road in six hours. And there

is no justification to say to that man that he should be com-

pensated for his long hard trip because another man had an

easy trip.

Mr. Park : No, but if he should stop an hour on a 100 mile

division, or two hours, and do switching, and it carried him

over to eleven or twelve hours, he would be paid for it, he would

get the two hours.

Mr. Trenholm : I think that through trains required to do

local work are never required to do it to the extent that other

trains run around them.

Mr. Park: That would be a very rare occurrence, in my
experience.

Mr. Trenholm: Yes.

Mr. Stone: I do not want to get into this again, but I

cannot let that go unquestioned. On many of our divisions, the

way freight trains are handled by the engines in the pool,

and you get a way freight train out and perhaps four or five

or six through trains will go by before you get through.

Mr. Trenholm: The way freight trains are paid the dif-

ferential. I am speaking of a through freight that is required
to do a certain amount of local or way freight work, and I say
it is very rare that any train runs around a through freight

train doing that work.

Mr. Stone: I think you will also find that quite common,
too, that where a man is doing way freight work and will be
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two or three hours at a way point, two or three other through
trains will pass him.

Mr. Trenholm: Then, if the train is two or three hours

doing local work, it should receive local freight pay.
I think the hard part of formulating a rule is the question

of degree. What quantity, how much of this work must he do,
before he comes under the classification of being entitled to

a 10 per cent increase. You spoke of mountain rates—
The Chairman: J'rom your viewpoint, do you think a rule

of this kind is justifiable at all!

Mr. Trenholm: I think, Mr. Chairman, that a freight train

going out and doing the work of a way freight train, unloading
merchandise and doing the local switching through the country,

yes, that he is entitled to the pay. It is a question of degree;
how much does he do of it. If you start a train out, the mere
fact that you started out as a through train and then used it

from station to station to do this work and make practically a

way freight out of it, you should pay the local differential.

Mr. Nagel: Can you fix the degree by naming a specific

number of switches?

Mr. Trenholm: Well, it would be pretty hard, and the

managers have tried, and conscientiously tried. I know we dis-

cussed it in 1910, in the Managers
' Committee

;
it was under dis-

cussion for a long while, and we tried honestly to arrive at some

way of fairly designating what would be classed as a way freight
train for the purpose of this differential, and we could not do it,

and we asked the men to withdraw that without prejudice, and
I think that was the outcome, they did withdraw it. Did you
not, Mr. Stone?

Mr. Stone: After we had talked it to death and could not

agree, we finally withdrew it.

Mr. Trenholm: The managers said they could not agree,

and we explained it to Mr. Stone and his officers and asked them
to withdraw it from consideration without prejudice, and they
did so, after a good deal of discussion. It is a very hard thing
to do, in such a vast territory and under the varying conditions.

I do not think it is at all hard for one road to do it where the

officer knows all the conditions, and where he can consult with

his local committee. They start a train out to do the work and
relieve the way freight, and do quite a lot of work, and the
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men feel that they are doing sufficient work to be entitled to the

ditt'erential, and it is not a hard thing to arrive at; but it is a

very hard thing to arrive at for all these roads, under all these

conditions.

Mr. Sheean: 1 would just like to call attention to what
is shown in this exhibit. In the Southeastern territory there is

75.47 per cent of the mileage in which no definition is attempted
of a local freight. Twenty-five per cent of the mileage does

define it. That is, the Atlanta, Birmingham & Atlantic;
Atlantic Coast Line; Florida East Coast, and the Norfolk &
Western. The Norfolk & Western is, more than one hour and
one minute in picking up or dropping cars between terminals,

they will be paid local rates. This does not apply to freight
trains between Vivian and Williamson, or picking up and drop-

ping cars at a certain number of named points. Those which
fix the number of switching points are the other three roads, the

Florida East Coast, Atlantic Coast, and Atlanta,Birmingham
& Atlantic. The Florida East Coast says: "Local freight
work shall consist of handling and spotting empties or loads,

loading and unloading freight. Through freight trains that pick

up or set off at four points or more between terminals will be

paid at local freight rates."

Mr. Park: What does the L. & N. do?

Mr. Sheean : The L. & N. has no definition.

''This does not apply to picking up cars loaded with per-

ishable freight."

Mr. Burgess: The L. & N. has a monthly rate.

Mr. Sheean: They do not attempt to define it, do theyf
Mr. Burgess: No, I do not think they do. I do not re-

member it, if they do.

Mr. Sheean: So, apparently, in the East, the great major-

ity do not attempt to define it, and those which do largely make
it at six or more stations, some five, but the greater number in

the East are six or more stations.

Mr. Burgess: But, to get the true picture of the Florida

East Coast, you know, Mr. Sheean, you have to remember, while

you are speaking about the local, that they have a six hour and

forty minute day in through freight. I have no doubt but what

that definition would be satisfactory to the Western engineers,

if they could get the same basis for through freight.
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Mr. Slieean: What rate do tliev get?

Mr. Burgess: Do you mean per hundred miles?

Mr. Sheean : Yes, per hmidred miles.

Mr. Burgess: $5.15 to $5.40.

Mr. Sheean: In the through freight!

Mr. Burgess: Yes. I would like to ask Mr. Trenholm a

question in regard to this, Mr. Sheean: I want to clear this

situation up, as far as my mind is concerned, Mr. Trenholm. I

am one of those members of the Board that thinks by freight.

This principle of paying the local or way freight a higher rate

than through freight is established, and there is no opposition

on the part of the Managers' Committee to that principle at

this present time.

Mr. Trenholm: No, the differential is in existence today,

and agreed to in 1910.

Mr. Burgess: Yes.

Mr. Trenholm: And there is no change in the attitude

of the committee.

Mr. Burgess: And the request of the engineers, in one

paragraph, is that the local or way freight receive a 10 per cent

increase over through freight rates.

Mr. Trenholm: Yes.

Mr. Burgess : And that is one of the objections, I under-

stand, by the Managers. Is that right?

Mr. Trenholm : Yes, the basis of the increase in the differ-

ential as proposed.
Mr. Burgess : Now, if you will, Mr, Trenholm, let us stick

to this particular point in the question. The rate now is 25 cents,

is it not ?

Mr. Trenholm : That is the rate agreed to in 1910. Now,
there are higher rates than that, Mr. Burgess, ^^lerever it was

higher, they retained it, but that is the standard, I might say.

Mr. Burgess : Would it be fair to assume, Mr. Trenholm,
that the prevailing rate for through freight in the Western ter-

ritory is approximately $5.40 per 100 miles?

Mr. Trenholm: I think that perhaps might average up
about right, Mr. Burgess. It would be only a guess with me.

Mr. Burgess : I am willing to put it at $5.30 or $5.45.

Mr. Trenholm : I do not know what it is, but the rates run

from $5.15, I guess, up to $5.65, on the Mikados, and then the
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Mallets and heavier engines get 75 cents to $1 more, but they

are small in number, so I would not think they would raise the

average. Probably you are right.

Mr. Burgess : Well, now then, Mr. Trenholm, the point that

I am trying to bring out is, that if that is true and this were

granted, 10 per cent would be about 54 cents, would it not ?

Mr. Trenholm : Yes, sir, I should think so.

Mr. Burgess : So all the difference between these two rates

at the present time is practically, as far as this particular para-

graph is concerned, practically 29 cents per 100 miles'?

Mr. Trenholm : On that particular point, yes, on a rate.

Mr. Burgess: On this particular point?

Mr. Trenholm: Yes, twenty-nine cents.

Mr. Burgess : And that is all the difference there is until

we come to the next paragraph, which speaks of transforming?
Mr. Trenholm : No, I think there is in the same paragraph

a classification.

Mr. Burgess : Well, I was getting to that.

Mr. Trenliolm : The classification is in this one paragraph.
If you will read that, it makes no exception. As I read it, Mr.

Burgess, a train going out and loading one box, or setting one car,

becomes a way freight. That is the paragraph I thought you
were talking of.

Mr. Burgess: Perhaps I did get ahead. I didn't notice

that. Well, if we could establish a fair denomination for a local

or way freight, and the principle being established that it should

get a high rate, the only money difference as between the two

parts is the difference, practically, between 25 cents and 54 cents.

Isn't that right?
Mr. Trenholm : Yes, sir, about 29 cents I should say is the

average. It is about a 5 per cent increase on the average on

that differential.

Mr. Burgess : Then the next paragraph that the ebjection

from the managers rests on is the one wherein a through freight

train is transformed into a local freight train, thereby taking

the higher rate when it does a certain amount of switching. Am
I right in that conclusion?

Mr. Trenholm: On that part of the second article, Mr.

Burgess, yes. Of course that goes further and not only provides

for pay in addition, it does not classify it as a way freight to take
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that pay; it provides for pay in addition for time and miles al-

lowed on the run at time and a half, and adds many other bur-

dens in there. And it is very indefinite, Mr. Burgess, to my view,

very. It may not be to yours, and may not be to those who
framed it, but the connecting of the two rules is very indefinite.

Whether the through freight that is required to do station switch-

ing, and the things enumerated in that rule, whether they first

take the way freight rate of 10 per cent increase, and then, in ad-

dition to that, are paid additional as a penalty for using your

through freight to do the business of the local, that is, I think,

indefinite as between those two rules; not connected up in such

a way that it is clear to me.

Mr. Burgess : Now, Mr. Trenholm, if you will bear w^ith me
a minute, let us see if we cannot clear this up and see where

the real objection is? It reads: "Through and irregular freight

trains doing work such as loading and unloading freight, stock

or company material, switching at stations, spurs, mines, mills,

or required to make up or set out cars"—well, we will stop right

at "mills." Let us divide it. Now, if we added in there the

Southeast proposition, "at four places," would that part be

objectionable!
Mr. Trenholm: "Well, yes, Mr. Burgess, because I don't

know what effect it would produce. If you were going to do

that, Mr. Burgess—I am only giving my judgment hastily formed

on the witness stand, which is not a good place, but if the Board
decides to make a rule, it seems to me that the one rule should

cover it. That is, that that paragraph should be attached to the

first paragraph. That a train doing a certain amount of this

work, or at a given number of points, or consuming so much time

in it, should take the way freight rate and be so classified, and

enumerate the things that are in the second paragraph in the

first, so that it is all clear, and it simply applies to only one.

and clearly defines how it applies.

Mr. Burgess: Well, I think you are quite right on that,

but in order, Mr. Trenholm, to find out where the real sore place
in these propositions was, was the real intent of my question.

Now, asuming from what Mr. Sheean says, that is, pointing
to the Southeast situation, I hastily concluded that if the four

points were written in here, there would be no objection to class-

ifying the through freight trains as local, providing they were
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required to load or unload stock or company material at four

or more places. Would my conclusion be right on that?

Mr, Trenholm: Well, I would hardly want to admit that,

Mr. Burgess, because I still feel, and I am honest about it, I

do classify trains as way freights on the road I am connected

with when the business as handled by them is sufficient to war-

rant them being so classified. The trouble with making a rule

of that kind, and I think you would be fair enough to admit it,

is that in a certain locality a train might go out, a through

freight, now in the competitive and traffic conditions existing

on that road they might be required to put out a package at

four or five stations. On the other hand, a train might start

out and spend an hour at four different points, and there they
are clearly entitled to it, but the making of an iron clad rule

at four points, unless they classify how much to do at some

point, some way to bring it into a proper category of way
freight, now that is my thought as near as I can express it.

Four points, under some circumstances, would be a very proper
mark. Four points, under other circumstances, would be very

improper. That is the hard part with me.

Mr. Burgess : Now, then, Mr. Trenholm, it reads further

as follows : "Or required to pick up or set out cars, unless

the cars to be picked up are first out, or the cars to be set out

are switched together at terminals, or doing any other similar

work, shall be paid the same at overtime rates." Am I right

in understanding your testimony the other day, or was it on

direct evidence?

Mr. Trenholm: Either way, Mr. Burgess. It is imma-
terial. I testify the same on l)oth. .

Mr. Burgess : You said it was possible, if I remember your

testimony, to switcli the cars together at terminals, and it wast

very difficult to always get the cars first out of the station where

they were picking them up, and that was your serious ob,iection

to that part of the rule. Am I right on that 1

Mr. Trenholm : Well, of course it is pretty hard to divide

a paragraph and pick the pieces out.

Mr. Burgess: Sure.

Mr. Trenholm: But I think you have been railroad man

long enough to know that the business of a railroad is such

that they cannot have an engine go along and pick the cars out
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at a local station, pick a car from this elevator that is ready to

go, and the one that from that elevator is ready to go, and one

from this potato warehouse that is ready to go, and get that out

on the track where the train can come in and jjick them all up at

once. It is impracticable at all times to put your cars in perfect

station order out of your terminal. While I think all roads try

to do that as much as they can, to avoid switching on the road,

and try to make it as easy as they can for the road crew, but

those things all come in, and they classify under that paragraph

everything that you can think of, almost, that a train would do,

and make you pay additional for it.

The Chairman: Will you please suspend?

(Whereupon at 5 o'clock P. M., February 25, 1915, an ad-

journment was taken until February 26, 1915, at 10 o'clock A. M.)







I
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IN THE MATTER OF THE

ARBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-
MEN AND ENGINEMEN

under the Act approved July 15, 1913, hy agree-
ment dated August 3, 1914.

Chicago, Illinois, February 26, 1915.

Met pursuant to adjournment at 10:10 A. M.
Present: Arbitrators and parties as before.

The Chairman : Are there any proposed corrections for

the record?

Mr. Stone: Mr. Chairman, I would like to make a couple
of corrections in yesterday's record. On page 5695, near the

bottom of the page, I say: "Well, you block your main line

connection?" It should be "Break your main line connection."

On page 5696, I stated: "Under a double track you would

jDroceed to caution." It should be: "Under a double track

rule you would proceed under caution."

Mr. Phillips : Also, on page 5705, the first paragraph,
third line, reading: "We might infer that conductors, or train-

men." That should read: "We might infer that conductors,
or engineers, or sometimes both together."

On page 5741, third paragraph from the bottom, I stated:

"Mr. Sheean, if you have no objection, I would just like to

explain some of these AVestern rules." That should be "Eastern

rules."

The rules in question referred to Eastern territory.

Mr. Burgess : Mr. Chairman, one little correction on page
5750. Strike out the word "denomination," and insert the word
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''definition"; and in the same paragTa})li, the word appears as

"parts." It shonld be "parties."
Mr. Stone: If I may be allowed, Mr. Chairman, before we

take np the regular work of the day, I wonld like to straighten
ont that Boston & Maine local rate for just half a minute. We
seemed to have quite a good deal of amusement out of it yes-

terday. There isn't any question but what our men on tlie

Boston & Main understand the local rule and get the result. I

don't think Mr. Phillips made the rate phiin, yesterday. The

through freight rate on the Boston & Main is $4.75 j^er 100

miles or less, 10 hours or less. The h)cal rate is $5 per day of

75 miles or less, 10 hours or less. Overtime at th(^ rate of

66% cents per hour. So their overtime rate is o'^V:<, per cent

higher than the through freight rate.

A. W. TBENHOLM was recalled for further examination

and having been previously sworn, testified as follows :

Mr. Sheean: Mr. Trenholm, we had gone through the

various efforts to define in ditferent territories what constitutes

local freight service. Concretely, just what is the position of

the Conference Committee of Managers, with reference to the

effort to define in specific language what constitutes a local

train !

Mr. Trenholm: In the discussion of the local or way
freight definition or rule here, defining what is a local or way
freight, it might be construed by the Board that the Managers'
Committee felt that there was some occasion for a definition at

this time, and I would like to correct any impression that the

Board might have on that subject, and read the position of this

committee, that was set fortli in a connnunication to the men,
and is the preliminary rei)ort of tlie C^onference Committee of

Managers, that has been filed with the Board on page 119 :

"We decline to accept your definition of local trains. Local

or way freight trains differ so widely in make-up and character

of service that we deem it impracticable to make a definition

which would be applicalile to all localities and all roads repre-

sented.

•"There has been no change in conditions which justifies a

departure from the established differentials between through

and way freight pay, a large percentage of which was estab-

lished four years ago by concerted agreement."
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In order that I may make myself clear and the position
of the committee clear, I desire to state that for years there

have been differentials established on different roads, of differ-

ent amounts, as a|)plying on local or way freight trains, as com-

pared with through freight trains.

In 1910, the men had, in their submission, a re(iuest for a dif-

ferential. And the Managers
' Committee at that time was in the

position that they desired to adjust the diiference between the

men and the railroads. They were confronted with a strike vote
;

and they agreed that a dilferential would be granted of 25 cents,

between through trains and local or way freight trains
;
and it

was on the basis of the existing conditions at that time, that local

or way freights were well defined. I think every district where
there is any local work to do, with the exception of perhaps one

or two roads such as the C^anadian Pacific, and there the train is

designated when it starts to go out, but on all the Western roads

each district has a way freight running each way each day, and

had at that time, and there has been no change in it, the purpose
of which was to unload and handle less than carload freight and
distribute the merchandise through that territory, do the switch-

ing at intermediate stations, and perform the duties assigned for

a local or way freight train. The differential of 25 cents was

granted on the basis that these trains were assigned to do this

work, and did it all day long. And the theory back of it was that

men were not enabled to make miles on such trains, in the ma-

jority of cases, and were paid by the hour, and that was recog-
nized as a reason for giving them this 25-cent differential. Hav-

ing secured that, and having secured recognition from the man-

agers of railroads, of the differential between through freights
and local freights, the pressure has now commenced, not only to

increase that differential from 25 cents to approximately 50 or

55 cents, depending on the engine, but to commence to press and

get a definition down so fine that, on some roads in this territory,

every train that runs would become a local freight train and take

the higher rate.

I want to say for the Committee that I have the honor to

represent, that they oppose the principle absolutely; that a rail-

road runs its trains, not to make mileage for the engineer, or to

make mileage of any kind; they run their trains to suit their

business and satisfv the needs of the communities that tliev
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serve; and that whether a number of trains have to do certain

things or not, the engineer is not employed with the understand-

ing that he will get extras for everything he does outside of mak-

ing a mile. So that I want, to the best of mj ability, to impress

upon the Board that the managers are opposed to any interpreta-

tion being placed on any rule that defines a way freight other

than the schedule of those trains as they are designated on the

time cards, and are provided for the purpose of doing that par-
ticular class of work on a railroad, according to its needs.

Mr. Sheean: I think that is all I want to ask, Mr. Tren-

holm.

EE-CROSS EXAMINATION

Mr. Stone: Mr. Chairman, I want to state for the En-

gineers and Firemen, that the position of the Conference Com-
mittee of Managers is nothing new to us. We have understood

all along that they opposed any definition of any kind in regard
to local or way freight service.

I should like to ask Mr. Trenholm, assuming, for the sake of

comparison, that a local train does all that you have just stated

they are doing at the present time, if a thorough freight crew

would do that same work, would they be entitled to way freight

pay?

Mr. Trenholm: It would not be a through freight train,

Mr. Stone, if it did that work all day long. It would be desig-

nated as a local or way freight train. Through freight trains do

not, to any extent whatever, unload merchandise by the ton, as a

way freight does. There are certain trains in each district, one

each way each day, that go over the district and perform the

duties of handling all the merchandise loaded at its terminals, and

distributed, and to load up such merchandise going from the

comitry stations to the city. That is their business, and it was
on the theory that those men went out assigned to do that work

every day, that the differential was allowed.

And it was not with the idea that it would be trimmed

down and trimmed down and trimmed dowm at every meeting
that came up, so that eventually every train you ran that did a

little bit of this work would be called a way freight.

Mr. Stone : That doesn 't answer the question I asked you,

so I will ask vou once more.
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Mr. Trenliolm: 1 intend to answer it, and I will answer

any question you put to me.

Mr. Stone: You just got tlirougli testifying- that a local

or way freight train is a train that does the loading or unload-

ing of merchandise in less than carload lots of freight,^ and does

the station switching.
Mr. Trenliolm: Yes, sir.

Mr. Stone : My question is, would a through freight train

that does that identical work which you have described be iden-

tical with a local freight?

Mr. Trenliolm : If they handled it and did it all day long,

as a local does, yes, sir.

Mr. Stone: Suppose they didn't do it all day long; sup-

pose they did it only half a day ?

Mr. Trenliolm: Well, a supposititious case, Mr. Stone, is

hardly a fair one to put up. Through freight trains do not do

it that way. Through freight trains on the different roads may
be required to meet conditions demanded by the people and by
the shippers, and they may have to do some switching, but

that is what they are run for
;
that is the purpose of the train,

to do the business of the railroad. We don't run them for the

pleasure of the engineer.

Mr. Stone : I believe you have remarked that before. We
understand the railroad is not run for the pleasure of the engi-

neer, and the engineers have been under the impression for

several vears that the railroads have been run to see how much

they could get out of the individual man, so that is the other

side of the sheet.

But, coming back to this question of local freight, is it not

a fact that oftentimes you have a local train that is going to

get tied up under the Hours of Service Law, and you lay the

local freight train crew off and have the through freight train

pick up the local service cars and finish out that division?

Mr. Trenliolm: I don't knoAv of any such case. There

may be exceptional cases where that was done, to avoid tying
the train crew up on the road. It might be done. I don't know
of any case. I don't believe I ever did it, or any officer under
me did it. Yet, such a thing might happen.

Mr. Stone : On a number of your roads there are no such

things as way freight trains carded or timed?
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Mr. Treiiliohn: The only road I know of that doesn't do

it is the Canadian Pacific. That is, wliere they have any way
freight service. A road not having any, running through a

desert, where there is no merchandise, there would lie no object
in scheduling one.

Mr. Stone: Suppose you did not have a way freight

carded, it would be a very easy matter to annul that way
freight, and have an extra do identically the same work?

Mr. Trenholm: Well, they don't do that, Mr. Stone.

Mr. Stone : Well, I am here to say they do, and do it in a

number of cases.

Mr. Trenholm: Well, you are testifying to that, not me;
and I think it is proper to say that if there is anything of that

kind, you should put the proper testimony on to prove it, and

not make the assertion.

Mr. Stone : It is also true we had a case before your

Board, on the Oregon Short Line, where the train that did the

very identical work that you have designated did all the switch-

ing, (lid all the work there was to do on a branch, and yet we
couldn't get the way freight rate for it, because it w^as a branch.

Mr. Trenholm: T should have said that in the schedul-

ing of way freights they usually are scheduled on main line

territory. The branch lines, the only condition which would

warrant the scheduling of a way freight train on a branch line

would be a district long enough to ])ut a way freight on to do

that work exclusively, and where the liusiness was sufficient to

warrant it. On many branch lines, where there is one train or a

short passenger train that makes a trip over the road, and a

freight train to do the work, they do that as a mixed train,

and I do not think it was the intention or thought at that time

that such trains would be classed as way freights. They never

have been before. There was nothing in the settlement of

1910 that said there would be. There was a case came up after

the conference of 1910 that I received a letter from the chair-

man about, asking my views on it, of a road that had but the

one train on a branch, and, as I understand it, a very light

branch. It performed the mixed service. The men claimed this

should be classified as a way freight. The management took

the position that it should not be, that the work was very light;

it was a short run, and there wasn't work on the train that war-
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ranted any such increase, and the purpose of the Award was
because of the amount of work done b}^ these men, physical
work,

Mr. Stone: The purpose of the Award was largely due

to the fact that local freight trains are not able to make the

miles, and they generally go every day, and there is no chance

to make increased miles doing heavy business!

Mr. Trenliolm: Yes.

Mr. Stone: It is also true, is it not, Mr. Trenholm, that

on a number of these Western roads they have more branch
lines than they have so-called main lines?

Mr. Trenholm: I think some roads possibly, for the pur-

pose of making their reports to the Interstate Commerce Com-

mission, define a good many quite long lines as branch lines.

They are feeders to the main line. Now, those lines may ho

quite long, but a branch line over 100 miles, there is no differ-

ence between that and the main line. AVliere you assign crews

to a branch line that is long enough, where the men make the

mileage, there is no difference in the territory, nor the condi-

tions, nor anything else; it may be through just as thickly
settled territorv as the main line is, and warranted in taking
the same conditions.

Mr. Stone : The fact remains, does it not, that some of our

heaviest work is done on so-called branch lines !

Mr. Trenholm: Well, I think it would be very rare, Mr.

Stone. Usually, branch lines have light traffic and are built as

feeders. While, of course, there may be conditions on a branch
line that make some particular branch line very heavy work,
I think that is the exception rather than the rule.

Mr. Stone: It is nothing unusual, is it, to have a branch
line 200 miles long?

Mr. Trenholm: I don't think it would be unusual to find

such a branch line so long. The fact a line is a branch line

does not make any difference, provided it has the length. It

takes all the main line conditions then.

Mr. Stone: Then, under your idea or under your defini-

tion, as soon as the branch line gets over a hundred miles, then

it ceases to be a branch line and takes the local rate?

Mr. Trenholm: No; I don't say it ceases to be a branch

line, but where the business is there, and you put on a train, and
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the business requires you to put on a train, each way, each day,
to handle the local freight, and where the business creates that

condition, if a man has got to go out and do this work all day,
the Managers' Committee awarded and feel it is proper that

that ditferential should exist.

The Chairman: Mr. Trenholm, I nmst confess that I am
somewhat at sea in regard to this matter. Now, do all the rail-

roads, parties to this controversy, have some provision which

undertakes to take care of instances wherein an rmusual amount
of shifting or unloading of freight is done on the way?

Mr. Trenholm : I think I am safe in saying, your Honor,
that all the roads in busy territory have in their working time

cards a train, scheduled over each district, each way, designated
as a local or way freight train, wliich takes this higher rate.

The Chairman: Wliich, were it not for the fact that the}^

had to stop at these different places, would be designated as a

through freight?

Mr, Trenholm: Yes, sir; it is a fact they have to distribute

this merchandise from distributing centers, that makes it neces-

sary for slow speed. They take this merchandise, of course, and

the brakeman and conductor, not the engineer and iireman, have

to unload this and check it out. They have to load it in. The

engine crew, ordinarily, with the head brakeman, do what little

switching there is to do at each one of these stations. That pre-

vents, of course, this high speed. They are a slow train, and the

work makes them get over the road slow. Usually, their mileage
is short. I think the statistics show that about 70 pev cent of

such trains pay on the hour, instead of the mile, and that being-

considered, was the reason for giving a differential.

The Chairman : Now, I find in this investigation that thei'e

are a good many things complained of, tliat are admitted to be

somewhat of a serious irritation—I might say a constant source

of irritation, Looldng at it from your viewpoint, do you not

tliink it would be a good idea if there could be some rules as re-

spects those matters—a rule that w^as fair, of course, to the rail-

roads, and at the same time to the men? Do you not think the

adoption of that kind of a rule would do much to alleviate this

feeling and promote harmony with the railroads and the men?
Mr. Trenholm : I know of no condition, your Honor, where

there is any dissatisfaction, at least made known or expressed
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by the men wlio operate these trains. The friction that possibly
has impressed yon, and I must admit that it impresses me when
I come here and hear the grand officers of these organizations
talk about the limit of human endurance, and enormous work,
and all that kind of thing, that it has a tendency to make me feel

that the railroads must be very unfair in these things; but as a

matter of fact, that thing is regulated today by every district

having the way freight to do this work, and they are paid this

differential. Men bid it in and take it, sometimes as a choice.

Now, it is covered fully and sufficiently, according to my
notion, today. The purpose of this, as I interpret it, is to keep
on crowding a little. They have got the differential established.

Now, then, they want to classify more trains that take that dif-

ferential. It is the continual pressure that I am resenting, and
I think the committee is resenting.

The Chairman : I do not wish to be understood as having
formed the opinion that either the railroads or the men have
been unfair. I am in an undecided state of mind, so far, and I

am certainly seeking information, l)ut it seems to me about

many of these matters, that there is more or less controversy as

to what certain rules mean, and as to certain things that should

be done.

Mr. Trenholm: I don't think there are very many con-

troversies, your Honor, on what the rule in existence today
mean. All of these rules are new rules, for the purpose of secur-

ing greater compensation. The rules in effect today are well

understood by both the railroads and the men, so far as I know.

Generally speaking, there are always some cases, of course.

The Chairman : What per cent of the railroads to this con-

troversy do you think have rules that are entirely satisfactory in

regard to this particular subject?
Mr. Trenholm: This way freight?
The Chairman: Yes, sir.

Mr. Trenholm: Well, when I speak of being entirely sat-

isfactory
—

The Chairman : Well, I will say satisfactory ; modify it to

that extent.

Mr. Trenholm : I would say that all of these railroads—I

make no exceptions—have rules bearing on this that are satis-

factorv. They are not satisfactory to the men, as to the rate
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of pay; of course, any man wants a rule that will give liini more
and classify more trains, but so far as any friction is concerned,
and the knowledge of what way freights are and it lieing ap-

plied 1 think I can say 100 per cent safely.

The Chairman: You think, then, that the rules as now
embodied in the various schedules, treat the men fairly and

impartially in regard to this particular point?
Mr, Trenholm: Yes, sir, I do.

Mr. Stone: Well, of course, Mr. Chairman, you understand

I wouhl have to file a dissenting opinion from Mr. Trenholm.
The Chairman : I understand, yes. I am simply endeavor-

ing to get his viewpoint, Mr. Stone, and of course I have yours-
Mr. Stone: 1 also Avant to say, neither in the way of ex-

planation or excuse, that the grand officers of these organiza-

tions, instead of taking the lid off, try to keep the brake on. and
we are not imagining these grievances ;

if they did not come to

us we would not be here with them. And the thing we have

always tried to do is to be conservative and keep the dissen-

sion down, if possible, instead of adding to it, as no doubt you
would infer from the testimony of the witness. We do not

dream these things, and if we sim])ly take the brake off and let

the men go, it would be a whole lot more radical than what it

is. If any fault has been found with the executive officers of

these organizations, it is because they have been too conserva-

tive, and have allowed the railroads to capitalize that conserva-

tism, and have not got the results that t1ie rank and file think

they should have gotten.

The Chairman : I may be mistaken about the matter, but I

have gotten the impression that you stated in your testimony,
Mr. Trenholm, that where an hour or two hours' time was re-

quired to do this work, that you thought a through freight should

be classified as a local freight.

Mr. Trenliolm: That was what I was fearful of, your
Honor, that in discussing the rules by piecemeal—

The Chairman : And taking that as a basis, it occurred to

me that you were all in accord, and it was only a question of

getting some rule that would meet the condition.

Mr. Trenholm : But in talking on these rules so long and

repeating so much, I was afraid that I might have given the

impression to the Board that there was a need for a rule that
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would classify a certain number of points at wliicli tliey did

it, or a certain time in which they did it, and that a rule was

necessary, bnt I want to correct that impression.
The Chairman : I did not understand you to say a rule

was necessary, but I understood you to say that, under those

conditions it would, i^erhaps, be proper to have such a rule, and
that by the exercise of due care, you thought such a rule could

be made,

Mr. Trenholm : I did not intend to convey such an impres-
sion. Of course, as Mr. Stone says, there is an element in it.

I want to be absolutely fair, but I want to protect the railroad

interests that I am here to serve, and do it honestly, without any
prejudice to the men, whatever. There might come a condition

where a train that might be classed as a through train, might,
under certain circumstances, be called upon to perform so much
of the work en route, that it could be classified as performing
the local or way freight work on that trip. Now, if it did it over

the whole trip, and ran into hours, caused by that, there might
be some justification for allowing way freight pay on that run,

because it did the very thing that way freights are provided to

do, and on which the differential was allowed, because it did

prevent miles.

A train doing that over the entire trip might be properly
classed as doing the way freight work to the extent that the way
freight scheduled train does, and should be entitled to the dif-

ferential.

The Chairman : Would it be possible for an instance of

that kind to occur under the present schedules of the roads ?

Mr. Trenholm : Oh, yes, sir.

The Chairman : Without the men getting the relief they
seek!

Mr. Trenholm: Well, that I would not testify. It would
not occur with me and the men not get it, because I would

recognize the justice of it, and I believe every other officer

would, when it was brought to his attention.

The Chairman: When that occurs, I do not know any-

thing about the modus operandi, but do the men usually take

it up with the local officials. For instance, when they make a

trip of that kind on a through freight train, and then are re-

quired to do shifting at different stations, say an hour, or two
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hours, or two hours and a half, do they usually take that up
with the railroad management as to the amount of pay they
should be allowed for that particular trip ?

Mr. Trenholm: I do not think so. I think, if it was one

trip, the men probably would not do it. They might, depending
on the conditions.

The Chairman: Suppose two or three trips of that kind

should occur.

Mr. Trenholm: Then, I think the Committee would take

it up and say: "This train is doing so much of that class of

work, that it is entitled to way freight pay," and the manage-
ment would either diseontine it, if it was possible to do so, or

allow it, so long as the train did that class of work.

The Chairman: Have you ever known of any instances

where an application of that kind has been made and granted?
Mr. Trenholm: Yes, sir. On my own road it has been

made and granted.
Mr. Nagel: Every road has the two classes, the through

freight, and the local or way freight?

Mr. Trenholm: Yes, sir.

Mr. Nagel: And the differential is allowed for the latter?

Mr. Trenholm: Yes.

Mr. Nagel: Now, a local or way freight, of course, al-

ways keeps its character.

Mr. Trenholm: Yes, sir.

Mr. Nagel: That is, it cannot change into a through

freight?
Mr. Trenholm: No.

Mr. Nagel : But a through freight may do some work that

really is of a local character?

Mr. Trenholm: Yes, sir.

Mr. Nagel : That is a question of relative importance ?

Mr. Trenholm: Yes, sir.

Mr. Nagel : You regard the local way freight work of the

through freight as a mere incident?

Mr. Trenholm: Yes, sir.

Mr. Nagel : Which ought not to be expected to change the

character of the through freight train?

Mr. Trenholm : That is my position.

Mr. Nagel : But you admit that if the local or way freight
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work assumes importance, that the character of the through

freight may be changed and the differential ought to be allowed!

Mr. Trenholm: Yes, sir.

Mr. Nagel: You deny, however, that we should attempt
to make any rule upon that subject ;

in other words, you would

not have us fix the degree of local or way freight work done by
a through train that would change the character of the through
train ?

Mr. Trenhohn: That is my position, Mr. Nagel.
Mr. Nagel: And you think that may be safely left to the

discretion and judgment and agreement of the roads, and the

men!
Mr. Trenholm: That is my position.

Mr. Nagel : Now, so much is true, as to the main line ?

Mr. Trenhohn: Yes, sir.

Mr. Nagel: Let us take the branch line; you say if a

branch line is 100 miles long, so as to allow the making of time,

that then it really assumes the character of a main line?

Mr. Trenholm: Well, I would like to go a little further

with that, Mr. Nagel, in that whenever the conditions on a

branch line assume the same proportions which you speak of,

on the main line, then I think that should be taken into con-

sideration and the classification of the train that does that

work should be made to suit its work.

Mr. Nagel : If the branch line, to all intents and purposes,
has the same kind of work that the main line has, there is room
for the same classification of which we have just spoken?

Mr. Trenholm: Yes.

Mr. Nagel: And the same differential would be allowed

for the local or way freight work?
Mr. Trenholm: Yes, sir.

Mr. Nagel: Now, let us take the last class, that is the

branch line, which does not partake of the character of a main
line. Is it not true that the work on such a branch line is, to

all intents and purposes, all local and way freight?
Mr. Trenholm: Well, to the branch line freight, I would

say yes, on a light short branch line.

Mr. Nagel: Yes.

Mr. Trenholm: One freight train each way, it may be

thirty miles each way, or may be ten miles, or it may be forty;
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but the one freight train each way is all the train that is neces-

sary to do all the business of the railroad in the freight line.

Now, that train may make that run in two hours, going one way,
and possibly three hours coming the other, and whichever way
they designate to do this work, they do not need to do the

switching both ways; so that the crew going out to do that is

on duty possibly five hours, it may be eight, or it may be three

hours, depending on whatever the conditions are; they have

lapsed time, and they do all that work. My position is that

the service performed there does not warrant a differential.

Mr. Nagel : That is what I want to come to.

Mr. Trenholm: Yes.

Mr. Nagel : The fact is, that the work on that short branch

line does not really represent either class of which you s]ieak?

Mr. Trenholm : No.

Mr. Nagel : But it is a class of its own.

Mr. Trenholm: Yes, sir.

Mr. Nagel : And you think that, while the work probably

partakes more of the character of local work, the service is not

of sufficient importance to justify the differential in that case?

Mr. Trenholm: That is my ])osition, that the company
should not pay a higher rate for the work that is done there,

in its light and unimportant character, or that they should pay—
Mr. Nagel: In other words, you deny the differential in

that case upon other considerations
;
not the classification, so

much as the importance of the work?

Mr. Trenholm : Yes, the ditferential was granted—I want

to be clear on it, Mr. Nagel—the differential was granted, at

least, that is my understanding, on account of the physical labor

on a way freight, and the fact that the delay in doing this work

at each station prevented the men from making miles, which

was a consideration, and it was granted on the conditions that

existed in 1910, and those conditions are precisely the same

today; there is no change, and there has been no question of

anything that amounted to anything, as to its application. No

charge is made that roads have taken off these way freights, no

charge can be sustained that they have taken them off to avoid

this differential. There was a question came up, I think, about

some branch line out in California or Oregon, as to whether they
should pay the way freight rate or not. The men claimed they
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should, and I think the road clahned they should not. The road

took the position, I think, that it was the only train on the

branch, there was no through train to compare it with, and this

was a differential, and there was no differential to compare it

with, that it did nil the work there was to do, and it was light

work.

Mr. Xagel : Had they an opportunity to make miles on that

short branch?

Mr. Trenholm : Ordinarily not, because the miles are not

there to make, but they are paid the constructive miles. If

they run" twenty miles and back, they get the 100 miles. The

day is guaranteed.
The Chairman : Are there any instances in railroad serv-

ice, wherein contingencies of this kind are provided against by a

rule similar to the one proposed here
;
I mean, any other branch-

es wherein there is a rule which provides that if a man is re-

quired to do a certain thing that is not included in his regular

assignment, that he receives pay for it; in other words, is that

principle recognized by railroads in the operation of their prop-

erty?

Mr. Trenholm: I think probably you might find rules in

some of these schedules that i)rovide for certain contingencies,

but they are very rare. I am not familiar with every schedule in

this Western territory, to answer up absolutely.

The Chairman : I am to infer that, as a principle, it is not

recognized by the railroads as a proper rule to be adopted in

the management and conduct of their business.

Mr. Trenholm : That is my x^osition.

Mr. Park : After all is said and done, Mr. Trenholm, when

these incidents do occur, which you say are quite rare, for a

through freight train to do any amount of local work or switch-

ing, are not the men fully and amply protected, in that they are

])aid for a full day every time they are called out, and any time

they may be engaged in switching or unloading freight, which

exceeds the ten hours is paid for?

Mr. Trenholm: Of course, they are ]iaid for all the time;

if they run into hours, they are paid the hours.

The Chairman : Suppose an engineer is in througli freight

service, and he is detained an hour and 50 minutes on the run in
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this kind of work, wlien be gets to his terminal is he entitled

to overtime pay, not having been detailed two hours?

Mr. Trenholm: Not if he got in within the time that his

miles, divided by ten, would produce.
The Chairman : As I understand, he goes in there, and his

overtime does not begin until the two hours expire ?

Mr. Trenholm : No, I think, your Honor, that is hardly the

correct understanding of it.

The Chairman : I may be under a misapprehension, but I

thought overtime—
Mr. Trenholm : I will try to make it clear to you. If a man

is running a 100 mile run, the miles divided by ten would pro-

duce ten hours, so his hours and his miles would equal. If he

is running 120 miles, twelve hours would equal his miles, so that

if he was on duty running 120 miles, in thirteen hours, he would

get one hour 's overtime, because his hours would be greater than

his miles. If he made the run of 100 miles in seven hours, he

would get 100 miles, or equal to ten hours.

The Chairman: Suj^pose he is on a lOO-mile run and 10

hours, and he is delayed at stations on account of having to load

and unload freight, and he does not get in until 11 hours and a

half?

Mr. Trenholm : He would get 11 hours and a half pay—an

hour and a half overtime, because his hours would be in excess

of his miles, your Honor.

Mr. Park : So that in that concrete case, he gets paid for

the 100 miles, and if he is detained, doing switching and station

work more than 10 hours—11, 12 or 13, whatever it may be—he

is always paid for that!

Mr. Trenholm: Yes, sir.

Mr, Stone: Suppose, in that same concrete case, he had

not stopped to do this switching, he could have run that same

100 miles in 8 hours. Then he would not get paid any extra, be-

cause he switched two hours?

Mr. Trenholm : No, sir
;
he would get the 100 miles, having

traveled the 100 miles in less than 10 hours.

Mr. Stone : And he did 2 hours that was not incidental to

his train at all
; probably commercial switching at some station?

Mr. Trenholm : He would have done the work the railroad

has to do. to serve the public, and my position has always been
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and is now that wliere the needs of the company require that he

perform service, that he do it without any premium. That if the

doing of that work forces the train to be 9 hours on the road
where it other^vise would have bee^ 7, and he is paid 10 hours, or

100 miles, which is its equivalent, then he is paid for all he is

entitled to be paid for.

Mr. Stone: While it is perhaps true, Mr. Chairman, that

we only hear of the human endurance of the men during arbitra-

tion cases like this, and that* from Grand Officers, we only run

against this solicitude for the public in cases like this. Now, it

is true that we have had this 25-cent ditferential, for local service,

for a number of years on some roads. It was made general in

the 1910 wage agreement. It is also true, that like a number of

other things, we have a rate, but have not anything to ])ut it on,

because they say they do not have any local work.

Mr. Sheean : AVliat road is that which you are referring to?

Mr. Stone : A number of these roads.

Mr. Sheean : Just give us an idea.

Mr. Stone: I do not know that it is particularly necessary
at this time.

Mr. Sheean: Name a place where you have no place in

which to apply it. I should think you ought to be willing to tell

us such a road.

Mr. Stone : For example, I have on the Oregon Railway &

Navigation Company, 40 per cent of the branches where we have

no local rate.

Mr. Sheean: Is that where they have only the one train

a day!
Mr. Stone : Some of it may be, yes ;

and some of them they

may pull a coach behind, to handle local passengers, which, under

your interpretation, would be a mixed train.

Mr. Sheean: And on which a mixed rate was paid by the

schedule with the men?
Mr. Stone : No, sir

;
and I may add for your information

that there is no mixed train in the Eastern territory. It is either

freight or passenger. Mr. Willard, who rei^resented the rail-

roads, said there was no such thing as mixed service. It was
either freight or passenger.

Mr. Sheean: I would like to know the road on which you
are unable to find a rate to which this local rate is a])plicable?
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Mr. Stone: If you have local trains all over this Western

country and they are so clearly defined, there should be no ol)jec-

tion to a rule saying what local trains are. The fact of the mat-

ter is, you are j^erhaps getting- 50 or (iO i)er cent of your \York

done for less than the local rate.

The Chairman : Wliat is the rate in mixed service, as com-

pared to the local rate?

Mr. Stone : On many of our Western roads, it is the freight

rate, and on some of our Western roads, a combination rate

about half way between the passenger and freight rate—not

so high as a through freight rate. In the East, however, it is

the freight rate, and where they do local work they get the

local pay. They get a through freight rate, unless they do local

work, and if they they do local work, they get the local rate.

Mr. Trenhohn, is it not a fact that on many of your roads

where the local freight business is heavy, that you will run

your regular, carded, designated local, doing the loading and

unloading of merchandise, and run an extra train to do all the

station switching ?

Mr. Trenhohn : Yes, sir.

Mr. Stone: That is ([uite common, is it not?
,

Mr. Trenhohn : I could not say how common it is. It is

quite a common thing with me, Mr. Stone.

Mr. Stone : In that particular case, there is no doubt in

your mind but that the through freight man, called out and

doing all this station switching, should be paid the local rate,

is there?

Mr. Trenholm: When we put a man out to do all the sta-

tion switching, to go out and relieve the way freight, there is no

hesitation on my part in ])aying the local or way freight rate,

because he puts in the entire day doing that work, for the reason

that the one train is unable to do it. We put on two trains to do

it, and where they devote their entire day and do all there is

of that to do, the station switching assigned to that work, we

])ciy the local freight rate.

Mr. Stone: I should like to ask you some questions on one

or two other points
—

Mr. Burgess: Mr. Stone, may I ask Mr. Trenhohn a (pies-

tion ?

Mr. Stone : Surelv.
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Mr. Burgess : Mr. Treiiholm, was the page you read from

this morning a copj^ of the reply of the General Managers to

the organizations !

Mr. Trenholm : Yes, sir.

Mr. Burgess : Page 119.

Mr. Trenholm: 119.

Mr. Burgess : I just wanted to ask a question, for the

purpose of getting light, Mr. Trenholm.

Mr. Trenholm: Yes, sir; it was a reply to the organiza-

tions.

Mr. Burgess : Now, then, you read the following para-

graph—I will just read one line: ''There has been no change
in conditions which justifies a departure from the established

differential between through and way freight pay.
' '

Now, what

rule or language was used, Mr. Trenholm, to create the differen-

tials referred to as ''established differentials!" There must

have been some method employed in 1910.

Mr. Trenholm: AVell, that is not in the—that is not in

there. That is in the 1910 settlement with the engineers.

Mr. Burgess: You don't recall just what it was?

Mr. Stone : I have it here before me, Mr. Burgess. There

is no distinction. This is the Award, if I might be allowed to

read it: "For engineers in local or way freight service, a dif-

ferential of 25 cents per day over rate paid on same class of

engine in through freight service. This not to a]:)pl\' on roads

paying engineers on a basis of 12 Vi miles per hour. Where a

greater differential now prevails, same shall be maintained."

The Chairman: A^^iat Award is that?

Mr. Stone : Settlement of 1910.

The Chairman : In Western territory ?

Mr. Stone : Yes, sir. There was no definition of what was

a local. We discussed it at length, and, finally, the Managers
declined to give a definition.

Mr. Burgess : Well, Mr. Trenholm, while that may be true,

when the Award was rendered, this language, to my mind, would

imply that there was some method employed to establish the

differential. Don't you think so?

Mr. Trenholm: Well, of course, speaking from memory,

(Mr. Stone will correct me) we spent three months in 1910 dis-

cussing these things before we came to a settlement, and then
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went to mediation. The discussion at that time was on the

basis that these trains were entitled to a differential, spealdng
of the way freight trains that went over the territory and did

the work assigned to a local train and put in their entire trip

doing that work. The engineers at that time had the same

request that is in now, to define a local way freight, what con-

stituted a local way freight, and that was discussed and threshed

out, and finally, at the Managers' request, withdrawn. "We

granted a differential of 25 cents, but the defining of what was
a way freight was withdrawn at the Managers' request. So,

whatever discussion there was, was just such discussion as we
are having now, along the line anyway. But the trains were
scheduled at that time just as they are scheduled now. There
has been no change that I know anything about.

Mr. Burgess : Well, now, Mr. Trenholm, the settlement

did not provide any well defined runs, but did provide that 25

cents should be added to the trains that were known as local

and way freight, and that condition prevails up to the present

time, as I understand you, Mr. Trenholm.

Mr. Trenholm: The definition is just as it was then. It

is defined in the working timetables of the railroad. On each

district, they define a train in each direction as a local or way
freight.

Mr. Burgess : So that in Chicago, May 8, 1914, the answer
of the General Managers to the employes was, in effect, that

the established differential was proper at this time. Now, all

that I was trying to obtain, Mr. Trenholm, was the method as to

how the trains were designated in order that this 25 cents might
be applied. I didn't know but what perhaps we might use that

method in this.

Mr. Trenholm: There was nothing. It was the schedule
of the trains. Some trains are scheduled as local or way freight
trains. There was a differential prior to 1910. I don't mean to

say that was the starting of it. There were differentials as low
as 10 cents, and as high, perhaps, as 50 cents. Now, the desire

of the men was that we establish a differential on the way
freights as they existed and were scheduled then. That was
done. And, in addition to that, they asked that we go further,
and define what a way freight was, beyond what the timetable
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designated, and that we declined to do, and at onr request tliey

^yitlldrew it.

Mr. Burgess : It is fair, then, to assume, that this 25 cents

differential that was granted in 1910 was only applied to such

trains as were designated on the working time card of the rail-

road, is that right"?

Mr. Trenholm: Well, I don't think—that is rather

straight-laced. The definition was placed on way freight.

Mr. Burgess : Exactly.

Mr. Trenholm: Now, there might be conditions at that

time where there might not have been way freights designated
on the time card; I don't know; but it was to apply to way
freights that do way freight work, and, generally speaking, it

was to apply on the designation as provided for by the working
timetable.

Mr. Burgess: And if the railroads at that time had no

local way freights designated on the time card, but later did

designate a train on the time card, that train and that train

alone would obtain this 25 cent rate 1

Mr. Trenholm: Yes, sir.

Mr. Burgess: Thank you, Mr. Trenholm.

Mr. Nagel : Mr. Trenholm, your schedules are really your

interpretations of these terms?

Mr. Trenholm: Yes, sir.

Mr. Nagel: Through trains and local way freight trains!

Mr. Trenholm: Yes, sir.

Mr. Nagel : And what the men ask for is a broader defini-

tion ?

Mr. Trenholm : Yes, sir.

Mr. Nagel: By rule!

Mr. Trenholm: Yes, sir.

Mr. Nagel: The real meaning of both terms is perfectly

clear, and the difficulty arises with respect to through trains that

do some local work ?

Mr. Trenholm: Yes, sir.

Mr. Nagel : You say that when the local way freight be-

comes the predominating factor, that then the train changes its

character ?

Mr. Trenholm: Yes, sir.

Mr. Nagel : And the differential is to be paid ?
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Mr. Trenliolm: Yes.

Mr. Nagel : The men say that so soon as the throiigli

freight does any local work the character ought to he changed?
Mr. Trenholm : Yes, sir.

Mr. Nagel: You say that is not possihle?

Mr. Trenholm: I say it is not equity.

Mr. Nagel : It is not equity. Now, the practical question

presented to us is whether we shall undertake, by rule here, to

decide what proportion of local work a th]Y)ugli freight shall do

before the men will become entitled to the differential ?

Mr. Trenholm: That is a matter very proper for your
Board to consider, yes, sir.

Mr. Nagel: And you do not advocate that?

Mr. Trenholm: No, sir.

Mr. Nagel: Well, in your judgment, it is a question of

proj)ortion, is it not!

Mr. Trenholm: Yes, sir.

Mr. Nagel: 80 soon as tlie local work becomes the more

important part of the train, it changes its character?

Mr. Trenholm : It is a local train then, yes, sir.

Mr. Nagel: Until it does, it remains what it was, notwith-

standing the incidental work which it does'?

Mr. Trenholm: Yes, sir.

Mr. Nagel : Is there an>' room for a third classification ?

Mr. Trenholm : I have never given that any thought, Mr.

Nagel. I don't think there is. I think I am safe in saying that

there is no occasion for it.

Mr. Nagel : Well, ordinarily, I don't favor too many classi-

fications, because I have in mind that the Latin grammar had

more exceptions than rules. Still, that question does suggest it-

self to an inexperienced member of the Board. The pressure
seems to be upon that point, and the (|uestion is whether i)rovision

can be made for it.

Mr. Trenholm: That would open quite a large field again
in your railroad operation, getting so many classifications of

your service, the different rates of pay applying to each, that it

would make it more complicated than it is now, which is unde-

sirable, at least.

Mr. Stone: Mr. Chairman, I want to assure you that if

thev would confine their local work to their local trains such as
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tliey describe here, this question would not be liere, but wbeu
they get the majority of their local work done by their thi-ougb

freight trains, the men that are handling these through freight
trains think they should have the local rate.

Mr. Park: "Would that be a satisfactory settlement where
on a road the maioritv of the local work was done bv throua:li

freight trains, then the rule would apply?
Mr. Trenholm: I don't think Mr. Stone can sul)stantiate

that statement. I certainly don't agree to it. T tile a protest

against any such statement that is not backed l)y evidence. The
fact is that practically all of the merchandise business—I think

I am safe in saying 95 per cent of all the merchandise less than

carload business is handled by the regular scheduled way freight
trains. They are put on for tl.at purpose.

Mr. Nagel : What ])roportion?

Mr. Trenholm: 1 think I am safe in saying 95 per cent o^

all less than carload business is handled by local way freight

trains, scheduled for that purpose.

Mr. Park: Then the lailroads would be perfectly safe in

adopting Mr. Stone's proposition, that where half of the work
is done by through freight trains, or a majority, that the I'ule

would apply?

Mr. Trenholm : [ think I have testified, ^Ir. Park, in

ansAver to Mr. Nagel, that wherever the preponderance of work
is- local or way freight that it pretty near automatically cl>anges

the character of the train, and it is only a (piestion then of

changing its classification on your time card.

Mr. Nagel : How would you define the question of prepon-
derance f

Mr. Trenholm: Well, I would like time to prepare my
answer on that. There are a great many elements that come
into that; whether it would be the time he was doing it, the

amount he was doing, or whether that in itself caused delays

that prevented him from getting over the road on a mileage
basis. So many things come into it. I would be perfectly will-

ing to give it a little thought, to give you the best judgment T

have, Mr. Nagel.

Mr. Nagel: Of course, we come back to the same ques-

tion, whether you think it better to leave it to be adjusted be-
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tween the men and the officials, as questions arise, or whether

you think a rule can be formulated that will give intelligent and

satisfactory expression to that test.

Mr. Trenholm: I don't believe a rule can be drawn that

would apply over so great a territory, and apply with equal

justice to the men and the railroad. I think it should be left

to adjustment by the local committee. They are equipped to

take up all these things with the management and the operating
officers.

Mr. Stone: In reply to Mr. Trenholm, who objects to any
statement of mine that is not backed up by data or evidence, I

have not filed any protest against any statement he has made
on the ^^^.tness stand, and yet there have been statement after

statement—
Mr. Trenholm: I am under oath.

Mr. Stone :
—that I don 't agree with, and I question very

much whether he can substantiate it.

Mr. Trenholm: I am under oath, and testifying to the

best of my knowledge.
Mr. Stone : Is that your personal opinion ?

Mr. Trenholm : As to my personal opinion and knowledge.
Mr. Stone : And yet when I ex]iress an opinion you chal-

lenge it unless I back it up with evidence.

Mr. Trenholm: I am not objecting to your opinions, but

when you make positive assertions, not under oath, I think they
should be substantiated by witnesses, in justice to both sides.

Mr. Stone: All right. It is not my purjoose to file a pro-
test at this time against anything, so as to give the other side

a right to appeal. I have been on this committee too long for

that.

Mr. Trenholm: We won't appeal.
Mr. Stone : Yes, I have had a little experience in that too,

when they said they wouldn't appeal.

Mr. Trenholm: We won't.

Mr. Stone: Coming back to this question—
Mr. Nagel : Sufficient unto the day is the evil thereof. Let

us proceed with this.

Mr. Stone : I suppose so. We will cross that bridge when
we get to it.

Coming back, I think the whole fact remains, they don't
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want any rule, because as long as they don't have any rule it

won't be necessary to pay it.

Mr. Trenholm : Now, there is another assertion.

Mr. Stone : Now, I want to ask you, if the officials of these

various roads—you told us in 1910—or your chairmen did, you
could g'o back to the different territories and work this out with

the different local officials. It is very evident we didn't do it,

because we have it here again. If tlie local officers are compe-
tent to determine what a way freight is, why cannot this Board

do so?

Mr. Trenholm: You make an assertion, and then ask a

question.

Mr. Stone: Well, that has been the game all the way
through here.

Mr. Trenholm : You say it is evident they could not work

this out.

Mr. Stone: If it had been settled it would not be back

here. That is sure.

Mr. Trenholm: It is back here in an entirely different

form. There is no evidence here that the local committees have

tried to work it out. I am stating under oath that the commit-

tee on the Omaha Road had cases up, and so far as I know they

were adjusted, and to the best of my knowledge satisfactorily.

I have no knowledge that any committee had it up with any
individual road, excepting one or two in California that I have

specified here, and those branch lines. I have no other testi-

mony or evidence that any effort has been made to make any
different rule than was in effect, and in answer to your asser-

tion that the reason these roads don't want it is because they
don't want to pay it, they are paying it. They are paying it on

every district, in each direction, each day, to the train that

performs that work.

Mr. Stone: Then, if that is absolutely true, a definition

will not hurt you any.

Mr. Trenholm : Not if the definition says that a train that

goes out to do that work and performs it all day will be classified

as a way freight. I am willing to accept that now.

Mr. Stone: Well, it would hinge on that honest day's work

again that we have heard so much about.

It became necessarv on one or two of our Western roads.
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I reiiieiubtT very distinctly, to have a rule tliat provided that

when a way freight train was annulled and another train did

the work, that they should receive the way freight pay.

Mr. Trenholm: I think that is a very proper rule. If a

way freight train was annulled and another did the same class of

work, and went out and did it all day.

Mr, Stone : But if they wanted to play the game squarely,

whv should it be necessarv to have a rule?

Mr. Trenholm : 1 don't know of any necessity of having
it. I don't know why they wouldn't do it just as well witliont

the rule as they would with the rule, if they agreed with the men.

Mr. Stone: Now, coming back to this question of test

trains. Do I understand that these 2,000 test trains shown here

by Mr. Tollerton, are all the test trains that were made in the

Western territory when yon were getting this evidence?

Mr. Trenholm : I think I would prefer to have Mr. Toller-

ton's testimony on that. He was the chairman of the committee

that handled that, and while in a general way I know what

was being done, how it was being done, and the purpose of that,

I do not think that I am qualified to testify as to just the num-

ber of trains that were tested, or whether that was all. I think

not. I think there were some tests made that were not in the

exhibit, as I remember it, for one reason and another. I would

not undertake to testify just why.
Mr. Stone : Is it not a fact that on a numl)er of divisions

tests were made that were not satisfactory and were not used?

Mr. Trenholm : There were tests made that were not used,

but whether it was because they were imperfect in some way that

Mr. Tollerton did not think it was in-oper to |)ut them in, either

for the one side or the other, that they were left out, I would

much prefer that Mr. Tollerton would tell it to you, because he

knows more about it than I do.

Mr. Stone: In reading over your testimony yesterday
afternoon I find here a question by Mr. Slieean, that, if I under-

stand you correctly, you gave assent to. It reads like this (on

page 5737) :

"Mr. Slieean: Well, then, Mr. Trenholm, even if the Board

concludes to adopt and promulgate a uniform meal hour rule in

switching service, and by meal hour rule, I mean a rule designed
to give the men an oiiportunity actually to take that hour for a
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meal, where that is possible, is it not quite essential that in the

fixing of such a meal hour rule, consideration should be given
to the fact that on roads where the limits established for meals

for yard enginemen and switchmen, are identical, that that be

changed only by mutual consent of all the parties concerned on

that road."

Do you understand that this Board will liand down an

Award, and it will depend upon the consent of some other class

of employes as to whether or not that Award can be put in

effect f

Mr. Trenholm: What w^as my answer to it, Mr. Stone!

Mr. Stone: "Mr. Trenholm: I think any rule of that kind

that would be formulated by the Board, should take into consid-

eration the fact that the men who work with the engineer and

firemen have a meal hour that is fixed by rule, and that the engi-

neer and firemen's rule should conform to that rule, if that rule

is a reasonable one, and not disturb the conditions."

Mr. Trenholm : Now, what is your question, Mr. Stone ?

Mr. Stone : What I want to know is, in case we should get

an xWard fixing a meal hour, will it be necessary to take that

Award and have some other class of employes put their stamp of

approval on it before it be put into effect .'

Mr. Trenholm: My notion is that the Board of Arbitra-

tion has the power to do that if they desire; that they can make

an Award conditional on the full crew in the service adopting

it as the meal hour for all the men
;
or they have the authority to

make any other Award that they see fit to make, or decline to

make any.
Mr. Stone: I understand the Board can decline to make

any; either reject or grant a certain concession; but I do not

understand that this Board can hand down an Award and make

it conditional on whether some other employe who is not before

this Board at all with your question, will either approve or re-

ject it.

Mr. Trenholm : Well, my answer was as T felt, and, of

course, the Board is well qualified to know their limitations—
how far they can go. I would not want to testify as to that.

Mr. Stone: Well, it impressed me as a new idea when I

read it through last night.

Mr. Trenholm: Mv thought all the way througli was an
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honest tliouglit, that you have got a imiform time in which there

are five men or six men in a crew that are supposed to go to

dinner. Now, my tliought was that it would be undesirable that

two men out of this five should have one time to go to dinner,
while the other three would have another, and that while one set

of three men were eating dinner you could not use the other two,

and while the other two were at dinner you could not use these

three.

Mr. Stone: WeW, you understand, Mr. Trenholm, in our

request we are not asking for a meal hour. We are asking for

continuous time!

Mr. Trenholm : Yes, sir.

Mr. Stone : In switching service.

Mr. Trenholm : I understand what you are asking for, ]\[r.

Stone.

Mr. Stone: Then, is the question of the meal hour before

this Board at all ?

Mr. Trenholm : It is before them, certainly, in a way. You
have a meal hour todav, and vou are asking to have it changed to

continuous time.

Mr. Stone: "\Ve are asking for pay, but we don't discuss

the meal hour at all. We simply say he will have thirty minutes

to eat, some time, but we don't ask for a meal hour to be fixed.

Mr. Trenholm: Possibly, that is true.

Mr. Stone: We have many meal hours fixed now, on the

diiferent switching properties.

Mr. Trenholm: Yes, sir.

Mr. Stone: And sometimes, I believe, they are different

from the switchmen,

Mr. Trenholm: I think there may be a small difference,

but not serious enough to affect the meal hour.

Mr. Stone : Mr. Phillips wants to ask some questions.

Mr." Phillips : Mr. Trenliolm, if I can go back a little, you
testified, I think, the other day, something about messenger ser-

vice coming under the head of unclassified service. I don't recall

the exact nature of it, but that was your understanding, was it

not?

Mr. Trenholm : I think one of the questions was in defin-

ing unclassified ser^dce. I think I named a number of thino-g
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tliat might come under tliat. I did not attempt to name them

all, Mr. Phillips ;
I think messenger service was mentioned.

Mr. Phillips : Now, if messenger service was included in

the unclassified service, and a man was sent out to act as mes-

senger on a locomotive, properly termed a dead engine, although

they are sometimes run under steam—they are under steam, not

running-. They are being- towed in a train. Would you con-

sider that a messenger under such conditions, would be subject

to the Hours of Service Law, the same as the man working on

the train?

Mr. Trenholm: Well, I would rather doubt that, Mr.

Phillips.

Mr. Phillips : Well, if he was being- paid as a messenger,
and the Hours of Service Law required the remainder of the

crew to tie up, and he was then used as a watchman, or in any
other capacity, aside from acting as a messenger, would you
consider he was entitled to whatever pay the schedule provided
for the additional service?

Mr. Trenholm: Yes, sir.

Mr. Phillips : I would just like to ask a question on that

$3.75 rate, on engines having cylinders of certain dimensions,

or weighing a certain amount on their drivers. I understood

you to say, Mr. Trenholm, that at the time that rate was fixed,

you had no engines coming wdthin that class, on the Omaha
Railroad?

Mr. Trenholm: That is my recollection?

Mr. Phillips : And, later, when those engines did come, you

applied the rate that had been fixed a year or two before, by
an Arbitration Aw^ard?

Mr. Trenholm: I think that is true, Mr. Phillips. I re-

member it was applied on the engines.
Mr. Phillips: Were those superheated engines?
Mr. Trenholm: Yes, sir.

Mr. Phillips : You believe, do you not, Mr. Trenholm,—or

perhaps I should say is it not your understanding that these

arbitration awards, fixed under a Federal law, or granted under

the terms of a Federal law, become binding upon both parties
for the period of time designated, ordinarily one year?

Mr. Trenholm : Yes, sir.

Mr. Phillips : Now, those awards become a part of the



5784

schedules on the different railroads, do they not, just the same

as the other schedules, parts of which they supersede! They
become the working agreement on the diff'erent roads?

Mr. Trenliolm: Yes, sir.

Mr. Phillips: Now, both parties are bountl for a period of

one year, to the effect that no change or deviation from the

award can be made. Is that not your understanding?
Mr. Trenliolm : I think that is correct.

Mr. Phillips: And after the year has ex])ired, the award,

being a part of the working schedule, continues in effect there-

after, until changed by the usual method, does it not?

Mr. Trenliolm: Well, I would hardly think so. T think,

however, Mr. Phillips, that that is the customary way of doing
it. I think it becomes a part of the schedule, and in the absence

of any notification to the men, or from the men, of the usual

desire to make a change, that the arbitration would continue

indefinitely.

Mr. Phillips : T believe that is the view held by the Fed-

eral Board of Mediation and Conciliation, and I am quite sure

that is the view held by managers in Eastern territory. In

other words, that the award is binding for the period of one

year, to the extent that neither side can change from it. There-

after, it continues in effect, subject to change after due notice,

and by the usual methods. Is not that the general custom?

Mr. Trenholni: AVell, T would say that was the general

practice, although T know of no law and no requirement that

makes it such. I think the roads have accepted the arbitration,

or mediation, as the case may be, generally speaking. While

there have been some cases of dispute as to minor questions, in

so vast a territory, I think they have been small. I think the

roads accept those things as being proper, and applying to the

conditions usually, and as being a fair award, and have gone
ahead and i)ut it in effect and continued it in eff'ect.

Mr. Phillips: Well, you think that is proper, do you not?

Mr. Trenholni: Yes, I think it is proper, Mr. Phillips.

Mr. Phillix)s: These matters that are arbitrated, as in this

case, and other cases have been similar in some respects, pertain

to working conditions or rates of wages which are covered by
schedule or agreement on the different roads, do they not ?

Mr. Trenholni: Yes.
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Mr. Phi]li])s: Now, when the award is rendered in an

arbitration of this character, those things are settled by that

means and become a ]);u't of that working schedule or agreement,
do they not?

Mr. Trenholm : For the year following the award.

Mr. Philli])s : For the year, to the extent that neither side

can change or deviate from them for tliat i)eriod, or whatever the

designated period may be ?

Mr. Trenholm : Yes, sir.

Mr. Philli^js: Now, having become a ])art of that schedule

or agreement, and the agreement cai-rying a clause, as they

ordinarily do, that no change will be made without due notice

from either party desiring such change, would there be—
Mr. Trenholm: No, I beg your pardon, T do not follow you

there, Mr. Phillips. The schedule is separate and distinct from

the award. The award is only made as covering a part of the

schedule, and there is no clause in the award that says that no

change will be made in this after the expiration of a year without

giving due notice. That applies to the agreement between the

men and the officers of the railroad, and I do not think the rail-

roads raise that question at all
;
and where the arbitration or

mediation, or whatever settlement is made, provides for either a

ten per cent increase in pay, or a certain amount to each class of

work, that is i)ut into your schedules, and I do not think any
road, if the award was within reason, would, at the end of a year,

want to go back and reduce a man's pay, nor do they want to

change any rule that might be awarded, if it is within reason.

That is one of the things that stirred up a good deal of noise in

1910, in tlie Firemen's Award. A great many roads felt that

the award of $3.75 was unfair and unjust, and was out of propor-

tion, and it created a great deal of resentment. 1 know that some

of the members connected with the committee stated openly,

when it was made, that they would bush their cylinders; Grant

Hall did it, and I think Mr. Emerson made the statement that

they would bush their cylinders, because they did not believe the

award was fair or equitable. That very seldom hai^pens in an

award or settlement, because while they may think it is pretty

hard, or may feel both ways, the men may feel "Well, we think

we got the worst of it," or the companies may feel that they got
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the worst of it, but it is not serious enough to produce or cause

any radical action.

Mr. Phillips : Now, Mr. Trenholni, you say that the award,

when it is reached, is usually written into the schedule ?

Mr. Trenholm: I think usually, in most schedules I have

seen, it is printed and—
Mr. Phillips: And incorporated as a part of the schedule?

Mr. Trenhohn: Yes, sir, attached to the rear part of the

schedule as the award applying for that year.

Mr. Phillips : Without passing upon its reasonable or un-

reasonable figures, unfortunately those things are viewed from

different points.

Mr. Trenholm: Yes.

Mr. Phillips: But the men, if they happen to feel that a

thing is unreasonable, could not change until after the year,

could they?
Mr. Trenholm : No.

Mr. Phillips : And then they could not change without due

and proper notice, could they?

Mr. Trenholm : Well, their change, of course, would natur-

ally be for something additional ; they would not want to reduce,

and to get anything additional they would have to serve pro])er

notice.

Mr. Phillips : Do you not think, coming back to this ques-

tion of fairness, that the same should apply to the railroads ?

Mr. Trenliolm: Yes, sir.

Mr. Phillips: And that they should also serve proper

notice ?

Mr. Trenliolm : Well, I understood you were making it as

part of the award.

Mr. Phillips: No, sir.

Mr. Trenliolm : As a question of fairness, I think the roads,

in making any change in their schedules at any time, and in

any award, should give the men the usual and customary notice

of their desire to do it.

Mr. Phillips: Don't you think, in the absence of such a

notice, that the award should continue in effect?

Mr. Trenholm: I think it naturally would, but I do not

think there is any law or absolute requirement to make it con-

tinue, but I think in all fairness it should.
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Mr. Phillips: A great deal has been said about fairness,
and while I do not want to debate that subject—

Mr. Trenholm: I do not, either.

Mr. Phillips: But fairness is more or less a man's per-
sonal viewpoint, after all.

Mr. Trenholm : Yes.

Mr. Phillips : There is a well known natural law, I believe,

that no two men can have the same zenith.

Mr, Trenholm : Yes.

Mr. Phillips : And it is equally well known that no two
men can have the same perspective ;

so that ideas of fairness are

largely questions of perspective or view^^oint ;
but my whole idea

is that the rule that applies to one should apply to the other,

Mr. Trenholm. That is my idea of it.

Mr. Trenholm : Well, I—
Mr. Phillips : And you grant, without reservation, that a

settlement having been reached through arbitration, and an-

award granted, is a settlement, just the same as if you reach it

through negotiation, mediation, conference, or any other means.

Mr. Trenholm : It is a settlement by arbitration.

Mr. Phillips : It is a settlement by the agreement to arbi-

trate those questions?
Mr. Trenholm: Yes.

Mr. Phillips : It is a settlement by agreement, covering
those particular points.

Mr. Trenholm: I do not know that it is. It is an award
on the points at issue, and applies for a year, and you usually

attach it to vour schedule for convenience, to have it there be-

fore you. But the award does not pass on lots of things that are

in 5"our schedule. It does not pass upon whether you shall have

thirty days' notice after this is over, or anything else.

Mr. Phillips: If that is a part of your schedule before, it

is not affected one way or the other by the award.

Mr. Trenholm: No.

Mr. Phillips : Nothing in your schedule that is not cov-

ered by the award is disturbed or affected by any award f

Mr. Trenholm: No.

Mr. Phillips : And, therefore, if the matters in contro-

versy are settled, and become part of that w^orking agreement, if

your whole schedule tormiuatos with a clause that no change
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will be made in this schedule without due or proper notice, thirty

days usually, that would apply to the parts of the award, would
it not ?

Mr. Trenholni: I do not think so.

Mr. Phillips : I do not want to speak for anybody else,

and I did not suppose there woukl be any ditference of opinion
between you and nie, on that point, nor is it my purpose by
these questions to build up any wall to get behind later—

Mr. Trenholni: What is your pur})ose then?

Mr. Phillips: The purpose is that it may be clearly under-

stood by both sides. It is clearly understood by the Federal

Board of Mediation, and by the Managers' Connnittee for the

Eastern District—
Mr. Trenholni : What has the Federal Board of Mediation

to do with the railroad schedules? We make a schedule, and so

far as that schedule which we make is concerned, we have a

provision which requires thirty days' notice from either side;

as a general thing it is thirty days. There are certain points
outside of that schedule entirely. You go in and ask for an

increase of pay, and you are awarded, for one year, 10 per cent.

Now, that goes into etfect. Xow, at the end of the year there

is nothing that makes it automatically continue. They do not

say that the condition of your schedule is changed. If you
wanted to change your original schedule, you would give a

notice.

Mr. Phillips: Does not the Arbitration Law jtrovide that

it shall l)e effective and not sulvject to change for the period

designated ?

Mr. Trenholni: One year, yes, sir.

Mr. Phillips: But it does not i)rovide that a change shall

be made immediately ujion the expiration of that period.

Mr. Trenholm: No, nor does it ])rovi(le that it shall not

be made.

Mr. Sheean: May 1 interrui)t you, Mr. Phillips? In view

of the agreement here, you having stated that your ])urpose

was to make it clear, as to th^ etfect ; clause 7 of our Arbitra-

tion Agreement in this case reading: "That the award made

by said Board shall become effective at the expiration of ten

days after the making and filing of the same, and shall continue

in force for one vear from that date, and thereafter subject to
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the usual tliirty days' notice to or by any of said railroads; but

such notice may be given before the expiration of said year,"
in view of that being the agreement under which we are arbi-

trating here, what is your purpose in asking these questions '!

Mr. Phillips: I was not unmindful of that, and 1 think all

my interrogatories have been right in line with it.

Mr. Slieean : Suspecting that you might be trying to com-

mit, or get from the Chairman an answer as to some ])ast prac-
tice or past arbitration, I simply wanted to direct your atten-

tion to the fact that l>y the agreement to arlutrate here, this par-
ticular point is specifically covered.

Mr. Phillips : Now, gentlemen of the Board, 1 think it is

a most deplora])le condition, if parties to the respective sides

here can not bring from a witness a clear understanding with-

out having the feeling exist that he is trying to trip somebody.
The Chairman : Mr. Phillips, I was unavoidably detained

from the room, and really do not understand the question you
are discussing.

Mr. Sheean: T do not, either. The statement was made
that it was for the purpose of having a clear understanding as to

what would arise under this agreement, and in view of this agree-
ment making a specific provision on the point, I thought per-

haps Mr. Phillips' attention was not directed to the fact, that

any doubt as to past agreements was specifically cleared up
under this particular contract.

The Chairman : Will you kindly tell me the trouble, Mr.

Phillips ? I did not understand, as I was detained from the room.

Mr. Phillips : Tn a few words, Mr. Chairman, I asked a few

questions, trying to ascertain if the understanding of both sides

was alike in this matter, and T felt sure that they must be, having
in mind this agreement all the time. And T think that ])rinciple

laid down in the agreement which Mr. Sheean has just read, is

the principle which has been applied in the past, and I am sure

it is the feeling held by the Federal Board of Mediation and Con-

ciliation. Mr. Trenholm seemed to fear my line of (]uestions was
to get him committed to something which would be unfair to him,

or be used against the railroads later. I wish to assure Mr. Tren-

holm and the Board that such was not my purpose, and I think

every question I asked was exactly in line with the understand-

ing as clearly defined in the agreement of arbitration.
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The Chairman : Your question related to some article in

the agreement, did it!

Mr. Phillips : My question, your Honor, specifically related

to the continuity of rules granted by the Arbitration Awards.

The Chairman: Well, you may proceed.
Mr. Stone : I would like to ask you one more question, Mr.

Trenholm, if T might. I understood you to say, in answer to a

question of Mr. Phillips', that the Conference Committee of

Managers felt that the award was so unfair and unjust, that they
immediately said thev would bush their cylinders, rather than

pay it.

Mr. Trenholm: I think,—I was not on the committee at

that time, but I was here in Chicago, and that was the general

talk, that that particular item in the award, not the award as

a general proposition, but that particular item in the award of ap-

plying a $3.75 rate to the same weight of an engine that was

drawing $2.75, just because the cylinder was a little larger on

one than on the other—that they resented that quite strongly

and thought it was unfair, and I heard expressions that they
would take away the large cylinder ; that is all.

Mr. Stone: The fact remains that they did do itf

Mr. Trenholm : I think some of them did, yes, sir.

Mr. Stone : So they did not carry out the award in good
faith?

Mr. Trenholm : Oh, yes, I do not tliinli that is a violation

of the award, if they take the cylinder off and put on a smaller

one. If it was based on the cylinder, they might have destroyed
some of the effectiveness of their engine. When the cylinder

was not that size and they did not pay it, they violated no award.

Mr. Stone : You would call that good operation, would you?
Mr. Trenholm: No.

Mr. Stone : If the men had done that, what would have

been the charge against them?

Mr. Trenholm : They do not control the cylinders.

Mr. Stone : That is the great trouble : That is the reason

why we got the weight on drivers.

The Chairman : Has there ever been any disposition on the

part of the men, in these various arbitrations, to disregard any

agreements or any conclusions that have been reached by the

arbitrators'?
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Mr. Trenholm : 1 think there have been qnestions of dis-

pute between the companies and the men, from their standpoint,

as well as from the company's standpoint; but, of course, they
are not in a position to do things of that kind,

Mr, Phillips : Mr. Chairman, there has been so much said

on that subject
—I don't want to bring up this long continued

discussion of the $3,75 rate on certain classes of engines. The
Santa Fe has been mentioned, from time to time, as having some
small engines that did not weigh as much on the drivers as some

other larger engines, perhaps ;
did not have as big cylinders ;

but

I think there is no protest against the attitude of the Santa Fe
Railroad Company, because I think they have paid the rates, I

think they have treated the men with absolute fairness. Now,
as I have said, this fairness idea is purely a matter of perspec-

tive, and while I referred to no two men having the same zenith,

a moment ago, some modern Solomon has figured out that two

men can have the same zenith, by one standing upon the other's

head, but we will have to admit that each had a different per-

spective.

I don't want to enter into the fairness idea of this at all.

Fairness is not so much what a man thinks of himself, as what

other people think of him; so I don't care to discuss the idea of

fairness, but this idea that the employe has no chance to change
the conditions, as outlined by Mr. Trenholm, is the whole thing.

There is nothing within the power of the employe that will en-

able him to change a condition, and while I don't know that he

would if he could, I think he would be as likelv to as anvbodv

else, if he would gain thereby. But there being nothing that

would enable him to change a condition, to give to himself some-

thing that he was not granted through an award, I do not think

it is proper that the other side should change conditions, to de-

prive him of something granted to him through the same award.

That is my view of the whole thing.

Now, on these engines, a great deal has been said about these

little engines, but the fact remains that there are a lot of big

engines covered by the $3.75 rate. Some roads, like the Chicago
Great Western, Union Pacific, and Oregon Railway & Naviga-
tion Company, have engines bigger than the limits defined in

this Arbitration Award, and in all cases, these rates have not

been paid.
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The Cliairinan: Perhaps I was not explicit enough in my
question to Mr. Trenhohn. The point I wanted to bring out was
as to whether, in instances where the men felt they had been

treated fairly, they do usually render faithful and efficient

service !

Mr. Trenhohn: Oh, yes, your Honor. I agree with Mr.

Phillips that no railroad should do anything to avoid a fail-

award, given by any Board.

The Chairman: Otherwise it would not amount to much ?

Mr. Trenhohn: No, I think that would spoil the effective-

ness of the award. I am not defending the bushing of the cyl-

inders in that case. I do not know anything about the situation

of this road. There has been a great deal of talk about it. I

know T put the rate in, long after the award had expired, on

some engines, and 1 know of my own knowledge that some of

the roads have asked for a rehearing, and thought the award
was a mistake, as a matter of fact, and held back the pay until

five or six months
;
but those roads did pay back pay. They

carried out the terms of the award, as far as I know, in prac-

tically all the cases. I have investigated a number of them,
while I have been on this Board, on the complaint of the men.

Mr. Park : Mr. Trenhohn, in case the award should

specify weiglit on drivers, and taking a concrete case of an

engine, weighing, say, 150,000 ])ounds, if the road in redesign-

ing it, changed the boiler or some part of it, or took out the

superheater, and reduced the weight of that eiigine on the driv-

ers, say 5,000 pounds, do you think the rate then should change,
if the standard broke at 150,000 i)ounds f Would the railroad

be entitled to take advantage then of the lower rate?

Mr. Trenhohn : I see no reason why they should not, as

much so as if they had increased the weiglit.

Mr. Park : Now, if an engine was o])erating with a 24-

inch cylinder, and her cylinder was too large, and she was not

giving the proper service under those conditions, and the road

would elect to reduce the size of that cylinder, by putting in a

bushing, wdiicli is frequently done, ordinarily, without regard to

rates, and by reason of that change the cylinder was reduced to

28 inches, would not that be a proper way of handling the

matter!

Mr. Trenhohn : Yes, sir.
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Mr. Park: If a inistaki' was made in bushing- tho cylinder,
and the engine was not effective, and was losing her efficiency,

that would amount to a great deal more than the dift'erence in

])ay for a fireman, would it not!

Mr. Trenholm: Yes, sir; I do not think any road could

make any money, by reducing the cylinder.

Mr. Park: Did I understand you rightly in saying that

Grant Hall and Mr. Emerson were members of that connnittee?

Mr. Trenholm : \ said they were here in Chicago.
Mr. Park: They were not members of the committee?
Mr. Trenholm: I don't remember who the members of

that comimttee were. I don't think so. Mr. Scott was a mem-
l)er of that committee.

Mr. Park: Mr. 8cott was one of the arbitrators later.

He was not a member of the committee.

Mr. Trenholm : He was a member of the committee I was

serving on here, at the second hearing of the Firemen. There
was a great deal of talk among the mechanical men, about the

$3.75 rate, and T heard a good deal of talk.

Mr. Park: Is it not a fact that about that time the super-
heater was new; the mechanical men did not understand it as

thoroughly as they do now, and there was a tendency to increase

the size of the cylinder beyond that of good practice.
Mr. Trenholm : At that time, as I learned it, that was the

only way to get the benefit of the superheater, was to enlarge
the cylinder, but I understand, lately, that that is not necessary.

Mr. Park: That advantage is only obtained in bad water

districts, and where they desire to favor the boiler.

Mr. Trenholm: That is what mechancial people say today.

Mr. Park: That is all.

Mr. Xagel : Mr. Trenholm, in the last analysis, the differ-

ent men engaged in the railroad business, have acted with re-

spect to awards, very much as other men would act under like

circumstances; is that true?

Mr. Trenholm: Oh, yes, sir.

Mr. Nagel : The trend has been to increase rates and im-

prove conditions, has it not?

Mr. Trenholm : Yes, sir.

^fr. Xagel : The railroads have not had anv new rights to
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insist upon, )jut they have at times soiiglit to avoid the eouse-

quences of some phases of an award?
Mr. Trenhohii : Yes, sir.

Mr. Xagel : Yon think sometimes, fairly and at other times

perhaps unfairly ?

Mr. Trenholni: Yes, I think it becomes the matter of an

individual, a great deal, when you spread a thing over so great
a country, that there is liable to be some individual who thinks he

can do something that is smart, i^erhaps, and get away from it.

I think, generally speaking, the railroads, Mr. Xagel, live up to

the awards very closely
—aim to and desire to.

Mr. Nagel : And, similarly, you think that sometimes tlie

men have been disposed to insist upon technical rights, as against
the reason of the roads?

Mr. Trenholm : I think there are cases of that kind.

Mr. Nagel: And it has been a perfectly human gain?
Mr. Trenholm: Perfectly human gain.

Mr. Stone: That is all.

RE-DIRECT EXAMIKATIOX

Mr. Sheean : Mr. Trenholm, you have stated here in con-

nection with this schedule, at several times, that, in your judg-

ment, the engineers and firemen employed on the roads repre-

sented in this conference, were, under their present schedules,

being adequately paid. Have you caused to be sent to you state-

ments of the earnings of engineers and firemen on each of these

seniority districts and operating districts, on each of the rail-

roads represented ?

Mr. Trenholm : I have a certain number of them.

Mr. Sheean : And that was done under uniform form—sent

to all the railroads?

Mr. Trenholm: Yes, sir.

Mr. Sheean: And then compiled in the form of exliibits?

Mr. Trenholm: Yes, sir.

Mr. Sheean: First, let us take up the form in which that

was sent out, and the summary as to engineers. First, Mr. Tren-

holm, 1 wish you would explain briefly the form that was sent

out, and the purpose of the form.

Mr. Trenholm : It was the desire of the committee to adopt
some method of securing information of the manner in which the
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divisions were handled, in so large a territory. It was impossi-
ble for anybody on the committee to go out and study the situa-

tion, or. familiarize himself with all the local conditions, and the

committee thought, by sending out a form of instructions and

having each division superintendent send in a sketch of their di-

vision, explain how the men were handled in their seniority

rights, as to whether they formed pools of three men, handling
two passenger runs, or five men handling four—whatever their

situation might be over this territory, that it was the best way
to inform themselves as to the conditions over the country.

In addition to that, on all railroads, I think, men are assigned
to different service. There might be two passenger runs on a

railroad that are scheduled to run every day, and the mileage

may be two hundred miles for each train a day. There are a cer-

tain number of men assigned to that service. For instance, two

hundred miles, run every day, might be too much for two men to

take care of, so that three men would be assigned to that. That

was what the railroads termed as a pool, that runs those two

trains. Each man runs every day, or every other day, as the

case may be. So that he really makes that 200 miles, twenty
times a month, or twenty-one, depending on the days in the

month
;
so that three men divide the earnings of those two trains

between them, and it would be equal between each one of them,

providing they each ran their train, which is there for them. If

they don't run it, some one else must run it.

The Committee thought, in sending this form out, that they
would attempt to get the earnings of one man in each one of

those pools, and they would also endeavor to have the railroads

specify that while they might be running eight passenger trains,

each way, over a district, they might be divided up into small

pools of three or five—they would endeavor to get a statement

from the railroads for the earnings of the individual man, traced

through for a year, whether he was representative of five, or ten,

or twenty on that district, so as to show that if this man earned

it, the other five, or ten, or twenty could also earn it in the same

service.

Now, that was the purpose of this form. We have asked the

railroads to furnish us the figures in the passenger service; in

the through freight service; in the local freight service; in

branch line service; both freight and passenger, but did not ask
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them to furnish any representative man as to transfer, helpei',

or switching service, for that reason, that that service is prin-

cipally on the honi' basis, and it was just a (juestion of how many
hours a man worked, as to what he drew.

We have aimed to show in this, for a year, each man's earn-

ings by the montli. We have aimed to show where he runs

through the entire year, on a run his seniority held. Tf there

were iiny earnings outside of that assignment, to show them

separately, the idea being to sliow what that man earned, each

month, if he stayed on his assignment and lost no time, or if he

lost time, even, what his actual money was for the tyelve months

of the year.

Mr. Sheean: And if there were a separate sheet for each

seniority district ?

Mr. Trenholm : Yes, sir.

Mr. Sheean: In this entire territory!

Mr. Trenholm : Yes, sir.

Mr. Sheean : Following the same form which is shown here

in the first ])nrt of this book?

Mr. Trenholm : Yes, sir. This is the form which was

sent out by the committee, to the railroads, and the instructions

are contained on it. Do you want me to read it into the record!

Mr. Sheean: No; I think it is unnecessary, Mr. Trenholm.

We ask leave, your Honor, to file, as Exhibit 41, this book, which

is marked as Yearly Earnings of Representative Men in Various

Classes of Service—Engineers—and also to file with the Board,

not as an exhibit, but to file here in the same way we have before,

the sup})orting data and ])a]>ers from whicli this compilation is

made.

(The document so offered and identified was received in evi-

dence and thereu])on marked "Railroads' Exhiliit Xo. 41. Feb-

ruary 26, 1915.")

Mr. Trenholm: So that I may not forget it. while filing the

supporting data for this, I wish to state that there is some in-

formation furnished by the railroads as to men who are not used

in this book.

In getting this information from the railroads, it was neces-

sary that they did not include any two men, in one month, on one

run. Otherwise, it would not he a fair showing as to the earn-

ings of any man ; so that when we got the returns in from so vast
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a number of different i)eople, i)reinire(l l)y tlieni, we found that

some of the exhibits were in such shape that it would be unfair

to the men, or the company, to put tliem in here, and where we

found such a record, we did not use it.

I wish also to say that in preparing this exhibit, it was pre-

pared hurriedly. While we have had lots of time, from the time

that the arbitration was agreed upon, to the present time, to pre-

pare almost any kind of an exhibit, when it was agreed to arbi-

trate, in the early part of August, the information the conunittee

could secure was that arbitration would start about October 1st;

so we only figured that we had about two months to get an ex-

hibit. Of course that was extended, but there was no extension

long enough, at any time, for us to start anything new. So that

we have spent the time in trying to check and recheck and verify

this exhibit, to make it just as near correct as the human can

make it, from all standpoints.

Now, we also wanted to print, or ])ut this into the hands of a

photographer, so as to have it ready early in October, and since

doing that—at the time we did that, it was done hurriedly. Some
of the roads did not have any of their tigures that we wanted.

For instance, the Canadian Northern—they sent in some figures

that were all mixed up. They used two men in one month, and in

trying to get a man in pool or chain gang crew, for the year, they

mixed them all up, and Mr. Warren came down here and we told

him we could not possibly use those figures, and he said he had

not understood what was wanted, and that he would go back and

prepare new statements. Those statements, however, did not

come in, in time to he ])rinted in here. T have had those photo-

graphed separately. There is no need of them going in, but I

simply want to explain that there is some data, with what we

file supporting this, that is not used here
;
but none of it has been

feft out for the purpose of effecting a change here, and I don't

think it would effect it. The Canadian Northern is ])rol)ably as

high paying a road as there is in the movement, and if theirs was

all put in, if it did anything with so many, it would have a

tendency to slightly raise it.

The Chairman : You think what you have oifered here af-

fords a fair ])icture of the situation?

Mr. Trenholm: Yes; we believe it is an absolutely fair,

honest jncture of this Western territory.
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Mr. Slieean: In the supporting data tlius filed, there are

the sketches which were asked for to show the operating divi-

sions J

Mr. Trenholm : Yes, sir, letter from each superintendent,

showing how his division is operated, and all the information,
all the letters back and forth, telegrams back and forth, and all

the information we had in connection with this, is filed for the

information of the men, in checking.

Mr. Sheean : This answers the various queries which were

sent out on this blank form, both as to density of traffic and in

what direction they have their heaviest traffic and so forth, and

so on?

Mr. Trenholm: Yes, sir.

Mr. Sheean: So that that information is accessible in the

supporting data, at any time, to find just the manner of any one

of these runs, where the runs are shown by train numbers in

the train service?

Mr. Trenholm : Yes, sir.

Mr. Sheean : As to how manv hours on dutv, and so on ?

Mr. Trenholm : Yes, sir.

Mr. Stone : Can I ask a question, Mr. Sheean '!

Mr. Sheean: Surely.

Mr. Stone : Do these names that appear in Exhibit 41—are

they some of the names that appear in Mr. Keefe's exhibit?

Mr. Sheean: They overlap, in some cases, and in others

they do not.

Mr. Trenholm : Every man in here, Mr. Stone, must be on

October payroll.

Mr. Stone : I understand that, but Mr. Keefe also filed an

exhibit, showing the high and low man in each class of service.

Do these men show in here again?
Mr. Trenholm : Some do and some do not.

Mr. Stone: They overlap?

Mr. Trenholm: They overlap. Some of the low men and

some of the high men here.

Mr. Sheean : Some who are shown as the high men in that

month, Mr. Stone, carried out there, would not be the high men
for the year ; or a typical man here would not lap over as being

the man shown as the high man there. In other words, the query
was ])rosecuted independently.
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Mr. Trenliolm : Independently. This was made up long be-

fore Mr. Keefe prepared his exhibit.

Mr. Sheean: You say, Mr. Trenholm, that this informa-

tion that has come in subsequent to the time that this was first

put in type, you thing is unnecessary to file, but you have avail-

able a certain part of it, summarized ?

Mr. Trenholm : I have the Canadian Northern, because we

only got a very few samples in here, of the Canadian Northern,
and there were quite a few of them. They were too late to put
in here. I had them photographed separately. I don't care to

file them. They are in the record. There are some high and
some low on them, and I do not think it would affect the average,
nor do I think that any man we left out—

Mr. Stone : One more question, please. I note on a great

many of these pages there is a good deal filled in with red ink,

in figures, and quite a good deal filled in, in pen. We are to give
them the same weight as the original figures themselves?

Mr. Trenholm : Yes, sir
;
I have aimed to correct every

correction, after this was photographed, in ink, on every book,

so that they should all be alike, and in the pool service. Mr.

Stone, I will explain that when I come .to it, that being a very
hard service to get a man and show a fair, representative condi-

tion. I have attempted to write in, in red ink, the earnings out-

side of pool in each month. The original figures were that he

earned so much in pool, and so much outside of the pool. Now,
that was simply in bulk. The amount outside of the pool

—it was
not by months. I have attempted here to distribute that, as to

what he earned each month, and that is in red ink, in the pool
service only, Mr. Stone.

Mr. Sheean: I think, perhaps, it would be well to explain,

Mr. Trenholm, as to just how this assembling was done in the

form of this exhibit, after having gotten the information on

the form which is shown in the first part of the book. After

having done that, what was done in the way of assembling it

concretely in the way that it is put in this exhibit?

Mr. Trenholm: Well, we were so crowded for time to get

this in shape for the photographer, we learned something. We
learned that we could check each one of these exhibits, and when
we got ten of them, w^hich each page holds here, ten names, ten

exhibits, we could paste that on a sheet underlapping, and
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l)liotogi'apli it, and that is done in that way. These are all

separate pieces pasted underneath each other and ])hotographed.
So that that enabled us to go ahead and complete each exhibit,

and when we got ten that came in order here we could paste a

sheet and photograph it, and that enabled us to go ahead with

our work a good deal faster. But in doing that we had to go
to work and classify in each ser\T.ce in tenths. So that when we
came to get them all checked and tabulated, we were short in

some cases and over in others. So that we were obliged to leave

out a few men, on account of not coming out even. But we did

not leave out anybody because his earnings were either large or

small. It was just as it came.

Mr. Sheean : As the information came to you. it came
on these forms stacked u}) over there (indicating) ?

Mr. Trenholm : Yes, sir.

Mr. Sheean: And in an effort to get those in a present-
able shape and to summarize them concretely, you adopted this

plan of copying from those ?

Mr. Trenholm: Yes.

Mr. Sheean: And then having those photostated?
Mr. Trenholm: Yes.

Mr. Sheean: In the manner here shown?
Mr. Trenholm: The first page in the book gives the index,

so that if you want to find the Atchison, Topeka & Santa Fe,
Eastern Lines, in passenger service, it is page 1. If you want
to find the through freight on that same road, it is page 66. You
read right across. The Local Freight starts at 80; Pool or

Chain Gang at 130; Branch Passenger at 170; Branch Freight
at 192; Mixed at page 207. So that each road followed right

across, will give you the page that each service is on.

I will state for the information of the Board that the num-
ber of men's records used in compiling this was: P^ngineers,

3,230; firemen, 5,800; or a total of 9,030 men that we attempted
to trace through for the entire year's period, showing the money
that they drew each month.

Mr. Sheean: Now, Mr. Trenholm, it having been stated

here that your schedule was the poorest in the Western terri-

tory, and assuming that that statement is true, so that all the

others could afford higher rates of pay than your schedule, let

us turn to your schedule for a moment, or to the showing of
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your railroad here as to what the men earned on the poorest
paid railroad in the country.

Mr. Trenholm: Passenger service is i)ages 26 and '27.

Mr. Sheean : That is, you begin at the middle of page 1^6.

Mr. Trenholm: Yes, sir; the sixth man on page 26, the

first one in the lower column, is the starting of the Omaha. The
division is on the Eastern Division; kind of service is passen-

ger; the name of the engineer is Jacob Halt; terminals of run
are Minneapolis and Elroy; distance between terminals is 205

miles
;
he runs trains numbers 5 and 6

;
there are three crews

assigned to those two trains
;
and their work is 20 or 21 days a

month for the year.

Mr. Sheean: Now, how long on the 20 or 21 days a month
that Jacob Halt worked—how do those trains run, 5 and 6? Do
you remember the time of those? Let us get a picture of some
one or two of those trains.

Mr. Trenholm : 5 and 6 is the limited Chicago train, that

leaves Minneai)olis in the evening, about 7:30,—I don't just
remember the exact time,

—and gets to Chicago the next morn-

ing at 9 o'clock. This crew runs on the Omaha Road frouT

Minneapolis to Elroy. That is a distance of 205 miles. They
make 21 trips during the month of 31 days, and 20 trips in a

30 day month.

Mr. Sheean: Well, let us get one of his trijis, Mr. Tren-

holm. He starts out at 7 o'clock at night, and wlnni does he get
to Elroy?

Mr. Trenholm : I would have to get oui- time card, Mr.

Sheean. Bring me an Omaha time card, ])lease.

While we are waiting for the time card, Mr. Sheean, T will

go ahead.

This man is representative of three. This particular man's

earnings; in July, he made 21 trips; ran 4,305 miles; was 169

hours on duty during the month
;
and earned $193.95.

In the month of August, he worked 20 days; made 20 trips;

ran 4,100 miles; was 166 hours on duty; and earned $187.36.

In the month of September, he made 20 trips ;
ran 4,1 00

miles; was 173 hours on duty; and drew $197.47.

In the month of October, he made 21 trips ;
ran 4,305 miles

;

was 167 hours on duty; and earned $200.41.
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In the month of November, he made 20 trips ; mileage 4,100 ;

159 hours on duty; and earned $190.65.

In the month of December, he made 21 trips; ran 4,305

miles; was 170 hours on duty; and earned $200.41.

In the month of January, he made 20 trips; 4,100 miles;
161 hours on duty ;

and earned $190.65.

In the month of February, he made 11 trips, 2,255 miles
;

93 hours on duty ;
lost 8 trips ;

and earned $105.09.

In the month of March, he made 21 trips ;
ran 4,305 miles

;

168 hours on duty; lost no time; and earned $200.41.

In the month of April, he made 20 trips ; 4,100 miles
;
162

hours
;
lost no time

;
and earned $191.11.

In the month of May, he made 20 trips ;
ran 4,100 miles

;
160

hours on duty ;
lost no time

;
and made $190.65.

In the month of June, 1914, he made 18 trips ; 3,690 miles
;

145 hours on duty; lost 2 trips; and made $171.58.

During the year, he made 233 trips, made 47,765 miles, worked

1,893 hours
;
lost 10 trips, and made $2,219.74.

Mr. Stone : Could I interrupt to ask a question, Mr.

Sheean 1

Mr. Sheean: Surely.

Mr. Stone : I note, Mr. Trenholm, on your July statement

for Mr. Halt, he made 4,305 miles and got $193.95.

Mr. Trenholm: In July?
Mr. Stone : Yes, the first one you show.

Mr. Trenholm: Yes.

Mr. Stone: In December, 1913, he ran exactly the same

number of miles, with only one hour's, difference, and got

$201.41. ^-liat made the difference, a different class of engine,

or what?

Mr. Trenholm : I think probably it was a different class of

engine, Mr. Stone. There are some variations in the earnings
all through, with the same mileage, and I think the only explana-

tion is the difference in the engine. And I will say in connection

with this that after having checked this just as thoroughly and

carefully as I could possibly check it, with a large number of

clerks, and giving it a great deal of my personal attention, I

required the roads to certify to the committee, by the proper

officer, that the figures shown on this exhibit correspond or are

not greater than the payroll figures themselves for which the
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man receipted ;
and those certificates from tlie railroads are liere

to file with the Board.

Mr. Burgess : October is similar to the one Mr. Stone re-

ferred to, only he ran the same miles and got two hours less, and

still he got about $8 more money.
Mr. Trenholm: Yes, sir.

Mr. Burgess: You have only got two ])assenger rates on

the Omaha, haven't you?
Mr. Trenholm : $4.15 and $4.40, I think,—Xo. 1 think there

are more rates than that.

Mr, Stone: It is all l)y the mile, and hours do not cut any

figure,

Mr. Treuholni : And there may be some additional mileage
allowances in some of those months. We found a great many
where the roads tried to explain the difference in the mileage

by stating that the man is allowed one or two miles each trip

for something he does.

Mr. Burgess : But the miles are exactlv the same in Julv

and October, Mr. Sheean.

Mr. Sheean: Yes, July, October, December and March are

all the same, 4,305, and he got $200.41 in each case, except in

July,

Mr. Burgess : Yes. I was wondering whether they had a

small engine pulling the Chicago limited, which was this train,

as I understood.

Mr. Trenholm : There may have been a different engine
on there. That is the Chicago Limited, Nos. 5 and 6. Ordi-

narily it would be the same engine, but there might be some

conditions that would change the engine. That is the only ex-

l^lanation I could make.

Mr, Burgess : It would be a large engine ]nilling that train,

would it not?

Mr. Trenholm: Yes, quite a large engine.

Mr. Sheean : Can you tell us the length of that run—I

guess we have it
;
it is shown here, his total hours on duty were

1,893 on 233 trips, something less than—
Mr. Trenholm: Yes, the hours per trip can be arrived at

very easily by dividing the number of trips by his hours on

duty, Mr. Sheean.

Mr. Sheean: That is shown in each case here, so that a
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man working 20 days a month, less than 8 honrs on the days that

he does work, under that schedule of the Omaha, it furnislies a

man $200 a month, practically, for that work.

Mr, Trenholm: 21 days, and 169 hours, would be just 8

hours, making the 205 miles. He worked 8 hours a day 20 or 21

days a month and earned $2,219.74 during the year, laying off

ten days of his own accord.

Mr. Sheean: That is the way in which you man that par-
ticular run

; you assign three crews to the two trains '!

Mr. Trenholm: Yes.

Mr. Slieean: One in each direction.

Mr. Trenholm: Yes.

Mr. Sheean: And in that way encli of the crews gets 20

days a month out of that assignment?
Mr. Trenholm : Yes. The earnings of that run are there

for three men. This man lost ten days. If he had worked those

ten days, it would have been increased just that much; and each

one of the three men assigned there can earn that same money;
there is no fluctuation, if they do the work there is to do.

Mr. Sheean: And under that assignment, in addition to

the ten days actually laid off, each of the crews worked 20 days
out of the 30 days in the month?

Mr. Trenholm: Yes, sir.

Mr. Shea: I notice in comparing Jacob Halt and M. J.

Keating, on the same division, the distance between the terminals

between Minneapolis and Elroy is 205 miles for Mr. Halt and for

Mr. Keating it shows 207 miles.

Mr. Trenholm : Yes.

Mr. Shea : Why is that 1

Mr. Trenholm : One train goes by a cut-off at Black River

Falls, and the other goes by the long route. Black River Falls

was a charter point on the Omaha Road, and we had a very

sweeping curve to get into it, and Ave made a short cut-off; but

under the charter provisions we have to run so many trains that

way, so that 16 and 7, that Mr. Keating was on, go the long way
and it makes two miles difference. Mr. Keating, the man next,

ran the entire year on 16 and 7
;
he represents three crews, and

there are six crews that run trains similar to the one Mr. Keating
is running that earn the same money. He worked every day in

the year and earned $2,326.29.



Mr. Sheean: By working every day in the year, you
mean—

Mr. Trenliolm: I mean by that, that he made every trip

that he was supposed to make. He only worked 20 or 21 days a

month, the same as the other men, but I mean he lost no time on

his own account.

Mr. Sheean: For ten days each month, he did not Itave to

make a run, but he did not lay off in addition to that ?

Mr. Trenholm: No.

Mr. Burgess : But he did give you heavy mileage, over 200

miles a dav?

Mr. Trenholm: 207 miles on each trip.

Mr. Park: What did he make that in, eight or nine hours?

Mr. Trenholm : The average for the year is—
Mr. Sheean : It is shown at the bottom in each case, Mr.

Park.

Mr. Trenholm: No, it is not shown, but you can divide—
Mr. Sheean : You divide the number of trips into the total

hours on duty. In each case, it is not carried out, but it would

be a matter of mathematics in each case. You do show, as to

each of these men, the total hours on duty and the total trips

made.

Mr. Tvenholm : And the total miles run.

Mr. Stone : When yon say the actual time of trip, do you
mean the actual time card of the train between terminals?

Mr. Trenholm: I mean the actual time he made between

terminals. Some roads reported it tliat way and others re-

ported it in other ways. I have a list here showing that. I

asked that question of all the roads, to know how they reported

their time. For instance, there are a number of the roads and

I have a list here—
Mr. Sheean: Have you tabulated that?

Mr. Trenholm: No, I have not, excepting just a memo-

randum here. I can have it tabulated, if you desire to have it.

But there are five different ways of reporting. The roads

under the No. 1 class, that I have listed as No. 1, report from

time called for until released from duty at end of rim, including

initial and final terminal delay, but not preparatory time. 58.75

per cent of the mileage used that method.

No. 2, from time called for nntil arrival at destination as
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shown hy train sheet. Under that there is 4.36 per cent of the

mileage.

No. o, from time cahed mitil reUeved from duty, including

preparatory tune, initial and final terminal delay. 26.40 ])er cent

nsed that method.

No. 4, time between terminals phis any terminal allowances

for which the men received compensation. 5.82 per cent i-oport

that way.
No. 5, on runs of less than 100 miles, from time called until

released. On rnns of over 100 miles, from time called until

arrival at terminal. 4.(57 i)er cent used that method.

Mr. Sheean: I will have that prepared, Mr. Stone, so it

will show just which ones of the roads did it in that way. I

think we can have that right after lunch, for you.

Mr. Trenholm: Yes, that will show it.

Mr. Sheean: That being necessitated by the different ac-

counting methods which are in vogue on the roads under their

schedules.

Mr. Trenholm: That was Ijrought to my attention in the

cross examination of Mr. Keefe, the (luestion of compensated
time shown on the payroll, and in thinking of it, I thought it

was wdse to have the roads state definitely how they had com-

puted those hours on duty, what method they had .used, so as

to make it clear.

The Chairman : We will take a recess now until 2 :30.

(Whereupon, at 12:30 o'clock P. M., a recess was taken

until 2:.30 o'clock P. M.)

After Recess.

A. W. TRENHOLM was called for further examination,
and having been previously sworn, testified as follows :

Mr. Stone : Mr. Chairman, before w^e take u\) the rest of

this examination. I should like to ask a (piestion from counsel

for the railroads. I should like to know if these engineers that

they have presented here—and I understand are to be followed

by the firemen—are typical men from each one of these divisions

that have been selected?

Mr. Sheean : Well, they are men furnished in accordance

with this blank, which is filed as i^art of the exhibit, showing
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just what it purports to show—"Representative," I think, is

the word used there.

Mr. Stone: The blank shows the different men wliose

services are reported on this form, should be men whose service

is typical of the condition.

Mr. Sheean: The statement is designed to show the earn-

ings of representative engineers in various branches of service,

and shows in each case the name of the man, the assignment,
and the number of men in the assignment, or number of men
in the pool.

Mr. Stone: And it also shows, according to instructions.

"Which will enable the reader to form a correct and reliable

mental picture of the particular features connected with serv-

ices of engineers and firemen."

Mr. Trenholm: No, I think not.

Mr. Stone : What does that mental picture mean ?

Mr. Trenholm: It calls for a ma]) of his di\dsion and a

description of how the traffic runs
;
all things that would enable

the committee to form a reasonable mental picture of the con-

dition in that particular locality.

Mr. Stone: "Time lost should be the actual days off duty
of his own accord." That has not anything to do with the map,
has it t

Mr. Trenholm : Xo, that part of it has not.

Mr. Stone : That must be part of the mental picture.
Mr. Trenholm : That is part of the actual record of what

the man earned and his run.

Mr. Stone: Before the holidays, Mr. Chairman, I served
notice on them that whenever they presented what they called

their so-called ty^ncal man, that I should demand the payrolls
for all the men on that division. If you will go back to Decem-
ber 19th, on page 1699: "Now, Mr. Chairman, I desire with

your permission, to serve notice on our friends, the enemy, now,
that if they are going to present the i)ayrolls of certain men for
a fiscal year, I shall certainly insist that the payroll for every
man for the same year be presented to this Board." Again, in

discussing that, on December 22nd, page 1882 :

"The other day, the Managers' Committee, through their

counsel, informed us that they expected to select typical men
from each division in each class of ser\dce, and present their
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earnings here. I want to repeat what I said the other day, so

as to give them ample time to get ready. Whenever they

present what they call a typical case, on any divison, I shall

insist that they produce the payroll, not only for that man for

that current year, but the payroll of all other men on the same

division, for the same year."

Now, Mr. Chairman, if this is their typical man, that they
have held back until the last minute to present, I make that

demand at this time that they shall furnish the payroll for

every division, for all the men on that division, and not this one

typical man selected.

Mr. Sheean: We are entirely in the hands of the Board.

The Board has the power and .<ithority to order the production
of such papers as the Board deems essential to a fair determina-

tion of the issues, and I had assumed that the bargain and con-

tract was made here with Mr. Carter, some days ago, as to just

what was wanted—withdrawing a certain part of our exhibit,

pertaining to the cost of living. In connection with the pay-
rolls that I understand some of them sent for, in pursuance of

an agreement some time ago, they have never even been looked

at, up to the present time, for a single month; have been here

for some weeks, accessible—available at any time and as yet
untouched.

Mr. Sheean : Now, I don't know that I can repeat am-fhing
more than what was said once before, except it seems to me, in

connection with the remarks made, the Board perhaps had acted

upon the assumption that anything suggested by either party,

the Board was in duty bound to order
; whereas, under the word-

ing of the Act, it is left entirely to the Board to determine what

is essential to a fair determination of the issues, and, of course,

anything, no matter what it be, in the possession of these rail-

road companies, that the Board deems essential to a fair deter-

mination of the issues involved here, we will get and present.

Mr. Carter: Mr. Chairman, so far as the pay rolls for

October, 1913, are concerned, we have been so considerate as to

accept the compilations made from those payrolls in Exhibits

26, 27 and 28, as being accurate. Therefore, we would have no

need of going over the payrolls for October.

I think it was understood that the original idea of present-

ing this
'* reliable mental picture" of the principal features con-
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nected with the service of engineers and firemen, and presenting
an exhibit that will show men whose service is typical of a divi-

sion, has been withdrawn. At least, our objection as expressed

by Mr. Stone in the beginning, has been such that no longer will

a typical man be used.

If, Mr. Chairman and gentlemen, the railroads say that this

is simply a compilation of what one man, or-two men, could pos-
sible earn on a certain run, that would be a ditferent matter,
but they are careful to say this in the instructions: ''Informa-

tion is desired which will enable the reader to form a correct and
reliable mental picture of the principal features connected with

the service of engineers and firemen on each division."

We make the assertion that this exhibit does anything but

that. It is not "a reliable mental picture," and we can prove
our statement if we have access to the payrolls on that divi-

sion.

Now, the paragraph here says, "The different men whose
services are reported on this form, should be men whose service

is typical of the division,"

Mr. Chairman, and gentlemen, we submit that there is not

a name on here, in this book or any book of like nature, that is

typical of the service on the entire division. To me, it appears
that there has been an attempt to show how much a man could

earn, even if he w^as able to follow one run one vear, and
wiiere he w^as not able, they have taken two men to do it. You
will find that they start out with one man in some instances,

and I guess that fellow falls l)y the wayside, and they pick up
another man and make him finish the job.

Now, if the purpose of this exhibit is to show the possibili-

ties of earnings of one, two or more men following one job, that

is one thing; but if the purpose is to show "a reliable mental

picture" of the practice on any division, or all divisions, or what
is typical of the service of all divisions, we protest that it is

absolutely untrue.

Now, the only way we can prove its untruthfulness, is to

have these payrolls, when we shall have no difficulty (except for

work and time) to prove there is nothing in here that is typical
or a "reliable mental picture."

Now, if they will say that this is not a reliable mental pic-

ture and it is not typical, that it is only showing what a man
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niiglit do, or has done under certain circumstances, why the sit-

uation is entirely different.

Mr. Sheean: It shows just what it purports to show, tlie

actual man's service in each of the classes of service on each of

the operating divisions of each and every one of the railroads.

It shows what that man earned in money and was paid in money
throughout an entire year. It shows in each case, with refer-

ence to that man, if it be on assigned runs, the number of trains

that are o|)erated and the number of men in that assignment,
and in that manner does illustrate in the assigned runs and in

all assigned service, just how many men had the same opportuni-
ties to earn as did the man who earned this money in that year.

Now, as shown in the form, it was stated 'Mf possible, men
who have been on the same runs or in the same service for the

entire year should be chosen. If you are unable to show a man
on the same run or in the same service for the full year, please
show one man for the numl)er of months he has worked and use

another man for the balance of the year, giving his name." The
effort was, as stated in the form, to enable the Board to get a

correct mental picture of the entire situation, and to the extent

that this does show, so far as any compilation can show, both the

possibilities of the assignment and earnings of the individual

men, of how many men that particuhir run or that assignment is

typical, each and every one of the assignments in the service is

shown.

Now, so far as pool service is concerned, it does show par-
ticular men in the particular pools. As to that, I assume the

question as to whether or not any man in the pool is absolutely

typical throughout an entire year of any other individual man,
this Board could just as well understand with this exhibit as it

could by showing the earnings of men who, jjart of the time, are

in that and part of the time are in some other service. And I do

not care, and I do not think the connnittee is |)articularly con-

cerned over the use of the word typical or representative. We
are showing actual individuals in actual service in each case

where there are assignments, showing the train numbers and the

numl)er of men who, during that time, have covered the same

assignment.
Mr. Carter: Maybe I can ask a (piestion of counsel which

will clear the entire matter. Do I understand that counsel for
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the railroads insists that tlie information in this book will en-

able the reader to form a correct and reliable mental picture of

the principal features connected with the service of engineers
and firemen on each division?

Mr. Slieean: So far as it is possible to do by a merely sta-

tistical compilation, yes. ,

Mr. Carter: Then, Mr. Chairman, we want to know what
the other men earned on that division that did not belong in the

picture.

Mr. Sheean : If you will give us the names of the men in

any of the pools that you want, Mr. Carter, we will try and do it.

Mr. Carter: We want all the men who were not in the pic-

ture.

Xow, next—
The Chairman: Were these names selected so as to give

the Board a fair idea as to the average wage earned by the men
on a particular division?

Mr. Sheean : The average wage ?

The Chairman : Yes.

Mr. Sheean : These men were not selected, in the first place,

your Honor. This form went out to the different railroads, and
the purpose of the form is shown here. There was no selection

here in Chicago—
The Chairman: L do not mean that. 1 will use the word

obtained.

Mr. Sheean: As to all assigned service, unquestionably,

yes. If the one man, working in that assignment, just as this

first one we came to, unquestionably, John Jones, or Mr. Tren-

holm's mans' name, I have forgotten it.

The Chairman: How many men have you used as being

typical men for each division ?

Mr. Sheean : Taking the actual trains, your Honor
;
actual

train numbers are given ;
the trains are manned by so many

men, and run ui)on a particular schedule. We ImA'e taken one
here of a ]:)Ool of three, in the first instance. Here are three

engineers running on these two trains. We give the one man
through that year, and there are two other engineers who di-

vide the work during that year. As to whether or not they lay
off the exact number of days or earned the exact amount of

money, we did not make any effort to show as to that. We
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show the amount one man actually did work. As to the number
of assignments, therefore, I do not think there can be any ques-

tion but what it is fairly typical.

The Chairman : What I mean to say is, suppose there are

100 men in this service. Could it be said to be fairly typical,

the way these are selected, to take ten of them out of the hun-

dred and see what they earned?

Mr. Trenholm : No, your Honor, it would not. That would

not be typical.

The Chairman: Is or is not that the way in which this

table was prepared !

Mr. Trenholm: No, your Honor. This table is prepared,

taking one man out of three or five who run on a given train

every day. They form a little pool of five, five men taking care

of four trains. Those men should earn approximately the same

money exactly. It might fluctuate a little, a few dollars a month,

perhaps, but the opportunity is there
;
those four trains run

every day ;
those five men are assigned to them, and they take

care of them, and one man 's pay for a year should be almost a

duplication of every other man, providing all of them worked

the same time; and it is optional with them whether they work
or not, because the run is there and they can work it or let some-

one else work it. Someone must run it, and, of course, if a man

lays off and an extra man comes in, the regular assigned man
does not draw the money for the run, but those five men should

all draw the same money if they work the same time, and the

work is there for them. We have taken one of those five.

The Chairman: How many are reported for a single rail-

road 1

. Mr. Trenholm : It varies, of course. We have taken each

seniority district and attempted to get a man in the passenger

service, and a statement from the railroad as to how many men
in that particular kind of service he is reasonably representa-
tive of. Tlien we have taken the through freight assignments,
and we have taken the local passenger assignments, and taken

the way freight assignments, and taken the men assigned to

branch service. We have aimed to get a representative man in

each pool, that shows what these men can earn if they are rea-

sonably steady at their work.

Mr. Nagel : This exhibit is not offered to show the aver-
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age earnings actually made by the men, but it is to show what

men maj^ earn if they work constantly!

Mr. Trenholm: No, Mr. Nagel. This exhibit shows what

the man actually did earn each month during the year. It also

shows, in assigned service, the time he lost
;
but it is simply of-

fered as an indication that there was that much more on the

run if he wanted to work it
;
but this shows actually what he did

earn and the time he Avorked to do it.

Mr. Nagel : I was coming to that. Your exhibit really

shows what certain men actually earned?

Mr. Trenholm: Yes.

Mr. Nagel : And if you propose to use it by way of argu-

ment, it is to show what other men might have earned if they
did the same work!

Mr. Trenholm: How much they would have earned!

Mr. Nagel : How much they would have earned.

Mr. Trenholm : Yes
;
and also if you wanted to carry it to

that extreme, you can figure what the run would amount to if

the man made it every trip.

Mr. Nagel: Then, why cannot the two parties agree! Why
is not the exhibit simply offered to show what certain men have

actually earned and leave the rest to argument?
Mr. Trenholm: That is all the exhibit is for, your Honor.

Mr. Nagel: Then there is no use insisting on the t;s^ical

features.

Mr. Trenholm: Not at all.

Mr. Nagel: Or any other deductions!

Mr. Trenholm: Not at all.

Mr. Nagel: Do I understand that to satisfy you, Mr.

Carter!

Mr. Carter: Sir!

Mr. Nagel : Does not that satisfy you, if it is simply offered

to show what these particular men have actually earned on these

runs!

Mr. Carter: They have selected eight engineers, working
on the Chicago, Rock Island & Pacific. If their purpose was

only to show what those eight engineers earned, with the help of

another engineer, who helped them, making nine engineers, we
haven't any objection.

Mr. Nagel: All that appears in the Exhibit, does it not!



5814

Mr. Carter: It appears in the Exhibit, but in their intro-

ductory and instructions, it appears this is to be a mental pic-

ture.

Mr. Nai^el: As I understand it, tlie mental picture has not

been insisted upon,
Mr. Carter: It being typical, is withdrawn and we have no

objection. There are eigiit engineers selected, of the entire Chi-

cago, Rock Island & Pacific—
Mr. Sheean: Passenger service?

Mr. Carter: Passenger service—T mean to say in through

freight service, I beg your jiardon. Now, we are willing to agree
that these men made this, because we don't believe they delib-

erately would misrepresent it, but it is the idea that is misrepre-

sented. For instance, the four men on the Rock Island—he

starts out with the name of Schick, but in order to keep up the

earnings Mri Roggensack comes in, in the month of November,
and helps them out. If they want to show what Schick and

Roggensack both earn in that twelve months, we have no objec-

tion to that.

Mr. Stone: You say that is what a man could have earned

on one of these runs. Are we to understand that every man in

that class of service, on that division, could have earned a like

amount if he had stayed at work?
Mr, Trenholm: This does not ])ur])ort to show what a man

could have earned, unless you want to figure it that way. This

shows what the man actually did earn. Now, I think it is per-

fectly logical and perfectly proper, that if a train is scheduled,

every day, one train each way, and those trains require to handle

them, three men, that the showing of one of those men—his

earnings, is a fair representation of what the other tw^o will earn,

because the run is there every day and the opportunity to run

is there, for the three men, identically. Now they might not run

it. One man might lay off more, of his own a,ccord, not of the

company's. That is, unless you assume that the run is so hard

that he has to lay off, for rest; that one man might be able to

stand more running and another not so much, but in the passen-

ger service, where the work is such as it is, that is hardly a

presumption that anybody would assume. That might be true

in way freight, but the idea of this is to show, so far as we

could, so far as it was possible, the opportunity of the assigned



5815

service—what one man did actnallv earn, and the time he lost,

and the miles he run, and the hours it took him to do it, with a

desire to show the actual conditions on all these roads, and in all

these districts.

The question that Mr. Carter raises—if you will permit tlie

assum])tion, because one man was used the first six months and
then you had to take another man, in order to kee]) the earn-

ing's u]), that has nothing to do with the earnings. The as-

signed service is there. Now, in order to get a yeai', one montii

is just as good, if you want to assume it. The argument has

been made here, because we used October as a big montli, that

that was not a fair representation of the year; so that for that

very reason, we took the man and we showed him by months.

We showed the man, by months, every month he was on that as-

signed service. If, after having used that man for six months,
and showed him for six months, he, through his seniority rights,

has gone some place else, you cannot show him on that assign-
ment. So you have to take the man who took his place, to show
what he earned the balance of the year.

There are no two men included in any one month, in this,

because that was one of the things we ran U]) against in first

starting to })repare this, that the roads, instead of trying to

show us what the man earned, per month, tried to show what the

assignment was worth. That, we did not want. We wanted
what the man actually earned on that assignment, and the time

he lost, and if he earned anything during the month, in any
other service, we wanted it shown se})arately.

We simply wanted to show the man by months, that he ran

in assigned service, and hoping that we would get a man who
went tlirough the entire year, without any change, and in a

great many cases, we have, but in the case of pool service, and

way freight service, and certain lines of service, the seniority

sjilit it up so you had to take a number of men in order to show
the earnings of a man in that particular line of service.

Mr. Nagel: Mr. Sheean, cannot you formulate your tender

so as to satisfy Mr. Carter?

Mr. Sheean : Why, I think it is cleared up now, Mr. Nagel,
that this statement is offered to show the actual earnings of

certain engineers, whose names are given, on certain designated

runs, and in connection therewith to furnish to the I'>oard in-
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formation as to how many other men in that particular service

the earnings of that particular man fairly represent, and that is

the purpose of compiling the information in each seniority dis-

trict in the entire territory.

Mr. Burgess: But is there, Mr. Sheean, anything in this

exhibit that indicates what all the engineers earned on any par-

ticular property ?

Mr. Sheean: What all engineers earned?

Mr. Burgess: Yes.

Mr: Sheean: For the entire year, only as given in Mr.

Keefe's exhibit of the total payroll for engineers and firemen

during the entire year.

Mr. Burgess : I was speaking of this exhibit.

Mr. Sheean: No, not on this exhibit.

Mr. Burgess : Now, then, of course, if there is a run reg-

ularly between Chicago and Eock Island, we will say, for exam-

ple, and it requires three engineers to man those trains, and they

run every day, there is so much money divided among those

three engineers, and that can be easily proven. But there might
be three engineers assigned to that particular assignment, as

you term it, and there might be 97 other engineers on the divi-

sion that did not earn nearly as much money as those three

particular men. Is not that a fact!

Mr. Trenholm : Yes, sir, and we do not pretend, Mr. Bur-

gess, to cover anything except in that assignment.
Mr. Sheean : We show in each case what the assignment is,

the number of miles of the assignment. Of course, on the very
tirst page of the exhibit, as ilhistrating that—I assume it would

be illustrated on the tirst page of the exhibit—yes, the first two

columns; the first one was on the Santa Fe, showing that that

assignment is 236 miles
; passenger service. The second column

shows the assignment is 155 miles; so, of the crew's possibilities,

both on the 155 miles and the 236 miles, there would be shown,

and on all of the assigned service in each pavticulnr case is shown

just the number of miles of the assignment.
Mr. Burgess: Yes, Mr. Sheean, but the point is—if you

will bear with me; presume we had five assignments, with five

men in each particular assignment, running between Chicago and

Rock Island, on the Chicago, Rock Island & Pacific Railway ;
that

would be fifteen engineers, and we might have employed on that
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division 150 engineers, and this exhibit would not indicate the

13ayment that any of the engineers received beyond those in the

particular assignment as set forth.

Mr. Slieean : Yes, you are quite right. And so in each case

there is shown on each one of these the number of crews in the as-

signment, so as to show that it does only illustrate how many
men it is typical of on that particular run.

Mr. Burgess : Now, that is clear so far, I think. But when
we turn to the instructions here, we find it set forth here that

the intent of the exhibit is to draw a full and complete mental

picture. It doesn't say "full and complete," but it says "engi-
neers and firemen," using the plural in both instances, and that

is calculated to leave the impression on the minds of those whose

duty is to solve this question, tliat all the engineers earned this

money,
Mr. Sheean: Oh, well, Mr. Burgess, there could be no pur-

pose or intent—at least, let us disclaim it affirmatively, that there

was no effort to get each run on each of the districts, and that

is the purpose of your inquiry here, I think, that this only illus-

trates the particular runs shown by train numbers here, so that

vou could trace the actual time card of the run, in case that was

desired, but in each case showing just what the particular run

was on which the man earned that money.
Mr. Burgess : That statement I will fully agree with you,

Mr. Sheean, by consulting these tabulations. But in the general
statement, which you should read before reading the tabulations,

you find it explicitly set forth that the purpose of this exhibit

is to draw a true mental picture of engineers and firemen. Now,

"engineers and firemen" means all engineers and firemen, from

my point of view.

Mr. Sheean : Well, I don't get that. The reading, as I have

it, of the instruction is
' ' Information is desired which will enable

the reader to form a correct and reliable mental picture of the

principal features connected with the service of engineers and
firemen on each division."

Mr. Burgess : On each division, yes.

Mr. Sheean : And asking in each case that a sketch of the

division be sent, which is in the accompanying data, and a bird's

eye view, Mr. Burgess, was all that we thought any Board of Ar-

bitration or this Committee could possibly get. And, read in
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coimeetion with the ])receding part of the form, which shows the

same thing, yon will observe that this photostat is merely a ro-

prodnetion of the form itself, and the form shows what we de-

sire, the names of the engineers, the terminals of the run, the

distance between terminals, the train numbers, the number of

crews in the assignment, and tlie number of crews of which this

is representative in each case.

Mr. Burgess : Yes, but Mr. Slieean, let us stick to our text

here, under the heading of instructions. Tt reads, ''Service of

engineers and firemen on each division." Now, if it shows a

mental picture of engineers and firemen in each division, does

not that finally drift into the fact that it shows the mental pic-

ture of engineers and firemen on all divisions !

Mr. Sheean : Why, the principal features, yes. The prin-

cipal features connected with the service of engineers and fire-

men on each division.

Mr. Burgess : Now, the principal features are the money
that the engineers and firemen draw.

Mr. Sheean: That may be from the engineer's standpoint,

the principal thing, but it shows here that the ])rincipal features

connected with the work, per illustration, should indicate ter-

minals, distance, whether single or double track, grades of 1.8

per cent or over, and also show limits of each seniority district

of his division. Those we looked upon as being the principal

features connected with the service of engineers and firemen.

Mr. Burgess: Well, in using the words "mental picture,"

then, was it not your intention to draw the picture as you had
described it here now as to the profile of the road, rather than

as to the actual money the engineers and firemen earned?

Mr. Sheean: No. We wanted to get, just as fairly as we

could, a general viewpoint of the whole situation, so that you
could get, if you tliought it necessary, on any one of the divi-

sions, information furnished by the superintendent of that road,

not wholly on those things, but on a number of other items that

are enumerated here, as to conditions when the traffic is heavy,
whether moving in one or the other direction ;

whether operated
in a pool ;

how they govern the assignments ;
and various other

things here
; then, also, that shows in that district, Mr. Burgess,

the engineers in through passenger ser^ice; one in local pas-

senger, if they have local passenger: one in through freight
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sei^vice; one in local or way freight service; one in pool service.

Then, if they had branch service also, to show the passenger and
the freight and the mixed service, one man from each of those,
illustrative. Let us see if we cannot—^will that word be offen-

sive? I think there is no real difference as to what it is for; as

to what deductions might be drawn from it is entirely a matter

of argument. Fairly illustrative of men in each class of service

on each of the divisions, but with information as to how many
men in each of those classes of service that one man does rep-
resent.

Mr. Burgess: Well, does this exhibit, Mr. Sheean, bring-

any information to the Board as to what the engineers earn on

any division of any railroad, other than the individuals that

are set forth in these tabulations!

Mr. Sheean: No.

Mr. Burgess : Then there is no information as to the earn-

ings—
Mr. Sheean: Of any other man except the men here set

forth.

Mr. Burgess: So that if we had eight men set forth on

the Chicago, Rock Island & Pacific Railroad, Ave would have no

information as to what any of the engineers or all the engineers
earned on that property!

Mr. Sheean: Save and except as there would be shown
how many men those eight were fairly representative of. Those
would show eight pools. Assume that was in through freight

service, I think it would be fairly representative, Mr. Burgess,
of the number of men in those eight pools, whatever those men

might be, and beyond that there is no claim it would be repre-
sentative of other men in other pools.

Mr. Burgess : So that if we had five men in each pool,

and eight pools, and it could be developed that there were 2,000

engineers on the Rock Island, the only information that w^e

would have would be the fact of what those forty men earned
in those respective pools, and no information in regard to the

other 1,960 engineers. Is that right?
Mr. Sheean : Assuming that those figures were right, yes.

Mr. Burgess: That is an assumption?
Mr. Sheean: Yes.

The Chairman: If I understand, there is nothing in this
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table to indicate what other men engaged in similar service earn.

AH you have in this table is what these particular men earned.

But there is no positive direct evidence as to what other men in

the pool earned.

Mr. Sheean : Except the statement of how many men there

were in that particular pool.

Mr. Stone : Do you mean to say your men in that particular

pool all earned the same as that man?
. Mr. Sheean: Not precisely, no.

Mr. Trenholm: We mean to say that the opportunity was
there for them to earn it in assigned service.

Mr. Stone: That is, providing he was a machine instead

of being human, and could' work all the time.

Mr. Trenholm: All those things go.

Mr. Stone: But this is the highest man who worked the

longest in the servi,ce.

Mr. Trenholm: No.

Mr. Stone: A man who worked longer made more?
Mr. Trenholm: There was no effort made to get the highest

men; the effort was to get the men who worked steadily.

Mr. Stone: If a man worked steadily on his run during a

year or a month, he was the highest man.

Mr. Trenholm: There are very few men here who worked

steadily through the year.

Mr. Carter: But for bne statement that is reiterated by
^counsel for the railroads, I thinkfhe matter could be cleared up.

He still says this is typical of what the other men earned in the

same assignment. Now, if that is to stand, then we want the

earnings of every other man on the assignment. For instance,

we will take some name on page—I don't know how I came to

Open it here—page 22. It says, "Number of crews in assign-

ment, 6," but George Sheldon made 44,650 miles. Now, if

counsel for the railroads insists that because George Sheldon

made 44,650 miles, the other men did, we want the information

on the other five men. Or, if he will content himself by saying
this is what Sheldon did, without regard to Avhat anybody else

did, that is all right.

Mr. Sheean: I will content myself with saying this, Mr.

Carter, that there were six crews in that assigTiment, and George
Sheldon was one of the six

;
and that if any other of the six made
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235 trips in the year on that run that all that he would make
would be $2,188.83, as George Sheldon did. So that the run

was there. It was available to six men, and any one of the six

by making 235 trips could have earned this sum of money. If he

had made less than that number of trips he would get accord-

ingly less, or that many more would be that much more.

Mr. Carter: Then we understand, Mr. Chairman and gen-

tlemen, that if everj^body had worked as hard as these highest

paid men, everybody would have earned as much money.
Mr. Sheean: There is no statement about highest earned

or lowest earned, but in each case it shows the number of trips

that were made to make the money, and the number of runs

that were made.

Mr. Stone : If the man had wanted to work more than that,

could he have made more money than that?

Mr. Trenholm: He lost eight trips.

Mr. Sheean: Yes, he lost eight trips in the year.

Mr. Carter: Out of 365?

Mr. Sheean: Out of 235.

Mr. Trenholm: He could have made 243, and he worked
less than six hours a day, or just about six hours a day.

Mr. Stone : He did make 246 days in a year, did he not, 100

miles or less a day?
Mr. Sheean: He made 235 days, of six hours a day.
Mr. Stone: No, 235 trips, not days.

Mr. Trenholm: He made 235 trips, and did it in 1,452

hours, about six hours a day,

Mr, Stone: And add about five hours more before and

after, and you have about it,

Mr. Trenholm: That is your testimony.
Mr. Stone: I don't expect you to testify to it.

Mr. Carter : I do not want to prolong this, but if this sim-

ply represents what these men earned, we have no objection to

it, but if the word ''typical" is used, we want information con-

cerning everybody who is not mentioned here.

The Chairman: The Chairman understands that this

shows what these men earned under certain conditions, and so

far as we are concerned, there is no evidence to show what the

men, whose names are not reported earned.

Mr. Trenholm : Before going any further, I would like, as
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chairman of the committee, as there seems to be some question
raised in this about the purj^ose of the committee in issuing the

instructions, and as I am responsible very largely for this word-

ing, in getting out these instructions, to say, in justice to my-
self, that there was no thought of presenting here anything but

the facts. Arid the instructions as contained in here, I think,

convey very clearly my thoughts and my desires as I tried to

express them. And I say, in addition to what you heard, first,
'' information is desired which will enable the reader to form a

correct and reliable mental picture of the principal features

connected with the service of engineers and firemen on each

division,
' '—

Mr. Carter: Mr. Chairman, we object. I want the pay-
rolls. They have got to take that word typical back, or we must
have the payrolls.

Mr. Trenholm : I do not care, Mr. Carter, whether you get
the payrolls or not. You are welcome to them, so far as I am
concerned, if the Board order it.

Mr. Carter: The only thing I object to is, that when it is

agreed by counsel that it means something, the witness then

says it means something else—
Mr. Trenholm: I was reading the instructions on this

form, and I think I have a right to do it.

The Chairman: I understood the witness to say that he

wanted to give us a statement as to the information which he

called for on this form.

Mr. Carter: We object to those instructions being con-

sidered in connection with this Exhibit, that is, if it is to have

any bearing or to influence the Board in any respect.

The Chairman: I think the Board has fairly indicated its

views in this regard.
Mr. Trenholm: Have I the permission of Mr. Carter now

to read this?

The Chairman: Proceed with the testimony.
Mr. Trenholm: (Reading) "Time lost should be the actual

days off duty of his own accord.

*'A separate sheet should be filled out for each seniority

district of the reporting division. White sheets should be used

for engineers and yellow sheets for the service of firemen.

"Superintendent will please make a pen sketch of his di-
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vision as per illustration, which should indicate terminals, dis-

tances, whether single or double track, grades of 1.8 per cent or

over, and also show limits of each Seniority District of his di-

vision.

"The different men whose services are reported on this

form should be men whose sei-vice is typical of the Division. If

possible, men who have been on the same runs, or in the same

service for the entire year should be chosen. If you are unable

to show a man on the same run or in the same service for the full

year, please show one man for the number of months he has

worked and use another man for the balance of the year, giving

his name.

"The territory represented by this Committee is so exten-

sive, and there are so manv different conditions with which the

Committee is not familiar, we would ask that each Division Sup-

erintendent accompany these forms with a letter describing as

fully as possible the manner in which the business of his division

is handled, to enable the Committee to obtain a reasonably cor-

rect mental picture of the manner in which the Engineers and

Firemen perform tiieir duties. For instance, some of the things

we would like to have the man on the ground cover in his own

way, are the following :

1st :
—A brief explanation of the sketch of his division.

2nd:—What is the system of handling men? Are passen-

ger men all assigned! Have you certain trains that are in a

pool, such as six men handling four trains, and how much of this

pool service is there? Are freight engineers assigned to through

or time freight trains, or are such trains all protected by pool or

chain gang crews! Is an extra board maintained, and if so, at

what points! Does the chain gang and the extra gang fluctuate

with the business, and any other information on this subject that

might be of benefit to the Committee.

"3rd:—In what direction and between what points is your

heavy traffic, and about what number of trains do you move be-

tween these points daily? In which direction is it heaviest, and

about what percentage! About what percentage of your main

line passenger trains are local, and how are engineers or fire-

men assigned to this service? Do you have assigned crews on

your local or way freight trains, and between what points do they

operate? Are there any peculiar conditions in your branch line
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service or the manner of assigning the men, that you think would

be of interest to the committee? If so, please state. Please ad-

vise the j)eriod of the year which represents the maximum and

the minimum of your freight business, and if possible, advise

the fluctuation in your pool or chain gang crews and extra board.

"The Committee would be pleased to have the Superinten-
dent of each division appreciate the needs of the Committee and

in writing this letter endeavor to give information covering any

peculiarities that may exist in his particular territory, in order

that we may present the whole case to the Arbitrators with reas-

onable intelligence. The Committee takes the liberty of sug-

gesting that tliis form, when completed, with the letter from the

Superintendent, be reviewed and approved by a General Operat-

ing Officer, with a view to seeing that the information furnished

is sufficient to accomplish the purpose set forth in these instruc-

tions,"

Mr. Carter: Mr. Chairman, after having those instruc-

tions read in, being made a part of the record, we object to the

whole exhibit. If he had restrained himself and not insisted

that this is typical and read it into the record, we would not

have objected, but now that the instructions are made a part of

t"he record, that this is a typical exhibit, we must object to its

introduction. If he will withdraw those instructions and say it

means just what counsel for the railroads agreed it meant, it

will be all right; but those instructions, having been read into

the record, become a part of the record, and they refuse to with-

draw them. Therefore, we hold to our original request.

Mr. Sheean: Mr. Trenholm, does my feeble effort to in-

terpret the instructions and the colloquy that took place here,

still stand, in connection with the reading of these instructions,

together with all of the language in which we have indulged, as

a part of your purpose and object in the presentation of this

exhibit?

Mr. Trenholm: Oh, yes, I presume I would have to say

that, in order to be able to present an exhibit.

Mr. Sheean: Now, are the instructions, Mr. Trenholm,
that you have read here, and the information that you have as-

sembled from the roads and here presented, -simply for the pur-

pose of showing the particular man, the particular amount of

money, the particular run on which the money was made, to-
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gether with a statement of the luimber of crews assigned to that

particular run, if it be an assigned run, or to the particuUir pool,
in case it be a pool.

Mr. Trenholm. Just one point further : to show that those

men, assigned to those particular two runs, are fairly represen-
tative of a certain number of men assigned to passenger service

between the same terminals, and under similar conditions, rea-

sonably comparable. We will take the first man, if you please,

to perhaps exemplify this more clearly. Take the first man we
come to, Oscar A. Fisher, on the Atchison, Topeka & Santa Fe

Railway Company, Illinois Division, in passenger service. He
runs out of Chicago to Shopton. He is right here out of the city

of Chicago. He runs 236 miles, on trains 3 and 4. There are

three men assigned to those two trains. We take Mr. Fisher as

the man to show what those three men, assigned to that service,

might reasonably be expected to earn, showing that he earned

on that run—that he worked all the runs that he could work,

except two. He made 241, while he lost two. He might have

made 243. Now, he is fairly representative of the three men on

that run. Now, then, further than that, there are eight or ten

trains running between Chicago and Shopton, of which other

pools are formed. He is fairly representative of what the other

men might earn, but not actually representative, because the

other runs might be so situated that they are not scheduled Sun-

days. It would affect the mileage. They might be less or

greater, but in order to show that, we will take Mr. Fisher, and
turn to the October payroll that is here in Exhibit 26. We will

take Mr. Fisher, Oscar A, Fisher, earned in the month of Oc-

tober, $218.42. Now, we say that Mr; Fisher was on 3 and 4,

between Chicago and Shopton, and that there were three crews

assigned to that rmi, and that he is representative of eighteen
men—

Mr. Sheean: Crews'?

Mr. Trenholm: Crews, in similar service. Now, on the

October payroll it shows Engineer Avery, Chicago and Shop-

ton; A. C. Andrews, Chicago and Shopton; A. Carothers, Chi-

^cago and Shopton; A. B. Coster, Chicago and Shopton; G. P.

Cooley, Chicago and Shopton; J. T. Duggan, Chicago and Shop-

ton; G. H. Dawson, Chicago and Shopton; J. F. Fink, Chicago
and Shopton; C. W. Frisbie, Chicago and Shopton; Oscar A.
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Fisher, Chicago and Shopton. That is the man we got. J. H.

Freligh, Chicago and Shopton; J, Griffitli, Chicago and Shopton;
W. D. Gates, Chicago and Shopton; T. E. Kelley, Chicago and

Shopton. And numerous others—plenty to make up the eigh-

teen.

Now, those men did not all earn in the month of October,
the same pay, by any means, nor is this man the highest, if

I might say. I tind that Mr. Griffith earned $222.40, as against
this man's $218.00, in that month. I find Mr. Carothers earned

$219.39. I find Mr. Cooley, in that same service, Chicago and

Shopton, earned $220.00. I find Mr. Newkirk earned $229.00;

and several men in that same service, in that month, earned more
than Mr. Fisher did.

Now, that was the purpose of this form, and it dovetails

with the a.ctual payroll of October, so far as showing that where
there were three men on this assignment, that there were three

men on October payroll that drew, some more, some less, than

the man in this form during that month.

Mr. Nagel: But you are only stating what you have in

mind. You offered the Exhibit for what it is worth?

Mr. Trenholm: Yes, sir.

Mr. Nagel: And you state what you have in mind?
Mr. Trenholm: Yes, sir.

Mr. Nagel: Whether we accept your conclusions is to be

determined by the other evidence ?

Mr. Trenholm: Absolutely so.

Mr. Carter: Mr. Chairman, I turn to page 70. We find the

first name on the lower part of the page is Engineer George

Taylor. He is employed on the Southern Minnesota Division.

If the purpose is to show only that George Taylor made 38,299
miles in through freight service, we have no objection, but

George Taylor is the only engineer reported here on the entire

Southern Minnesota Division of the Chicago, Milwaukee & St.

Paul Railroad.

Mr, Trenholm: In through freight service?

Mr. Carter: In through freight service. Now, if the sug-

gestion is made here—if it is to have any influence on the minds
of the Board at all that that is typical of the other engineers,
then we object.

Mr. Trenholm: There are two crews, assigned to two trains
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running 111 miles, and Mr. Taylor is in one of these two crews.

We show he is fairly representative of the other ones.

Mr. Carter: How many engineers are on the Southern

Division of the Chicago, Milwaukee & St. Paul Railway?
Mr. Sheean: Between North LaCrosse and Austin?

Mr. Carter: Is there anybody from the Milwaukee here?

The Rock Island ? How many are there ? I will leave the man-

agers say.

Mr. Sheean: The terminals run between North LaCrosse

and Austin.

Mr. Carter : I beg your pardon, Mr. Chairman, here is what

is supposed to be a typical and reliable picture of what the engi-

neers earn. There is only one engineer reported from that

division.

Mr. Sheean: Mr. Carter, if you will read it through there,

Mr. Burgess developed this fact a moment ago. The Chicago,

Milwaukee & St. Paul Railway, Southern Minnesota Division,

kind of service, through freight; name of engineer, George

Taylor; terminal of run. North LaCrosse-Austin; distance be-

tween terminals. 111 miles; train numbers, 62-69; number of

crews in assignment, two; number of crews of which this is

representative, two.

Mr. Trenholm : That is all it represents. It does not pre-

tend to represent all engineers on that division at all.

Mr. Carter : Mr. Chairman, and gentlemen : I have spent

ten days, trying to get something out of the exhibits presented

by the railroads. We will show what we have received, and if

I seem insistent here, it is because I have reached the conclu-

sion that our case is lost, if we treat the exhibits of the railroads

too seriously. They don't mean what they would like to have

them mean, and when we pin them down, they agree they don't.

Mr. Trenholm : I want to record a vigorous protest against

that. I want to say emphatically to this Board, as Chairman
of this Committee, that not an exhibit has been put in before

this Board that was not absolutely honest, and meant to be hon-

est, and the reason they say that is because the very figures

that they are talking about here, are a surprise to them. I

don't believe that they realize what these men have earned

themselves. Now, there is such a thing, you know, as insinuat-

ing that men are liars here. That I don't propose to stand for.
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The Chairman : Gentlemen you will all have to quiet down
a little. This is supposed to be an orderly proceeding, and it

will be conducted along that line.

Mr. Carter: Mr. Chairman, I don't want to even insinuate

that anybody is a liar, but when they set forth this claim that

the information in this exhibit is to form a correct and reliable

mental picture of the particular features connected with the

service of engineers and firemen on each division, we will say

they have made a mistake. If they pretend that this exhibit

shows this—that this shows the men whose service is typical of

the division, with due respect to the witness, we protest it does

not. If, as explained by the chairman for the railroads—I mean
to say counsel for the railroads, it simply sets forth what it

shows and no more, we have no objections nor criticisms to make.

Mr. Trenholm: As Chairman of this Committee, I don't

propose to withdraw any part of this exhibit, nor the purpose
for which it is intended, unless the Board of Arbitration says
that I must. The exhibit is prepared and speaks on its face

exactly what it means. That it shows an engineer on a run

between two terminals of stated mileage, and that he is one of

two men, or three men in that assignment, and that he earned

this month, each month in the year ending—the last fiscal year,

and it purports to mean no more nor no less.

Mr. Carter: Then, Mr. Chairman, we shall ask for the

earnings and information for every other man that this book is

supposed to be typical of. I thought it was settled when counsel

for the railroads explained it. It is not satisfactory now.

Mr. Sheean: I don't understand now, with the statement

just made, Mr. Carter, where the disagreement arises. Mr.

Trenholm has just said it shows and purports to show the earn-

ings, only, of particular men, upon particular runs, between

designated terminals of given and stated mileage, and the par-

ticular men in the assignment who had equal opportunities to

earn.

Mr. Stone: Mr. Chairman, if, by that, we are to under-

stand that these other men in this assignment—that this is their

earnings as well, and speaks for them, then I second the request

of Mr. Carter. If it simply shows what one man earned, and

that is the man's name given here, I have no objection to it, but

if you are going to put it in as the representative man, or the
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typical man, and everybody else can do the same thing, if they
want to work, then we want what the other men really did earn

in here.

Mr. Trenholm : There is nothing- in this exhibit that shows

anything about the other man. It simply gives the name of the

man that it shows the earnings for. It shows the miles that

he runs and it gives his earnings, by month, and shows there

are two men, or three men, assigned to that service, that runs

every day, and the opportunity is there. Whether they run

it or not, this exhibit does not pretend to show.

Mr. Carter: We accept that, Mr. Chairman. .With that

being the final statement, we will accept it and ignore what has

been said before.

The Chairman: Now, let us get to something else, wdiile

we are all in a good humor. Proceed with your examination.

Mr. Sheean: Mr. Trenholm, just before adjournment, we
were looking at the earnings on the Omaha, in passenger ser-

vice, page 26. Now, you have given us the earnings of one man
between Minneapolis and Elroy, the first two columns show

that same run and same distance.

Mr. Trenholm : Shows a different run, ditferent train num-

bers, and a little different mileage, on account of going via a

cut-off. The miles are two miles further via the cut-off\ That

is Mr. Keating.
Mr. Sheean : Now, the third column on that shows another

run between Duluth and Altoona, is that?

Mr. Trenholm: Duluth and Altoona. That is another di-

vision. That is on the Northern Division.

Mr. Sheean : Distance 163 miles. Just what is meant there,

Mr. Trenholm, number of crews in assignment, -two and one-

half; number of crews of Avhich this is representative, five:

Mr. Trenholm: Well, there is a swing man. The run is

not long enough to provide work for three assignments—three

men to the assignment, so it is divided up, so that a swing man
comes in and relieves on that run, a certain number of days each

month, and relieves on some other run, a certain other number
of days, so that in two assignments, he follows up the two—
what they call in railway parlance, a ' '

swing man. ' '

Mr. Sheean : I wish you would just explain what is meant

by
' ^

swing man. ' '
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Mr. Trenliolm: I thhik, perhaps, if you will take the two

together—if you will take trains 93 and 94, 61 and 62, both on

the Northern Division, Mr. Stafford and Mr. Walton—they are

the two men that are used in that case. Now, there are five men
on those four runs, so that the fifth man equals up and relieves

sufficiently so that they all get about the same amount of earn-

ings per month.

Mr. Sheean : Well, the swing man would be the one who re-

lieved, during part of the month, on one of these assignments,
and the other part of the month on the other assigiuiient!

Mr. Trenliolm: Yes, sir.

Mr. Sheean : And that column 3 and column 4, then, would

show the tw^o passenger runs there, one betw^een Dulutli and

Altoona, and the other between Minneapolis and Duluthf

Mr. Trenliolm: Yes, sir.

Mr. Sheean : Now^, the last column on that page shows the

run between Minneapolis and St. James f

Mr. Trenhohn: Yes, sir, that is the Minnesota and low^a

Division.

Mr. Sheean : You show there trains Nos. 1 and 2, on which

Mr. Melvin ran during the year.

Mr. Trenholm: Yes, sir.

Mr. Sheean : And the number of crews of which it is rep-

resentative, six, what does that mean?
Mr. Trenholm : That means there are six crews in passen-

ger service that run the same as 1 and 2, or approximately the

same. They run between the same terminals, and this simply
shows that assignment in that territory, this man is representa-

tive of two men on 1 and 2,

Mr. Sheean : That is a run made every day 1

Mr. Trenholm: Yes, sir.

Mr. Sheean : And between those same terminals there are

three passenger trains'?

Mr. Trenholm : I think there are more than that, three or

four
; four, I think, each way.
Mr. Sheean: On the next page you show other runs, Mr.

Trenholm, between other terminals?

Mr. Trenholm: Yes, sir.

Mr. Sheean. In the same manner that this is shown on

page 261
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Mr. Trenliolm: Yes, sir.

Mr. Sheean : Now, on the last one on page 27, that is sliown

in the passenger service of the Omaha Road, a run between

Sionx City and Omaha, Mr. C. B. Flint is shown as earning

$287,35 outside of his assignment. In what way is that informa-

tion obtained, Mr. Trenholm?
Mr. Trenholm : That was reported by the railroad, that he

earned on this assignment, showing the trips he made, the hours

on duty and the days that he lost, and it shows that he made
$287.35 on other runs than this assignment. It includes Sunday
trips. Trains 3 and 6 run on Sunday as a separate assig-nment,

and he made certain trips on Sundays on 3 and 6 and earned

that additional money. It is on a different assignment.
Mr. Sheean : These trains shown in that column are trains

that do not run on Sunday f

Mr. Trenholm: Yes, sir; and the trains running on Sun-

day have another number, and he ran the Sunday train, but it

could not be considered properly in this assignment of trains 1

and 2, so it is shown as outside earnings.
Mr, Sheean : So that in addition to showing the last time

as to these assigned men, where earnings were made outside of

the assignment itself, that is shown in a separate item?

Mr. Trenholm: Yes. We did not attempt to trace it by
months. It is in a gTeat many different lines of service, and in

the effort to get this completed, we found it impracticable to

distribute those outside earnings for each month and we took it

for the year in a lump, except in the case of pool men. After this

had been photostated, knowing the difficulty in trying to show a

fairly representative condition in pool service, and that it was

impossible to determine from any information we could get from
the railroads whether the men laid off of their own account or

because business was slack, we gave up the attempt of trying
to show whether his lost time was on his own account or on

account of short business. But we did try to show in pool
service but one man throughout the year, realizing that the

charge might properly be made against the committee, that if

we took one man three months in pool service and then took

any other man for the balance of the year, that it could properly
be charged that we had picked the men who had made the biggest

earnings in pool service each month, which would be a proper
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criticism. To avoid that, we tried to get a raan wlio worked

through the year in pool service, and requested the roads to do

that, and if they could not, to show but one man, even if he

only worked in pool service two or three months, and to show

no 6ther pool man to fill up the year, but to show him and show

his other earnings; if he was in pool service four months and

then caught some rim for two or three months, to show his earn-

ings outside of the pool; and if he came back in the pool again,

to show him for the months he was in the pool, but to show only

one man in pool service,

Mr. Sheean : Mr. Trenholm, I think I will run through the

Omaha Road in the various classes of service. That Avill fairly

illustrate how it is carried out as to each one?

Mr. Trenholm: I think so.

Mr. Sheean: The index shows that through freight on

the Omaha is summarized at page 71. Now, the first one of the

Omaha Road on page 71 shows three men between Minneapolis
and Altoona.

Mr. Trenholm: It shows two men, does it not, Mr. Sheean?

Mr. Sheean: Gr. A. Budge, F. I. Hunt and A. J. Cassid3^

Mr. Trenholm: Oh, ves, three names.

Mr. Sheean: In that, 3^ou have shown at the bottom of

the column the earnings of each of these three men in service

outside of the pool, have you?
Mr. Trenholm : In the months in which they are used here,

only. For instance, G. A. Budge, the first man, earned in this

assignment—he only made eight trips and made $42.64, in July.

Now, whatever earnings he made in that month in other service

is shown for him.

Mr. Sheean: What is the situation, Mr. Trenholm, with

reference to the through freight service; are the men in that

service steadily in it throughout the year, or do they get runs

in other service?

Mr. Trenholm: Well, I think it varies. This particular run,

apparently, from the information furnished the Committee, they

changed considerably. You will notice Mr. Budge worked part
of July and then again he worked in September part of the

month, twelve trips. He did not work any more on that run

until the month of January, and he again took that run, and
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then only for a month, evidently relieving someone, or he caught
the run from his seniority.

•Mr. Sheean: No^v, the next one shown, Mr. Trenholm, is

a run from Minneapolis to Itasca, a distan,ce of 175 miles.

Mr. Trenholm: Yes.

Mr. Sheean: The first one was only 99 miles, between ter-

minals.

Mr. Trenholm: Yes.

Mr. Sheean: Are those the long and short runs in your

through freight service!

Mr. Trenholm: Well, not necessarily. The run, Minne-

apolis to Altoona, is a 99-mile run. Altoona is a division point

about half way over the division; while Minneapolis to Duluth

is a through fast freight, 73 and 74, time freights, and the dis-

tance is 175 miles. You will notice that that man did not change
in the year at all, ]Mr. Howe

;
he was on that rim the entire year.

There were three men assigned to the run, which produces a 20

or 21-day month with a lay-oif ,
each man out of the three making

the same time approximately.
Mr. Sheean: Then each of the other runs in through

freight here show varying distances between your terminals'?

Mr. Trenholm: Well, they cover different divisions. We
attempted to show a man on each seniority district on each di-

vision, simply to show the earnings of that man through that

year, and the number of men in the assignment.
Mr. Sheean: Do you have a longer freight division than

175 Tillies !

Mr. Trenholm : I think that is the longest freight division

we have, and that division is only for through fast freight.

Mr. Sheean: That is what I meant, Mr. Trenholm, by ask-

ing about 99 miles, being this shorter division and the 175 miles,

the long division.

Mr. Trenholm : I think 99 miles probably is about as short

as we have.

Mr. Sheean : The other three then varying from 117 to 123

and 146 miles, on the different divisions?

Mr. Trenholm: Yes.

Mr. Sheean : Those cover all the seniority districts on the

Omaha Eoad, do they?
Mr. Trenholm: Yes.
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Mr, Slieean: Pages 97 to 100 show your local freiglit.

Mr. Trenliolm : I think our local freight starts on 100, Mr.

Slieean.

Mr. Shea: Before you leave that on page 71, Mr. Tren-

liolm, ^\dll you turn back to that. In through freiglit service,

Mr. Sihler, distance between terminals, 146 miles, number of

trips run in July, 16. Is that round trips or is that one way
over the division ?

Mr. Trenliolm: That is one way. There are six men as-

signed to those four runs, Mr. Shea, and he made 16 and lost 4.

Mr. Shea: They make a round trip and then lay offf

Mr. Trenliolm: Well, I do not just recall how tliey rim

that, but you see he made 16 and lost 4, and each one of them
would make 20 or 21 trips a month. There are six crews as-

signed to four trains. You see, the next month he made 20 and

lost 1. There should be 21 trips there. Then it is 18 and lost

2, and so on, about 20 or 21 trips, and that distance of 146 miles

would be his month's assignment.

Mr. Slieean: Your local freight is page 103, I think, Mr.

Trenliolm.

Mr. Trenliolm: I think it starts there.

Mr. Slieean : You show there the first one, between xVltoona

and Elroy, a distance of 106 miles, and as to that, the earnings
of the men who were on that local train are only shown in the

months during which a part of their service was on this local

run!

Mr. Trenliolm : Yes, sir. If the first man there, Mr. Rich-

ardson, had performed even one day's service in any month, he

would have been continued through the month. You will notice

that in the month of October he only made five trips, yet he is

used because he was on the run, the idea being that where it was

possible to carry one man through the year, even though he made

only one trip in some month, to carry him through and show his

outside earnings as other earnings, so as to show his total year's

earnings, but to show his earnings by months on that run.

Mr. Slieean : Spooner and Hudson, local, covers a distance

of only 80 miles, apparently. You have one man on that run

throughout the year.

Mr. Trenhohn: Yes, sir.



Mr. Slieeaii : That is, in every montli lie worked a part of

the time on that local?

Mr. Trenholm: He was running pretty steady. He only
lost 16 trips during the year and earned $71.83 outside of that

assignment. The run was annulled four days, too, Mr. Sheean.

Mr. Sheean : Then your local service is shown on the suc-

ceeding page in the same manner, is it?

Mr. Trenholm: Yes, sir.

Mr. Sheean : Wherever a man earned some money in other

service during the month in which he worked in local service,

that is carried down below the column so as to keep his assign-

ment separate from other earnings ?

Mr. Trenholm: Yes, sir. What he earned on his assign-
ment is separate, and the other is put in at the bottom simply
so as to show his total earnings for the year.

Mr. Sheean : The pool on your road is shown at page 146

and page 147. . On page 146, Mr. Trenholm, how do you. arrive

at the amount from other earnings?
Mr. Trenholm: In pool or chain gang service, that has

been written in in red ink each month. You will notice we show
no lost time. He made 14 trips in July between those points,

but whether there was anv lost time on his own account, or

wdietlier it was because there was no business, we were unable

to determine reliably enough to undertake to show" it.

The Chairman: What do the figures in red ink indicate?

Mr. Trenholm: AVhat he earned in that month in other

service than in this assigmnent. He earned $84.24 on these par-
ticular trains in pool service, and he earned $49.95 in other

service. The red ink figures, footed up, will make the $144.92,
as shown as his total earnings outside of the pool during the

vear.

Mr. Sheean: So that as to Mr. Borne, the greater part of

his earnings, that is, $1,502.74 of his earnings that year, were
made in this pool service between Minneapolis, Altoona and

Elroy?
Mr. Trenholm: Yes, sir.

Mr. Sheean: In the pool?
Mr. Trenholm: Yes, sir.

.Mr. Sheean: But during that year, when lie cai'iied that

amount in the pool he also earned $144.92 ?
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Mr. Trc'iilioliu: Yes, sir.

Mr. Slieean: In other service?

Mr. Trenliolni : Yes, sir.

Mr. Slieean: That aggregate of .$l-i4.92 being shown in

red figures, month by month?

Mr. Trenhohn : Y^es, sir. We first put it in, in photostating

this, as a total, and after that Avas done we had time enough so

that I had it divided in the pool service as to months, so that it

would show just what actually did happen in the pool service

per month.

Mr. Sheean: Throughout the pool service as to all the

railroads, Mr. Trenholm, the column of lost time is left blank

everywhere ?

Mr. Trenholm : Y^es, sir.

Mr. Sheean: Just why is that?

Mr. Trenholm : Well, as I say it was impossible—we found

that the roads, going back a year, it was im])ossible from any
record that any of these roads had, to tell whether the engineer

and fireman laid off of their own accord, or whether it was be-

cause there was insufficient business to do more running, and

l>eing unable to establish that with any reliability, I felt it was

fairer to leave it all together and simply assume that the run-

ning he got in pool and chain gang service was all the running

there was for him.

Mr. Sheean: Just on that same page, while we are there,

page 14-6, in the column next to the one in which the Omaha be-

gins, I notice the Colorado & Southern Railway, the first one in

pool or cliain gang service, in July, shows only two trips.

Mr. Trenholm: Y^es.

Mr. Sheean: And earnings of $12.10.

Mr. Trenholm: Yes.

Mr. Sheean: Not having any exact information as to

whether this man laid off or why he laid oft' or anything about

it, you simply carry out only the $12.10 as being all of his earn-

ings ?

Mr. Trenholm: Well, I think you will find a notation in

connection with that, in the book, that he laid off 20 days in

June on account of sickness, and off from July to August on

vacation. Now, there are some of the cases where men laid off

practically the whole month, that the railroads had a record,
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and wliile we have shown no lost time, wherever they had any
record of a man being oft' sick, which could be established by his

leave of absence, or if he was awav for a month from anv cause

and they knew it, they have furnished us what information they

could on it, and we have covered that by putting a statement at

the bottom, or on the book, that the roads had stated that.

Mr. Sheean : That same man, Mr. Andrew Nelson, between

Como and Leadville, in January, 1914, seems to have made

only four trips in pool?
Mr. Trenholm: Yes, sir.

Mr. Shean: $19.75.

Mr. Trenholm: Yes.

Mr. Sheean: Then the red ink earnings of $147.35 w^ere

made during that same month in some other service?

Mr. Trenholm: Yes, sir. He evidently caught an assign-

ment for someone else for practically the whole month,

Mr. Sheean : Yes, he made four trips in the pool.

Mr. Trenholm: Yes.

Mr. Sheean: Do you find that pretty general, Mr. Tren-

holm, in the territory, that the man in the pool is in and out dur-

ing the year, that is, not remaining an entire 12 months in the

pool?

Mr. Trenholm: Well, the i)Ool protects other service than

that, and that varies on the different railroads. I think on the

Union Pacific, for instance, the pool protects everything, it pro-

tects the through freight and assigned service. Wherever a man

lays oft", a man out of the pool drops into it ; and I think it pro-

tects the way freight. The custom varies on different railroads,

so that a man in the pool service, while he may run steady for a

month in pool service, and the next month only puts in a few

days in pool service, but when you come to trace him down he

has caught some run, that some man has left that is higher than

him, and sometimes he holds it for a short time, and seniority

throws him back into the pool again.

Mr. Trenholm: And the custom is so different on the dif-

ferent railroads that it is pretty hard to say whether a man may
remain in the pool service the entire year, or whether he doesn 't.

He is in and out, and his luck or opportunity catches it.

Mr. Sheean : Well, vou have endeavored then, in each one
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of these cases, to show the earnings of the pool or chain gang
service, separate from other earnings during the year?

Mr. Trenhohn : Yes, sir. I have endeavored to show earn-

ings of but one man through the year. If he did not work a

month, it is shown here he did not work. Now, I have not at-

tempted to show it was on his own account, except to the extent

if he earned anything else during that month, I show it. If the

record doesn't show he earned anything else during the month,
then the month is a blank.

Mr. Shea: Is this all compensation as an engineer, Mr.

Trenholm? Take it on page 140, these direct figures. That
would not represent any compensation for services as a fireman,
would it?

Mr. Trenhohn: Which one?

Mr. Shea: 146.

Mr. Trenhohn : Oh, 146. I thought you said 140.

Mr. Shea : Now, take Mr. Bedford on the C. & S. Several

months there in red.

Mr. Trenholm: L.M.Bedford?
Mr. Shea: Yes.

Mr. Trenhohn : That might be any service, Mr. Shea, but

I think in the case—
Mr. Shea : Would it be compensation as a fireman?

Mr. Trenhohn : Yes, if he—
Mr. Shea: In case he was demoted?
Mr. Trenhohn: Yes, it would show any earnings that he

made outside of the pool, and without distinguishing whether it

was as an engineer or whether he earned it as a fireman, and
it is only put in there to show his total earnings for the year.

Mr. Sheean : Now, your branch passenger, it shoAVS at page
180, Mr. Trenholm : You show in the branch passenger four runs

on the Omaha, varying from 43.3 miles up to 77 miles.

Mr. Trenholm: Yes.

Mr. Sheean: Now, take the last one there, Sioux City &
Norfolk, 77 miles.

Mr. Trenholm: Yes.

Mr. Sheean: Is that run as a tum-around?
Mr. Trenholm: I think it is, Mr. Sheean.

Mr. Sheean: And there are two crews in that assignment?
Mr. Trenholm : Yes, sir.
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Mr. Slieean : Apparently you count as lost time there the—
Mr. Trenholm: Yes.

Mr. Sheean: It is evident. August there are 62 trips.

That would be twice thirty-one, up and back each day?
Mr. Trenholm : Yes, sir.

Mr. Sheean: And apparently a ran scheduled every day,

branch passenger service!

Mr. Trenholm: Yes, sir.

Mr, Sheean: On that particular run, Mr. Gary stayed on

that run the entire year. No earnings outside of what was

earned on the run?

Mr. Trenholm: No, sir.

Mr. Sheean: You show in the branch, the same as shown

elsewhere, where the earnings are outside of the assignment?
Mr. Trenholm : Yes, sir.

Mr. Sheean : From month to month. Now, the same plan
is followed by all the roads here, Mr. Trenholm, that w^e have

traced through as to the Omaha Road. The index showing just

the class of service, in case the particular road has it, between

passenger or freight, local freight, pool, branch passenger,

branch freight, mixed and suburban, where roads have suburban

service ?

Mr. Trenholm: Yes.

Mr. Sheean: Let us glance, for .just a minute to your
branch freight, 199. Now, are these branch freights assigned ?

Mr. Trenholm: Oh, yes.

Mr. Sheean : It is shown apparently on your road here just

how^? That there is one crew on this branch freight in nearly
all this branch service?

Mr. Trenholm: Yes, sir.

Mr. Sheean: And the crew that is shown here of branch

freight, is the crew that does work on that branch freight work?

Mr. Trenliohu: Yes.

Mr. Sheean: And, apparently, in each of these cases, they

.run up and back on that branch each day?

Mr. Trenholm : Some of them, yes, sir. Most of them, as

a matter of fact.

Mr. Sheean: Do you have a mixed service also?

Mr. Trenholm : Yes, sir.
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Mr. Slioean: Now, 1 wish you would tell us just what is

meant by a mixed service, Mr. Trenholm?
Mr. Trenholm : Well, my understanding of mixed service,

and always has been my understanding, is a train that handles

freight cars and passenger coaches
;
that does both freight and

passenger business.

Mr. Sheean : And mixed service seems to be quite general
in tlie Western territory, from this index, that practically all

roads seem to have mixed freight service.

Mr. Trenholm: On branch lines?

Mr. Sheean : Yes.

Mr. Trenholm: There is very little indication that I have

perceived that there is very much of it on main lines.

Mr. Sheean: But, apparently pretty general on branch

lines, as show^n by the index. Running down the index, seem-

inglv nearlv all the railroads have mixed service.

Mr. Trenholm: I think practically all the lines reported
some mixed service, under the heading of ''branch lines, mixed.

"

Mr. Sheean: Now, your mixed service is shown at 218 and

219, I think, as shown by the index.

Mr. Trenholm : 218 I think is the end of it. Perhaps there

is some on 217.

Mr. Sheean: Oh, yes, beginning on page 217. Now, in

this mixed service, I take it you are reasonably familiar with

some of these runsf

Mr. Trenholm: Oli, yes.

Mr. Sheean: The first one there on the Omaha Road is one

crew. I -svas thinking of automatic release here, Mr. Trenholm.

Number of crews in assignment, one. Number of crews of which
this is representative, one. Train numbers 30, 31, 32, 33, 34, 35.

In July this one crew made 108 trips. That would be 108 times

100 miles, under this automatic release, I suppose, wouldn't it?

Mr. Trenholm: I didn't prepare an example on that run.

Mr. Sheean: No, I know that. If arriving at terminal, or

end of run, automatically released ea,cli one of the members of

the train crew, that would mean 108 times 100 miles, W'Ouldn't it,

if there is an automatic release at the end of each of these trips?

Mr. Trenholm: Something like that.

Mr. Sheean: Weston and Emerald. How is that ordinarilv
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run, Ml-. Trenlioliri ? Two round trips a day ? Three round trips

a day? Yes.

Mr. Trenholm: No, I think not. That run eonies up from
Weston on one side of the main line, connecting witli a through

passenger train at Woodville. Then it makes a trip over to

Emerald, in the other direction, a very short trip, and back.

Now, it is run daily except Sunday. It makes round trip

Emerald to Weston, 72 miles; one round trip, Woodville to Wes-

ton, 52 miles; one round trip, Woodville to Spring Valley, twenty
miles. Spring Valley is an intermediate point between Weston
and Woodville. That train does all the work in that territory.

The traffic is very light.

Mr. Sheean: Well, that one train and that one crew does

all the business there is on that branch, doesn't it?

Mr. Trenholm: Yes.

Mr. Sheean: Freight, ])assenger, llirough freight, and

mixed, and everything else?

Mr. Trenholm: Everything, except once in a while when
the lumber movement is fairly good and they have to bring an

extra train down to bring up one train and clean u[) the line.

But that is rare. The train does the work of the branch as a

rule.

Mr. Sheean: Then, in the next column there, you show
Mr. J. J. Clune, engineer on the branch running between Mer-

rilan and Marshfield, a distance of 37.8 miles. Number of crews

in assignment, one; number of crews of which representative,

one. Train numbers, Tf)2, 163, 164, 165. More train numbers
than there are crews.

Mr. Trenholm : They double the road twice.

Mr. Sheean: And engineer Clune does all of the engineer-

ing work on that branch"?

Mr. Trenholm: Yes.

Mr. Sheean: And last year was paid $2,275.06?

Mr. Trenholm: That is listed here—I don't know that

there is a correction in your book, but there is in mine. There

is a branch mixed. It should be branch passenger. It is a

branch passenger.
Mr. Sheean : Oh, branch passenger.
Mr. Trenholm : It should be branch passenger.
Mr. Sheean: Then he runs a passenger on that?
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Mr. Trenholiii : Yes, that should l)e under the other head-

ing. In checking this, I find the clerks had made an error in

grading it, and it should be branch passenger.
Mr. Sheean : The next one is an Omaha run. That is a

mixed train.

Mr. Trenholm : Sioux City to Washington, yes, sir.

Mr. Sheean: Distance between terminals 62 and 72 miles?

Mr. Trenholm : Yes, sir. That run goes from Sioux Falls

down to Mitchell.

Mr. Sheean: How about that 62 and 72 miles?

Mr. Trenholm: Well, the distance is 62. You notice that

is a train between Sioux Falls, Mitchell and Worthington. Sioux

Falls is in the middle. The distance from Sioux Falls to Worth-

ington is 62 miles, and from Sioux Falls to Mitchell is 72 miles.

Mr. Sheean: And there are just the two crews in that as-

signment ?

Mr. Trenholm : Yes.

Mr. Sheean: Now, Mr. Trenholm, in the same wav that

we have gone through the Omaha Railroad here, is there carried

out as to each of the roads, on each of the seniority districts,

information as to the particular runs and ])articular engineers
in each clas of service?

Mr. Trenholm: Yes, sir, and I would just like to make a

word of explanation, that there are three or four sheets in the

back of each book out of order, and for different railroads, and

the reason for that is that in checking and trying to get our ex-

hibits in sets of ten, so as to fill up each sheet, that we were

short some and over some, and I was over a few, and they had
them all tabulated, and assorted, so I simply put them in the

back of the book. They mean nothing at all. They simply are

out of order, that is all.

Mr. Burgess: Pardon me, Mr. Sheean. Mr, Trenholm,
won't you please look at 70?

Mr. Trenholm: Page 70?

Mr. Burgess : Yes, sir.

Mr. Trenholm: We call them exhibits. There are ten.

This is one and seven, ten.

Mr. Burgess : I want to call your attention, Mr. Trenholm,
to the Chicago, Rock Island & Pacific there, where it says ''num-

ber of crews assigned.'*



5843

Mr. Trenholm: Which one is that? What is the name?
That is the seventh man? Yes, sir.

Mr. Burgess: Number of crews assigned, two, in both

those examples ?

Mr. Trenholm : This first one.

Mr. Bnrgess: Now, the number of crews assigned here,
that is the only place I could find that they represent more crews
than the number that is assigned?

Mr. Trenholm : No, you will find that quite frequently, Mr.

Burgess through there. The idea that we tried to get these

roads to show, was, there were two crews assigned to those

three runs. That is the actual assignment. Now, there are

three other trains in there that maybe other crews were as-

sig-ned to, that are practically the same, and this run is fairly

representative of four men instead of two. "Number of crews
of w^hich this is representative" varies in a number of cases

from the actual number of crews assigned to these particular
runs.

Mr. Burgess : This is the only one I have noticed.

Mr. Sheean: The first man, Mr. Burgess, that he called

attention to, if you mil pardon me—
Mr. Burgess: I am through.
Mr. Sheean: The very first man that Mr. Trenholm ex-

plained, on the Santa Fe, you will notice there that Mr. Fisher
ran on trains 3 and 4. Now, there are only three crews assigned
to take care of trains 3 and 4, but on the list of the number of

crews of which this is representative, 18, because between Chi-

cago and Shopton as the terminals that they run, there are 18

crews in passenger service; but in that little sub-pool, taking
care of 3 and 4, there are only three crews assigned to those

two trains, 'but between those two terminals there are 18 crews
in passenger service. Of course, to the extent that 3 and 4 are

faster scheduled trains, the three crews who are assigned to 3

and 4, would make that money in a less number of hours on the

run.

Mr. Burgess: Yes.

Mr. Sheean : But it to some extent represents. There are

18 crew^s running in passenger service between those two
terminals ?

Mr. Trenholm: I want to say that in trying to check and
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get accurate that number of crews of wliicli tliis is repre-

sentative, I found a great deal of trouble, and I would ask that

that only be taken for what it is worth. I first asked the roads,
as in my original circular, to give that.. That was my first

thought; that you could take a man in an assigned service—I

liad in mind my own road, and of course that guided me very
much. I had in mind where we run six passenger trains, each

way, between two terminals, knowing that those six jjassenger

trains, each way, were not covered by one pool. That 1, 2, 3 and
4 were covered by a pool of five men. The other three trains

would be covered by a pool of four men, and my thought was
to get the man in each one of those pools, to show what that

particular pool represented and earned, and then have the rail-

roads say whether that pool was fairly representative of the

other pools between those terminals. Now, I found that the

roads misunderstood me a great deal in that, and in checking, in

trying to get it as near correct as I could, I sent and got a state-

ment on another basis entirely. I asked them for a statement of

pool service; between what terminals they ran and how many
men assigned to the pool, and so on, and undertook to check

their original letter from the superintendent, with this informa-

tion got from another standpoint, to try and verify it, and I

found a good many differences, and I have made a good many
corrections through here—through the books, to get it conserva-

tive, and that—both the letters that the superintendents origi-

nally wrote me, from which I tried to get that information, and

the form that I sent out to get information from another angle,

to check them with, are in the original file here for the benefit of

the men. So that while I believe that the figures shown here are

just as near as you could get them, in checking the way I liad

to, still, I would not want to say in all cases it is absolutely cor-

rect. I think it is under now, rather than over, because I wanted

to be very conservative about it, and it don't mean very much,

only just so far as it is an indication of the number of men in

passenger service between two terminals; and I wouldn't want

it understood by the Board that the man shown as Mr. Fisher,

drawing his money, was representative of 18 men that drew that

same money, because the other passenger trains between these

two terminals of Chicago and Shopton, may be local passenger

trains. The conditions might be different, but he is clearly repre-

sentative of the three men, in the two trains that he runs on.
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Mr. Slieean: Mr. Trenliolm, on your jjassenger service

here-

Mr. Carter: Mr. Chairman, tlie witness insists on assert-

ing that the names that appear in here, are representative of all

others. We insist that we have the payroll, and if they will not

present the payrolls, we hope that the entire exhibit will be

excluded.

Mr. Sheean: I was not listening very attentively to this

colloquy.

Mr. Carter: 1 would like to have a ruling on that, Mr.

Chairman, We know this exhibit here is not tyj^ieal of all the

men in the service, and notwithstanding the passage at arms on

several occasions, we always get hack to that. I would like to

have the record read of just what was said.

Mr. Sheean: Just read the talk between Mr. Burgess and

Mr. Trenliolm about that. I did not think there was anything
to get us into any further trouble.

Mr. Burgess: I was askmg Mr. Trenliolm about this C,
R. I. & P. example, on page 70.

Mr. Carter : Pardon me. I would like to have the statement

read. I object to the statement of the witness that it represents

all others.

Mr. Sheean: Just read it, w^ill you please?

(Record read as above recorded.)

Mr. Carter : Mr. Chairman, we were satisfied on several

occasions with statements made, particulai-ly the statement made

by counsel for the railroads, once, and the last statement that was

made by the witness. Now, we keep getting l)ack to it again,

about representing others. Now, if that represents others, we
want the facts concerning the others. If it represents the names

here, we have no objection.

Mr, Sheean : I thought I had made it perfectly clear, and

was trying to clear it up for Mr, Burgess, that on this particular

run, Mr, Carter, I just thought the Chairman wanted, as an extra

precaution, that you should not get the impression that the other

18 passenger crews necessarily earned the same money. This

only shows that there are 18 passenger crews between those

points, and that 3 and 4, their fast trains, were manned by three

crews.

Mr. Carter: Mr. Chairman, we agree at one moment, and
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then, as the exammation goes on, why, we find out we are not

agreeing. If these are to show the earnings of these men, we
don't question them, but if it is to show the earnings of other

men, we want the earnings of the other men introduced.

The Chairman: Well, in the first place, aside from the

fact that these men earned these particular amounts, there is

no positive evidence to show what the other men earned. Now,
unless these gentlemen want to connect that with the other men,
and show that they earned an equal amount, it does not seem to

me that there is much to cavil about, one way or the other.

However, if this exhibit tends to show that this fairly represents
w4iat all the men in this particular service earned, why, then,

<)f course, you would be entitled to introduce any evidence that

you might have or might obtain, which the Board will give you
the right to obtain, if you desire, bearing upon the question as

to what all the men earned.

Mr. Carter: I am afraid, Mr. Chairman, we could not get

that evidence ourselves, at this time, but you know, I called

your attention to the fact that the original objection was based

upon the language in the instructions here.

Mr. Burgess: Mr. Chairman, pardon me, I thought that

that question was passed, or else I would not have said any-

thing at all.

Mr. Trenholm: And I would not have answered von.

Mr. Burgess: I feel somewhat responsible.

Mr. Sheean: Let me see if I can straighten it out. Mr.

Carter, you don't question, I take it, just referring to this page 1

again at all, that Mr. Fisher was an engineer, who ran on trains

3 and 4, and that trains 3 and 4—those two trains were manned

by three engineers, and that there were 18 engineers assigned
to passenger service between Chicago and Shopton. Now, that

is all that this purports to show, that trains 3 and 4 were

manned by tliree men, assigned to them. That one of the three,

Mr. Fisher, earned this money, and that there were 18 crews in

passenger service between these points.

Mr. Stone: Then, can I ask you a question? Why does

your mtness still insist that this is representative of the men
in that pool?

Mr. Carter: That is what we object to.

Mr. Slieean: Let me say, I think all that means is that if
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the other two men were of equal health, diligence, desire to work,
and so on, and had worked the same nmnber of days as Mr.

Fisher, thev would have earned—whether thev did or not, we
do not pretend to show.

Mr. Stone: That is merely an assmiiption. That is not

evidence. If all these things come to pass, and they are alive

and are on earth.

Mr. Sheean : Mr. Stone, there were three men assigned
to it, and if any one of them ran the same number of days that

Mr. Fisher did, he would get the same money for it. Whether
he did or did not, we do not pretend to show.

Mr. Stone : But you do still insist that the work Mr. Fisher

l^erformed is representative of the men in that pool.

Mr. Sheean: I don't want to get back to that word "rep-
resentative."

Mr. Stone: Well, then, you ought to coach your witness so

he would keep away from it.

Mr. Carter : Mr. Chairman and Gentlemen : I thought that

was settled, and I thought that the witness had made a state-

ment that was agreeable to all concerned; that it represents
what is shown here and no more. Now, continually in the ex-

amination we get back to the theoretical part of it, and we have

to object again, unless they show us the earnings of the other

men.

The Chairman: Now, counsel for the railroads, having
made a statement as to the purpose for which this evidence is in-

troduced, and the extent to which it is entitled to go, the Board
will be governed by that statement, but the Board cannot under-

take to regulate the witness in testifying as to what he shall or

shall not sav. That is a matter that we cannot control. All we
can say to you is that we will consider this evidence for the pur-

pose for which it is offered, and only to the extent to which it

goes.

Mr. Carter: Then, Mr. Chairman, I understand the wit-

ness offers it as evidence of w^hat all others earned, and I un-

derstand that counsel does not. We are placed in a peculiar

position, Mr. Chairman and gentlemen—a very peculiar posi-

tion. This matter came up very early in the proceedings, away
back long before the Christmas holidays. At that time, we sent

notice that we wanted all of this evidence, and we thought it
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was practically waived, and now, just at the close of the hear-

ing, so far as the direct testimony of the railroads is concerned,

they bring it in, too late for us to secure rebuttal testimony, and

it places us in a very peculiar position. I thought that the mat-

ter was disposed of a while ago, and that it only meant what it

showed. Now, if it is going to mean that this means the general

practice of the men who are not represented here, we want in-

fonnation concerning the men that are not represented.

Mr. Burgess: Mr. Chairman, will you pardon me if I

make just a brief statement, as I feel somewhat responsible for

this position.

The Chairman: Certainly.

Mr. Burgess: Well, unfortunately, T found here in two

examples, two crews in the line indicating number of crews

assigned, and l)elow that, number of crews which this repre-

sented, four. Now, that was the only example that I found that

particular condition in, and trying to get light, I did ask Mr.

Trenholm what it meant, and Mr. Trenholm endeavored to ex-

l)lain what it meant, and as he did, he incidentally referred to

this Mr. Fisher in the Santa Fe—I believe the first page.

Mr. Sheean : I thought that would show the extreme limit

of it.

Mr. Burgess: Yes, sir; and he showed there that there

were 18 crews asigned to that service, but stated that in that

particular assignment, that that would only represent three.

At the same time, it had been decided that the Board, if I un-

derstood the position of the Board correctly
—that this exhibit

would, under no circumstances, indicate what any engineer

earned, unless his name was shown on the exhibit. That is the

way I understood it. I was asking for light, and did not intend

to bring the subject u]) again.

The Chairman: Well, he incidentally mentioned the "blue

hank. ' '

Mr. Carter: Mr. Chairman, I don't want to delay these

proceedings. If this is intended to represent just what it does

show, why, we are not going to question it. We do not believe

thev deliberatelv falsified the record, but we do not believe that

these cases should be used as indicative of all the rest in the

same service.

Mr. Trenholm: 1 don't know thai there is any difference,
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geutlemen, between tlie contention of Mr. Carter and tlie con-

tention of the railroads^. If so, it is so finely drawn that I don't

know that it would amount to anything, one wa> or the other.

Mr. Carter is a railroad man—has been. Mr. Burgess, Mr. Stone,

and I believe that Mr. Stone and Mr. Carter will agree with me
that if a passenger train is scheduled from Chicago to Shopton
and runs from Shopton to Chicago every day, a distance of 200

miles, and to which three engineers are assigned, that the earn-

ings of those three engineers, assuming, of course, that the run

is such a one that it (h)es not overburden the man beyond his

capacity to work his assignment, and it is, T think, generally

assumed that in passenger service particularly that the assign-

ment is made, possibly, not by agreement, but by tentative

understanding anyway, that the assignment is satisfactory.

They assign three engineers to two runs. If it is a 125 mile run,

you assign two men to the two runs, and that is recognized,

generally speaking, as a reasonable basis of work, either by

mileage or by hours. Now, I think it is only fair to assume, that

being true, that the three men on that assignment would, under

ordinary conditions, barring out sickness—the run is every other

day, and it is conceded that the assignment is reasonable—that

each one of those men would make pra,ctically the same money
each month. Now, it was impossible to take all of the men and

get this information, in time, or I would have done it. My
only thought was that under that condition, one of those men
is just as good as the other. The assignment is there. The run

is there, and barring sickness—barring matters over which the

railroad has no control, each one of those three men would

naturally make about the same money. Now, that is all this

purports to show, and if I have misstated that, Mr. Stone will

correct me.

I believe that is a fair statement of the railroads' condi-

tion and that is all this purports to show. It shows one man out

of three on an assignment, where three men were assigiied, and

the assignment stands, year in and year out. The run is on all

the time. When it is taken off, they all come off. There is no

choice; and that is all this purports to show.

Mr. Stone: Mr. Chairman, I admire the witness' persist-

ency in sticking to his text.
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Mr. Trenliolm: I would ask Mr. Stone, if I may ask a

question
—I have not asked very many—

Mr. Stone: Surely.

Mr. Trenholm : May I ask you if that statement of the as-

sig-nment is not a fair presentation of the assignment on rail-

roads ?

Mr. Stone : That is a fair presentation of the assignment on

railroads, hut, rmfortunately, when the Supreme Power created

man, He made him a human being, not a machine, guaranteed
to turn out so much a year. Always have the human element to

deal with, and it is not fair to assume that every man will turn

out the same amount of work, every day, throughout the year.

Mr. Trenholm: I am not assuming that. I am saying as a

fact that this man did. Any assumption that may go beyond
that is purely in the hands of the Board.

The Chairman: At most, we are asked to infer, if such is

the ease, it is a question for the Board as to whether or not there

is sufficient evidence from which we might expect that these

other people got that amount, or could have gotten it.

Mr, Nagel : We cannot infer it from the exhibit, but must

infer it from the other testimony we have heard in the case.

Mr. Carter : Mr. Chairman, this matter was presented very

early in the proceedings, and I think the record shows

that Mr. Stone served notice that he wanted information con-

cerning all the men. I think one of the last things, previous to

the adjournment for the Christmas holidays, was another re-

quest by Mr. Stone. Subsequenth^, we understood that this ex-

hibit would not be presented, and we gave it no further thought,

until now. It is x^resented too late for us to rebut it. I imagine
this has been ready since early in the proceedings, and here, at

the eve they are putting this in. We have not got time to show

what the other men earned, and if they say this is true, so far

as these men are concerned, we will accept that, but saying that

this is typical of all the men, we cannot accept it.

Mr. Sheean: Mr. Trenholm, have you a memorandum as

to how many of the men shown in this Exhibit 1, in assigned

passenger service, during the year in question, earned and

were paid more than $2,400 a year, more than $200 a month?

Mr. Trenholm: Yes, sir.

Mr. Sheean: And how many are show^n there in this ox-
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hibit who were paid throughout the year more than $200 a

month 1

Mr. Trenholm : In passenger service, exclusive, there were

sixty-four.

Mr. Sheean: And their names and the runs are shown in

detail here?

Mr. Trenholm: Yes, sir.

Mr. Carter: Mr. Chairman, we do not want to delav the

proceedings, but it seems to us we have not been treated right
in this matter. I think Mr. Stone, as spokesman for us, early
in the proceedings, served notice that if these typical runs were
to be introduced, we wanted all the information upon the sub-

ject. I think just previous to the adjournment for the Holidays,
Mr, Stone, speaking for both sides, again served notice. Then,

subsequent to the Holidays, I understood that an entirely dif-

ferent matter w^as to be introduced, more specific. And I will

speak for myself, and I think for Mr. Stone, we did not think

this was ever to be presented, because it was agreed we could

not get the information concerning all the men. Now, almost

at the close of the hearings, two months after the matter first

came up, we find this injected, and we find here, presumably to

influence the minds of the Board, certain statements to which
we seriously object. We do not believe that these men are

typical of all of them. We will not say that this is a deliberate

misrepresentation; w^e do not mean to say that; but it is just

for the men presented, and nobody else.

Mr. Trenholm: I want to say, in response to that—
The Chairman: Now, Mr. Carter, I want to ask a ques-

tion of Mr. Sheean. How many of these roads have the pay-
rolls here now!

Mr. Sheean : They have five for one month's roll, the month
of October, and they have not got around to more than touch

the high spots for that month of October, on the five we agreed
to. One of them, the Southern Pacific, has been here for ten

days or two weeks, and has not been touched.

The Chairman: It will mean an unfortunate delay, but

under the law, if you insist upon it, you are entitled to have

these payrolls.

Mr. Carter: What was the supplemental exhibit showing
the earnings for all the months, Mr. Sheean?



5852

Mr. Stone : It was Mr. Keefe 's exhibit.

Mr. Keefe : Exhibit 30-A, for certain of the roads.

Mr. Carter : If you present that as typical of all the men,
we will accept that, because we have done some very earnest

work on that exhibit and expect to present it in rebuttal. But

here, this would indicate that the men earn this all the time. I

say to you, it is unfair to do so. I thought when Mr. Stone

served notice twice before the Holidays, once when the matter
first came up, and once in closing, before we adjourned for the

Holidays, that if they introduced this, they would give us all the

information on it; and subsequently there was an agreement
which I understood was a withdrawal of this, and other matters

were presented, and it was agreed to. Now, just at the close,

they present this, and I do not think this is typical. In the first

place, the instructions here, ''Information is desired which will

enable the reader to form a correct and reliable mental picture
of the principal features connected with the ser^^ice of engineers
and firemen on each division. ' '

The Chairman : The Chairman of the Board has indicated

to you the extent to which it would go in considering this exhibit

as a mental picture. I have tried to indicate to you that only
such things as are proven will be considered by the Board.

Mr. Carter : Well, the witness is now, in his last testimony,

showing that it includes a great many people not shown here.

Mr. Nagel: There have been several attempts to have a

witness indicate what is in the minds of the Board, but I do

not think that has been successful.
#

Mr. Carter : I will accept that explanation,

Mr. Stone: Mr. Sheean has referred two or three times

to the fact that certain papers were here, but they had not been

touched as yet. You understand, of course, that it took some
time to build up a clerical force to handle the matter; and an-

other thing, it is true that the Burlington and the Great North-

ern, and I believe the Colorado & Southern were all in the Bur-

lington offices. They seriously objected to us doing anything
to one road until we had completed all we wanted to do with

another, so there would be no chance of getting the papers

mixed, and I think that was proper. And we have been taking

up a road at a time, and if we have been delayed, it is perhaps

unfortunate, and I guess perhaps the task is bigger than we
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thonglit it would be. In addition to that, I supposed of course

they would work constantly on it, Saturdays a full day, Sundays
and everything else, because I realized the time was short. The
first thing I knew the entire force knocked off at one o'clock

Saturday, and I asked in regard to it and they said, ''You could

not have the papers after one o'clock," And in talking with

Mr. Byram, the early part of the following week, he said, "You
can have them Saturdays, Sundays, or at night." That was a

misunderstanding of some one who wanted to take a vacation,

I guess, whoever was in charge there, and I do not blame them.

But there is no desire to ask for them just for the fun of having
them. We are as anxious to go through them as we were at the

first, and in fact more so.

The Chairman: My reason for asking how many payrolls

were here, is that I thought I would see how much of an under-

taking it would be to have the other payrolls brought in. That

was the only purpose.
Mr. Carter : Mr. Chairman, I understand they have not any

payrolls for our information, except for the month of October.

"We don't want that. We have not said they falsified the pay-

rolls of October. We have said that October is not typical of

the year.

Mr. Sheean : Why, Mr. Carter, the letter that went out was

approved before it went out, by Mr. Stone and Mr. Phillips, that

the payrolls for the month of October on these five specified

roads, was w^hat you wanted and what has been sent in.

Mr. Stone: Well, we had to have the pa^ToUs for October,

Mr. Chairman, in order to check the time cards and everything

else we were working on. I did not know at that time this was

to be presented, and my understanding is, that this was not

prepared. I think there is no doubt that this exhibit was pre-

pared long before the exhibit presented by Mr. Keefe. I haven't

heard anybody deny, at least I think this was ready a long time

before the other one, why it was held up to the last part, I don't

know, unless it was a shrewd move on the part of counsel, and if

that is correct, I am perfectly willing to concede it is a shrewd

move, and if I were on the other side, I would probably do the

same thing.

Mr. Trenholm : I started to ask the question and when his

Honor started to make his ruling, I stopped. This exhibit was
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being prepared. Mr. Keefe was working on the October payroll,

and I took charge of this particular exhibit and was working on

it for the same time, and have been working on it up until the last

four days. It was photostated early in October, and if there

was any such question raised as to whether this would be put

in, I know of nobody ever saying that it would not be put in.

I never had a thought of withdrawing it, nor did the committee.

It was talked about, if you are going to present the typical man,
we are going to demand the payrolls for all these years, and that

was the talk, and that was all. I made no statement, or anybody
else with authority, that any exhibit would be withdrawn in this

matter, and had no thought of withdrawing it, and so far as its

order of presentation, it is simply natural that it went in that

way. There was no desire or intent to put it in at last or at

first, either one. We might be charged just the same—if we had

put the payroll of October in last, we might have been charged
with the same thing. It came in the proper order of presenting

the case on the part of the railroads.

Mr. Carter: I think statements were made that were per-

fectly satisfactory. We thought the matter was closed up?
Counsel seemed to be willing, and the witness. We thought it

was closed. But now, we are coming back to something else all

the time. I tliink the record will show the statement of counsel

and the witness was satisfactory to us.

Mr. Trenholm: I am perfectly satisfied with the ruling of

the Chairman of the Arbitration Board, that this will simply

show what it shows to the Board, no more and no less.

Mr. Carter : Mr. Chairman, if it only applies to the names

shown here, we don't object.

The Chairman: We have only got five minutes more, and

I think under the circumstances we had better take an adjourn-

ment. You can all go to church Sunday and come back in a bet-

ter frame of mind.

(Whereupon, at 5 o'clock P. M., February 26, 1915, an ad-

journment was taken until March 1, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

AEBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-'

MEN AND ENGINEMEN
under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

Chicago, Illinois, March 1, 1915.

Met pursuant to adjournment at 10:15 A. M.
Present: Arbitrators and parties as before.

The Chairman : You may proceed, gentlemen.
Mr. Carter: Mr. Chairman and gentlemen: Since ad-

journment Friday we have read the proceedings, and I think the

statements by the Chairman of the Board, for the Board, are

perfectly satisfactory to us, and we are willing to let the entire

matter pass.

The Chairman: Well, let us get to something else now.

Are there any proposed corrections to the record this morning?
Mr. Stone : There is one correction I should like to make,

Mr. Chairman. On page 5821, I aaj: "Mr. Stone: He did

make 21:6 days in the year, did he not?" It should be 446 days
in the year, because he made 44,650 miles.

The Chairman : You may jiroceed with the witness, Mr.

Sheean.

A. W. TRENHOLM was recalled for further examination,
and having been jDreviously sworn, testified as follows :

Mr. Sheean: Mr. Trenholm, I had asked vou as to the

number of passenger engineers who, on this Exhibit, were shown
as earning more than $200 a month during the fiscal year. What
was that number?
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Mr. Trenholm: Sixty-four.

Mr. Sheean : Out of how many passenger engineers shown

in the exhibit 1

Mr. Trenholm : There are 540 passenger engineers shown

in this exhibit who worked the full year, or whose earnings are

shown for a full year, that there was no break in the assignment

during their year's period, and this is sixty-four out of that 540

that earned over $200 a month.

Mr. Sheean : Now, in through freight, what are the facts

as shown by this exhibit f

Mr. Trenliolm: Out of ninety-three who worked the full

year, there are fifteen that earned over $2,200 a year.

Mr. Stone: What was the total number?

Mr. Trenholm : Ninety-three who worked through the full

vear, Mr. Stone.

Mr. Sheean: And in local freight?

Mr. Trenholm: In local freight, out of 267 that worked

the full year, there are nineteen that earned over $2,200.

Mr. Sheean: In the pool, Mr. Trenliolm, how many?
Mr. Trenholm : In the pool, there were 311 engineers who

worked the full year in pool service; out of that number there

are thirty-six that made over $2,200.

Mr. Sheean: That is summarized from the names follow-

ing page 130?

Mr. Trenliolm: Yes, sir, to page 169, inclusive.

Mr. Sheean: Now, Mr. Trenholm, just in that connection

what are the high earnings there in this pool, I mean as shown

on this exhibit?

Mr. Trenholm : The highest I see listed here is $2,830.02.

There is twenty-seven hundred—
Mr. Sheean: Who is that twenty-eight hundred dollars?

Mr. Trenholm: C. E. McComie, $2,830.02.

Mr. Sheean: What page?
Mr. Trenholm : Page 163. I am in error about the num-

ber of 36. It should be 55 that earned over $2,200, out of 311.

Mr. Burgess: Does that summary appear in our book,

Mr. Trenholm?
Mr. Trenholm: No, it does not.

Mr. Sheean: It is shown on page 163; Mr. McComie is

shown as paying on the run between Dunsmuir and Eed Bluff.
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Mr. Trenholm : Yes, sir, Dunsmuir and Eed Bluff.

Mr. Sheean: On a 99 mile district?

Mr. Trenholm: Yes, sir.

Mr. Sheean: Apparently, through the year, the month of

October was not the highest month for Mr. McComie in earn-

ings !

Mr. Trenholm: No, one of the lowest.

Mr. Stone: That is the division, is it not, where they have

the 39 consecutive miles?

Mr. Trenholm : It is a 99 mile division.

Mr. Stone : And they pay for 138 on that division, as I

recall it, and overtime after eight hours'?

Mr. Trenholm: I don't know.

Mr. Sheean : Dunsmuir and Eed Bluff.

Mr. Stone : Dunsmuir to Red Bluff.

Mr. Campbell: 39 constructive miles.

Mr. Sheean: What did you say the other was, next to

that?

Mr. Trenholm: I see one here 2,777.86, on page 164, Charles

0. Wine.

The Chairman : Is that on your road ?

Mr. Trenholm: No, sir, this is on the Southern Pacific,

Los Angeles division.

The Chairman: What service is he in?

Mr. Trenholm : In pool or chain gang service.

The Chairman : I mean, is he in passenger or freight serv-

ice?

Mr. Trenholm: He is in freight service.

The Chairman: How many miles did he make! Wliat is

his average?
Mr. Trenholm: The average miles he makes for the year?
The Chairman: I mean the days. Or does it show the

daily miles?

Mr. Trenholm: Distance between terminals is 131 and

122, apparently different runs. He makes—
Mr. Park : I would like to ask Mr. Campbell if that is two

divisons, Los Angeles to Yuma?
Mr. Campbell: I couldn't say, Mr. Park. I have never

been down there.

Mr. Phillips: They run Los Angeles to Yuma.
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Mr. Sheean : They are shown here—
Mr. Park: It is over two freight districts, is it?

Mr. Phillips: No, sir.

Mr. Park : It is given here as 131 and 122.

Mr. Stone : Pardon me, Mr. Park, is not that due to a dif-

ference in the constructive mileage between freight and pas-

senger f

Mr. Park: Well, it ought not to be in this.

Mr. Trenholm: This is pool or chain gang.
Mr. Park: This purports to be pool or chain gang?
Mr. Trenholm: I think he runs out of a terminal that

works both ways, probably. While I don't know that to be so, a

good many do that are shown.

Mr. Park: Well, it is more than 131 miles from Los

Angeles to Yuma, is it not?

Mr, Trenholm: Answering your question, your Honor, his

average miles per trip is 123, according to this, and he was 13

hours making the trip. His average is 123 miles per trip, 13

hours.

Mr. Park: Thank you.

Mr. Burgess: And, Mr. Trenholm, is he paid overtime after

the expiration of eight hours, on that system?
Mr. Threnholm: Well, I don't know, Mr. Burgess. It is an

eight-hour road, and I don't know just how it works out; 310

trips and 3,192 miles.

Mr. Sheean: Did you say 13 hours?

Mr. Trenholm : No, it is lOi/o hours per trip, your Honor.

I did not divide it right.

Mr. Sheean: Well, now, Mr. Trenholm, the detail on page
164 apparently shows that of this 2,776 only 2,572.53 was earned

in the pool?
Mr. Trenholm: Yes.

Mr. Sheean: The months in which there were other earn-

ings are shown in red ink on that page ?

Mr. Trenholm: Yes.

Mr. Sheean: That indicates that those earnings were not in

this pool ?

Mr. Trenholm: Yes, they were outside earnings.

Mr. Park: When you come back to this later, I want to see

what bearing this paid for away from home would have on that?
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I think that is two divisions. I think they run from Indio to

Yuma and from Yuma to Indio.

Mr. Sheean: Probably the detail of that is shown—
Mr. Keefe: I have sent for it.

Mr. Sheean :
—on the report of the superintendent of that

division, Mr. Park. Now, Mr. Trenholm, there seems to be

some $2,600 man there
;
F. P. Connolly. Do you have some other

one in mind?
Mr. Trenholm: No; looking at that one, $2,638.90; P. F.

Connolly, page 148.

Mr. Sheean: That is on the El Paso & Southwestern, dis-

trict 118 miles long, apparently.
Mr. Trenholm: Yes, sir.

Mr. Sheean: Now, of that $2,638.90, apparently $145.65

was earned outside of the assignment.
Mr. Trenholm: $146.65.

Mr. Sheean : $146.65, yes.

Mr. Trenholm: Was earned outside of the assignment.

During the month of December, he apparently did not work in

the pool at all. He earned $96.45 outside of the pool.

Mr. Sheean: Well, in eleven months then, in which he

worked in the pool, ignoring entirely any earnings outside of the

pool and being away from the pool entirely during one month, his

earnings were $2,492.25 in eleven months?
Mr. Trenholm: Yes, sir; $50.20 of it was outside of the

pool, however.

The Chairman : Mr. Trenholm, what do the letters
" P " and

"Y" and "lost time" indicate in these columns?

Mr. Trenholm: Put in there to show passenger service;
"Y " for yard and "P " for passenger.

Mr. Park: In the case of Engineer Daley, on that same

page, Denver & Rio Grande, that shows a hyphenated mileage
of 115 and 119. Is that two divisions, or is it longer one way
than it is the other, by reason of a change of line? Mr. Martin,
is that one division?

Mr. Martin: One division.

Mr. Park: 115 one way and 119 the other?

Mr. Martin: Before November, 1913, the distance was 115

miles. When they constructed the new line, it lengthened it four

miles.
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Mr. Slieean: That is, during part of this time, Mr. Martin,
his earnings thronghout the year were on the division 115 miles

in length, and during another part of the year it was on the 119

mile division?

Mr. Martin: From July to the middle of November, it was
115 miles long. From the middle of November to the end of

June, 1914, it was 119 miles. The construction of the new line

increased the mileage by four.

Mr. Burgess: Mr. Sheean, can I ask Mr. Martin a question?
Mr. Sheean: Surelv.

Mr. Burgess: Mr. Martin, kindly refer to October, 1913.

Now, there is in red figures $51.52 ;
black figures $209.97. Are we

to understand that that $51.52 is included in the $209.97?
Mr. Martin: No, sir.

Mr. Burgess: That is separate from the $209.97, is it?

Mr. Martin: That is my understanding. Mr. Trenholm put
those figures in. That is my understanding.

Mr. Trenholm:^ Yes, sir, the red figures up there in this

case makes the $146.28, outside earnings. The red figures in-

cluded in that bottom figure, were put in in detail, afterwards.

Mr. Park: On page 166, I see another case of what I am
trying to get at, the distance between terminals. The first one.

120 miles, 138 miles, and 169 miles.

Mr. Trenliolm : That is Houston to Hearne and Hempstead
to Hockley.

Mr. Park: Do they represent three separate districts, as

you understand it ?

Mr. Trenholm: I understand it that those pools cover

those three districts in there, and the mileage in each is differ-

ent.

Mr. Park : I asked Mr. Phillips the other day if they did

not run in that way on the Southern Pacific over one or two

divisions. Page 166, Mr. Phillips, the first division there, dis-

tance between terminals is given as 120, 138 and 169 miles.

Mr. Phillips : "What is the point?

Mr. Park : The first engineer on that page, Charles Huser.

The in»formation I wanted is whether these engineers run

over the three districts, to get its bearing on this being paid for

time awav from home.
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Mr. Phillips: That is on the Houston & Texas Central?

Mr. Park : Yes.

Mr. Phillips : I am not familiar with that, bnt I would take

it from the figures that the three districts are involved.

Mr. Park: What would be the home terminal of an en-

gineer and fireman under those circumstances?

Mr. Phillips: I do not know that I am qualified or have

the knowledge that would enable me to answer that question,

Mr. Park.

Mr. Park : But the Board must have it.

Mr. Phillips : I would say that I think Houston would be

their home terminal; but, generally speaking, I will venture a

definition of a home terminal. It is the point where most of the

crews reside, or where the shops are located, or at the point
from which the crews are assigned. That is the general defini-

tion, the division terminal is the home terminal.

Mr. Park : Well, in this service then, would it be asked that

these men be paid at any one of these terminals if they should

be there more than the time specified in your submission"?

Mr. Phillips : If, at any one of them, they are held longer
than the time designated, yes, sir; that is my understanding.
But I think I may add, and Mr. Stone or Mr. Carter will correct

me if I am in error in this, that if they have an arrangement

whereby a man is run over two districts, that is, run from A to

B, an intermediate cut out point, and then from B to C, taking
rest at the intermediate point, you understand, and then run-

ning from B to C and taking his requisite rest at C, and then

returning and again cut out at B on the return trip, and then re-

turning to A, his home terminal, that he would not be entitled

to held away from home terminal time unless held more than the

designated time at either B or C.

Mr. Park: But they would be away from home perhaps
three or four days or a week?

Mr. Phillips : Yes, but they would have an earning oppor-

tunity each day, or at the end of a proper rest period in each
case. I say that, and I have never discussed the matter with Mr.
Stone or Mr. Carter, and do not know what has been the con-

tention here, but I say that is the general application of the held

away from home terminal rule.
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Mr. Park : But if they have an earning opportunity in each

24 hours, you think that is all they can ask for ?

Mr. Phillips : I think that is the way the rule now applies,

where it is in effect, Mr. Park.

Mr. Sheean : The detail of what you asked for here on the

Los Angeles-Yuma run, shows that through freight service, train

numbers covered by assignment, gives the train numbers, the

terminals between which trains run, Los Angeles and Yuma.
The distance is 251 miles. The distance between Los Angeles
and Indio is 129 miles

;
Los Angeles and Santa Barbara, 101

miles
;
Los Angeles and Mojave, 101 miles. Remarks : Crews

cut out at Indio both east and west bound, taking their turn out

in direction bound.

Mr. Park: That is the same condition as to this Houston

& Texas Central.

Mr. Sheean: Pool in crew handling the main line freight.

Extra men able to cut in only when pool men are unable to han-

dle business. Pool handles extra passenger business. "When
men in regular and extra passenger service are not available,

vacancies in pool service are filled from extra list.

Mr. Phillips : I think, in clearing it up, it seems to me that

is in line with the information I volunteered, that it was all one

freight district. Indio is an intermediate cut out point, and

they do cut out east and west and take their rest there, but it is

all one freight district. They are assigned in one pool. And

following right along the line of the inquiry made by Mr. Park,
I would not think, under a held away from home terminal rule,

if granted at 15 hours, as requested here, that a man would be

entitled to anything, if he got out of Indio in 15 hours, nor would

he be entitled to anything if he got out of Yuma on the return

trip, within 5 hours, each terminal being considered separately.

Mr. Park : 'It would increase the possibility to the railroad,

though, of having to pay that time, by reason of those combina-

tion runs, which, I imagine, are so arranged for the benefit of the

men, in order to put them out on the desert and back again into

a good town like Los Angeles, once a week. You would know that

territory, would you not? Is that the reason?

Mr."^ Phillips : What is that ?

Mr. Park : Why do they run over three divisions f

Mr. Phillips : If you will pardon a mild California booster,
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everybody likes to live in Los Angeles, and it would be practically

impossible for a man to live and call it living at Yuma or Indio,

much less Indio, and therefore it is impossible to run freight
crews that 200 miles, between 250 and 300 miles from Los

Angeles to Indio, and they make an intermediate cut-out point, so

that all of the crews run to Indio, then to Yuma, and then back

to Indio and then into Los Angeles. In enables all the crews to

get into Los Angeles, which is their home terminal occasionally.
None of them are sentenced to spend their lives out on the desert.

It is a fact, however, that they are away from home much more
than crews are that are just run to a turn-around point and back

again.

Mr. Park: That is voluntary on their part.

Mr. Phillips : I do not know whether it is voluntary on
their part. Perhaps it is necessary. I do not know whether a

man could live out on those sand dunes and be of any particular
service to the railroad.

Mr. Park: I think they have some orange groves at Yuma.
Mr. Phillips : Painted on the map, I take it, perhaps they

have.

Mr. Sheean : Mr. Trenholm, as to these individuals that I

have asked about in the clitferent services, you have made a list

of the names !

Mr. Trenholm : Yes, sir.

Mr. Sheean: In each of the cases!

Mr. Trenholm: Yes, sir.

Mr. Sheean : I will ask leave to file that or attach it to each

of the exhibits here. Mr. Phillips just asked whether that was in

the others, and I think it would be desirable that that be done in

each of these exhibits, a sheet giving the names and the page and
the amounts under each of these heads

;
and with the permission

of the Board, I will have those copied and a sufficient number
attached with each one, so that they will show the names and the

amounts.

Mr. Trenholm, in running down this list, I notice $2,500 to

Mr. C. Markham, at page 132. Let us see what road that is on.

and what the run is ?

Mr. Trenholm : He is the second man on the list, on page
132.
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Mr. Slieean : And that is a run between Needles and Bar-

stow, on the Sante Fe, a distance of 169 miles ?

Mr. xrenholm: Yes, sir.

Mr. Sheean: Now, through the year there, in the case of

Mr. Markham, the trips in particular months, vary from 15 trips

to as high as 25 trips in a month!

Mr. Trenholm: Yes, sir.

Mr. Sheean : And is it true that throughout all of the pool

service here you have made no effort to include or count whether

available all of the time or not, but simply show the number of

trips, except in cases of protracted layoff, where they might have

some information.

Mr. Trenholm: Yes. The railroads were unable to give

me any reliable information as to whether men laid off or whether

they did not; that is, whether they were available the whole

month or not
; hence, there is no lost time here, excepting occa-

sionally, where the road had the record of the man, taking a leave

of absence. But we show no lost time here, and whatever the

record, it must be assumed, in the absence of any knowledge to

the contrary, that the man was available for all the year. In this

particular case, the road said the engine was in the shop six days
in Januaiy and that he waited for his engine, but that is the only
record they had of any lost time.

Mr. Sheean: Speaking generally, Mr. Trenholm, with ref-

erence to the earnings in pool service, for similar service on the

ditferent roads, does there seem to be a reasonable degree of

uniformity in what the men earn under like conditions 1

Mr. Trenholm: Well, reasonably so. There is more or less

variation. It is very hard to get a man in pool service, or any
number of them, to work through the year.

Mr. Sheean: I meant more particularly on different lines

of railroad. Take different railroads in the same territory, sub-

stantially the same territory, similar operating conditions, does

there seem to be reasonable approximation as between the earn-

ings on the different roads operating in the same territory?

Mr. Trenholm: "Well, I think reasonably so. There is con-

siderable variation.

Mr. Sheean: A considerable variation, is there, in the

length of the runs?
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Mr. Trenholm: Oli, yes. That has a great deal to do with

it, of course.

Mr. Sheean: Now, in the branch passenger service, Mr.

Trenholm, how many engineers in the branch passenger service

do yon show altogether in this Exhibit 27 ?

Mr. Trenholm: There are 151 engineers who worked

through the full year in branch passenger service on their assign-

ment, of which forty-seven earned over $2,200 in the year.
Mr. Sheean: Now, running down this list, there seems to

be Mr. Meyers, $2,944.40, shown on page 190. Just where is Ms
run? What does he do?

Mr. Trenholm: He runs between Eincon and Silver City,

101 miles each day, trains 117 and 118.

Mr. Sheean : What road is that ?

Mr. Trenholm: That is the Atchison, Topeka & Santa Fe.

He is the next to the last on the page, ninth man.

Mr. Sheean: $2,944.40, Rincon to Silver City, 101 miles

each way,
Mr. Trenholm: He is the only man on there, and he appar-

ently doubles the road. The run is apparently—he doesn't run

Sunday, as he makes—well, I guess he does, too. Yes, he runs

every day. He apparently doubles the road most of the time.

Mr. Sheean: Well, during the year in which he earned this

$2,944.40, he laid off fifty-nine days i
Mr. Trenholm: Fifty-nine trips.

Mr. Sheean : Fifty-nine trips ?

Mr. Trenholm: If the run is a daily run, it would be 365

trips a year, if he makes the turn of 200 miles, which this would

indicate that he did. There isn't but one man on the assignment,
so it would be 365 trips a year. He made 304, and lost 59.

Mr. Burgess: The total is blurred on my copy, Mr. Tren-

holm. What is the total?

Mr. Trenholm: Of money, Mr. Burgess?

Mr. Burgess: What*?

Mr. Trenholm: Of money?
Mr. Burgess: Yes.

Mr. Trenholm: It is $2,934 and $10.40 outside his assign-

ment, making a total of $2,944.40, earnings for the year.

Mr. Burgess: Well, Mr. Trenholm, won't you kindly refer
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to August, 1913, wherein his wages are shown to be $297.37. Am
I correct on that?

Mr. Trenhohii : Yes, sir
;
he evidently worked every day,

thirtA'-one davs, and doubled the road everv dav.

Mr. Burgess : Time worked every day, taking your calcu-

lation as to what constitutes a day, in the number of hours—if he

had run every day, he would have made 300 hours, would he not!

And the hours shown here are 403
;
so he must have worked over

forty days in that month.

Mr. Trenholm : He worked 403 hours, Mr. Burgess. What
I meant by working every day, that he doubled the road everj"

day, apparently. He made 202 miles. His mileage that month
was 6,262. Perhaps that, multiplied by the thirty-one—yes; he

doubled the road every day, thirty-one days.

Mr. Burgess : Yes, and in all the tabulations shown here,

where his earnings have gone beyond the j^oint of $200, we find a

very high number of hours, do we not ?

Mr. Trenholm : I take it that that includes the elapsed time

at the end of the turn, Mr. Burgess. I don't know that, but I as-

sume it does.

Mr. Burgess : Well, do they pay for the elapsed time!

Mr. Trenholm: His mileage being greater here—6,262

miles—of course he would be paid by the mile.

Mr. Burgess : But the heading of the column, Mr. Tren-

holm, savs "Hours on dutv. "

Mr. Trenholm : Yes, sir.

Mr. Burgess : Therefore, we have the right to assume that

there was no relief during those hours f

Mr. Trenholm : I think that is a proper presumption, Mr.

Burgess.
Mr. Burgess : Thank you.

Mr. Sheean : Now, that run is on trains 817 and 818?

Mr. Burgess : Yes, sir.

Mr. Sheean: We will get just what that run is from the

time cards. By the way, in those hours on duty, Mr. Trenholm,
in each case do you carry out the compensated hours, or the hours

which he would be entitled to collect pay for, if he were on an

hourly basis?

Mr. Trenholm : That is covered in this tabulation, I think,

the manner in which the hours are shown. This is the Atchison.
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Topeka & Santa Fe. They have reported their time under No.

1. No. 1 says, "From time called for, nntil released from duty
at end of run, including initial and final terminal delay, but not

preparatory time." So that the hours there, as reported, would

be from the time he started to make his trip, until he got back

to his home terminal, including the elapsed time,

Mr. Burgess: Minus the time he was getting his engine

ready ?

Mr. Trenholm: Minus preparatory time, yes, sir. They
did not report any preparatory time.

Mr. Burgess : So that in reality, if he was thirty minutes

on each day, there would be some additional hours to add to

these ?

Mr. Trenholm: Yes, sir.

Mr. Burgess: As set forth in the table!

Mr. Trenholm: Yes, sir.

Mr. Slieean: Trains 817 and 818, as shown by the time

card of the Official Guide of the Railways, leaves Rincon at 7 :20

in the morning and reaches Silver City at 12 :35 noon, each day.

Leaves Silver City on the return trip at 4 :20 in the afternoon and

arrives at Rincon at 9 :15 P. M.

Mr. Trenholm: Three hours and 45 minutes.

Mr. Shea: That would have been deducted. That dead

time must have been deducted.

Mr. Trenholm: No, I think not.

Mr. Slieean: No, this time, Mr. Shea, would be the com-

pensated time, if he were on the hourly basis. Of course, they

keep a record of the time under each of the schedules. His time

slips would show this much compensated time. As to what the

schedule provision of the Santa Fe may be, I am not prepared to

say, offhand.

Mr. Shea : What time does he leave?

Mr. Slieean : He leaves at 7 :20 in the morning and gets to

Silver City at 12 :35 noon. On his return trip, he leaves at 4 :20

in the afternoon and reaches Rincon at 9 :15 P. M.

Mr. Burgess : Now, Mr. Sheean, is that a branch run?

Mr. Trenholm : It is 101 miles.

Mr. Sheean: Branch passenger, yes, sir.

Mr. Burgess: Very well. He is at the depot at 12:35, as

I understand?
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Mr. Sheean: Yes.

Mr. Burgess : Now then, does he not have to turn his train

and prepare his engine, to go back and take care of the engine at

that point?
Mr. Sheean : Oh, I assume so, yes, sir.

Mr. Burgess : Then, he would not be relieved?

Mr. Sheean: I have no personal knowledge about that, as

to whether that is done by a hostler.

Mr. Burgess : That is the ordinary and usual procedure.
Mr. Sheean : Oh, yes.

Mr. Burgess : They have what, Mr. Sheean—^what is some-

times spoken of here as a **
handy man."

Mr. Sheean: Yes, sir.

Mr. Burgess : Then that handy man would not turn the

engine, or switch the train to return?

Mr. Sheean : No, I assume that that work on a run of that

sort—I assume probably that he would do that work at the turn-

ing point.

Mr. Stone: What page?
Mr. Sheean: 170.

Mr. Trenholm : I think that is his whole time on duty, Mr.

Burgess. If you will figure the thirty-one trips, he is thirteen

hours and 55 minutes, from the time he starts until he gets back.

That, multiplied by the thirty-one, would make approximately
403 hours.

Mr. Burgess : Well, Mr. Trenholm, in practical railway

operation, stopping at the depot at 12:35, by the time he got
that train returned and put away, and the engine taken care of,

it would be pretty near time to report again for duty.

Mr. Trenholm : After he had got his dinner.

Mr. Burgess : Sure
;
that is included. I suppose he eats on

that run, the same as we do here.

Mr. Park: Suppose he ran in a train on the '^Y" and

backed into the depot, and let the engine stand there ?

Mr. Trenholm: I don't know what operating conditions

are there, but he has approximately three hours and 45 minutes

at the turning point. Of course, if he has very much work to do,

returning his train, unless there is some other provision made
for taking care of the engine, why, he is apparently not released
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there, because that reports his full hours from the time he leaves,

until he gets back—elapsed time.

Mr. Sheean : But the branch passenger run itself is shown
as from 7 :20 in the morning until 12 :35, and then, on the return

trip, from 4 :20 until 9 :15.

Mr. Trenholm: Yes, sir.

Mr. Sheean: Now, on that same page, there seems to be

another $2,900 man—the second column, on the Santa Fe. By
the way, the Santa Fe was shown to be one of the roads that had

an extremelv low schedule here, bv one of their witnesses—the

second column.

Mr. Park: What page?
Mr. Sheean : On page 170

;
a run between Topeka and—

Mr. Trenholm : There are three names used in that.

Mr. Sheean: Oh, yes.

Mr. Trenholm: Mr. Jones ran it on 23 trips in July, and

Mr. Slater had it in August, and Evan Thomas took it in Sep-

tember, and ran it the balance of the year.

Mr. Sheean: Yes. Well, taking it in September and run-

ning it through the rest of the year, during the ten months of

that year in which Mr. Thomas alone had the run, he w^as off

sixteen days, or sixteen trips, and made something over $2,500

in ten months.

Mr. Trenholm : Where he ran a thirty day month, without

loss of time, he earned $264. The first three months he did that.

Then, in December, he ran twenty-eight trips and lost three, and

got $246.40. The thirty-one day month which he had in Januaiy;
he earned $272.80; so that, apparently, where they worked the

full month, it was for a thirty day month, $264, and a thirty-one

day month was $272.80.

Mr. Sheean: In this branch passenger service, Mr. Tren-

holm, does it appear that the branches are of various lengths

and distances?

Mr. Trenholm : Oh, yes.

Mr. Sheean: Compensation varies in accordance with the

IDCCuliarities of branch line operations 1

Mr. Trenholm : Yes, sir
; quite a variation.

The length of the branch, or length of the run, seems to

materially affect the compensation of the run.
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Mr. Sheean : This run of Mr. Evan Thomas, trains Nos.

107 and 108.

Mr. Trenholm: Topeka and St. Joe.

Mr. Sheean: Yes. Well, train 108 is shown bv the time

card as leaving Topeka at 7:15 in the morning and arriving at

St. Joe at 9:45 in the morning. On the return trip leaving at

7:20 in the evening and reaching Topeka at 10:15. What is the

actual running time there?

Mr. Trenholm: 2 hours and 40 minutes one way and 2

hours 55 minutes the other way, as I figure it.

Mr. Stone: Is he paid 100 miles each way?
Mr, Trenholm: The distance is 144 miles, round trip, I

think. I am not sure about that, whether he is paid 100 miles

each way or not.

Mr. Sheean: 100 miles ea,ch way.
Mr. Trenholm: I would think he was, from the compensa-

tion here. Let us see. We can tell by the miles, I think.

Mr. Park: While he has a spread of some 13 hours, he is

only on duty about 6 hours each day.
Mr. Trenholm: The mileage they show here, Mr. Stone, is

144 miles.

Mr. Stone: Yes, I know. I am familiar with the run be-

cause I am familiar with that territory.

Mr. Sheean: Yes, the time card here shows it is 71 miles

from Topeka to St. Joe.

Mr. Trenholm: Well, they only show—in their report to me

they only show the actual miles, 144. Of course, they may allow
—100 miles for that each way.

Mr. Sheean: But the earnings show at the $4.40 rate that

they are probably allowed 100 miles each way.
Mr. Trenholm: Yes, sir.

Mr. Stone: Well, you can take the mileage at the $4.40

rate.

Mr. Sheean: That is exactly what I said to Mr. Trenholm.

At the $4.40 rate the returns here indicate that he is paid 100

miles each way.
Mr. Trenholm: The returns here indicate it.

Mr. Stone: Goes to bed twice everv dav in order to get

enough sleep!

Mr. Sheean: Well, the time card shows he makes the run
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from 7:15 to 9:55 in the morning; then his return trip at 7:15 in

in the evening to 10 :10. A little less than three hours each leg of

the run.

Mr. Trenholm, there is one shown here I notice who is get-

ting over $3,000, $3,238. That is the I. & G. N. on page 183.

Mr. Trenholm: What page is that?

Mr. Sheean : Page 183. Branch line service on the I. & G.

N., Mr. Charles Reitch, during the year ran between Mineola and

Troup, and drew $3,238.70.

Mr. Trenholm: Yes, sir.

Mr. Sheean: Trains Nos. 201-2-5-6.

Mr. Trenholm: It is 88 miles, and they pay 100 miles for

each leg of the trip.

Mr. Sheean: There is one crew apparently on that.

Mr. Trenholm: One crew on that run, yes, sir, doubles the

road.

Mr. Sheean: Apparently doubles the road twice each day,

does he not, 201, 2, 5, 6?

Mr. Trenholm: I think it runs daily except Sunday, and he

doubles the road, the run that this man is on.

Mr. Stone: At the present time there are two crews on that

run 1

Mr. Sheean: Well, during that year apparently there were

106 trips that were not made by Mr. Reitch?

Mr. Trenholm: Yes, sir.

Mr. Sheean: His high month apparently was March, 1914,

$314.95 in that month?

Mr. Trenholm: Yes, sir.

Mr. Sheean: The miles run, in column 2, are the actual

miles as thev show here on these returns, Mr. Trenholm?

Mr. Trenholm: I believe they are. I will tell you in just a

minute. Yes, sir, the actual miles run, shown in column 2. But

there is 100 miles paid for each leg.

Mr. Sheean: Apparently, Mr. Trenholm, as shown by the

time card of the International & Great Northern Railroad, the

train left Mineola at 6:30 in the morning, and arrived at Troup
at 8:40 in the morning, and then leaving for the return trip at

9:55, getting back to Mineola at 12:05, one round trip. In the

afternoon leaving at 2:55, getting to Troup at 5:05; leaving
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Troup on the return trip at 5:30, back to Miueola at 8 o'clock

in the evening.
Mr. Trenhohn: There are apparently two crews on the

four trains. They only show to me here one, and representing
one. There are apparently two crews on there, making two

round trips a day, and they show four trains, but only one crew.

That evidently should be two crews, I take it.

Mr. Sheean: Well, for each 88 miles or one round trip,

100 miles would be paid I

Mr. Trenholm: Yes, sir.

Mr. Sheean : And Mr. Reitch is shown apparently as draw-

ing 200 miles for the greater part of these months.

Mr. Trenholm : Yes, it shows he draws 100 miles each leg,

each round trip. This report shows 88 miles.

Mr. Sheean : For the 88 miles, the round trip.

Mr. Stone: That don't show. It just shows 88 miles.

Mr. Sheean : The time card shows the distance from Mine-

ola to Troup is 44 miles,

Mr. Trenholm : He makes two round trips, then.

Mr. Sheean: And if the two round trips a day are made
under the present schedule of the I. & G. N., if the two round

trips a day are made in a 31 day month, it apparently produces
over $300—$315 a month. A^^at do you find, generally speaking,

Mr. Trenholm, with reference to this branch line assignment!
Are the earnings pretty well up on passenger branch operation?

Mr. Trenholm: Some of them are quite high. There is a

great variation in the earnings of branch passenger men, and I

think it is largely governed by the miles of the branch. The

rates, I think, are practically the same through the territory.

There is not very much difference anyway, but the mileage seems

to make a great difference.

Mr. Sheean: With reference to the branch freight, are

there any engineers in a branch freight service here who earn

more than $2,200 a year?
Mr. Trenholm: There are fifteen engineers in branch

freight who earn out of—I have not got a memorandum of

branch freight as to the total here that worked through the year,
but there are fifteen engineers who earned over $2,200 a year.

Mr. Sheean : I see one here, $3,342.30, M. H. Basher. What
road is that?
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Mr. Trenliolm: That is the Northern Pacific Railroad,

Eocky Mountain Division
;
branch freight, M. H. Basher.

Mr. Sheean: And the terminals of the run are!

Mr. Trenholm: Wallace to St. Regis, 57 miles. Trains

843 and 844. There seem to be two crews in the assignment.

They apparently double occasionally. The road says that the

mileage varies account of doubling. They apparently sometimes

double the run, and sometimes do not.

Mr. Stone : Do you understand he is doubling the run or

doubling the hill?

Mr. Trenholm : Doubling the run. It is only 57 miles. The
road says

''
Mileage varies, account of doubling the road oc-

casionally.
' '

It may be, Mr. Stone, doubling the hill. I am not

sure about it.

Mr, Park: Did he run continuously throughout the year
without losing a tripf

Mr. Trenholm : Apparently this man lost no time.

Mr. Park: Summer and winter?

Mr. Trenholm: Apparently. There is no lost time shown.

It is shown he worked every day of the year, 365 days.
Mr. Sheean : And that is a run of 57 miles.

Mr, Trenholm : Yes, sir.

Mr. Stone: Do you show anywhere in this exhibit, Mr.

Sheean, any local freight in branch, service?

Mr, Trenholm : Not in branch, service, no, sir,

Mr. Stone : Don't you have any, or do you not show it?

Mr. Trenholm : There may possibly be some. I would not

be sure about it.

Mr. Sheean: I think there is no distinction made here be-

tween through and local in branch, service. They show branch

freight. As to whether it is considered a through freight on that

branch, or a local on that branch, I do not think it is shown,

Mr. Stone : It would make quite a difference in the rate.

Mr. Trenholm : Yes, but if it was branch way freight, Mr.

Stone, it would be under way freight, and the terminals would
show whether it was branch, or main line, or not,

Mr. Stone: I am under the impression you have a whole

lot of it under mixed service.

Mr. Trenholm : Well, it was not asked for that way.
Mr. Sheean : On page 196, there seems to be a $2,600 run.
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Mr. Trenliolm : $2,921 on page 193, 1 notice, Mr. Slieean.

Mr. Sheean: That is the Canadian Pacific?

Mr. Trenholm: Yes, sir.

Mr. Sheean : On an ore run.

Mr. Stone: That Wallace-St. Regis run, I am sure, is a

Mallet engine.

Mr. Park : That is over that very heavy grade.
Mr. Stone : It is a Mallet engine, and I think they take the

local rate in addition to that. I know it is a Mallet engine, or

was, a short time ago.

Mr. Trenholm: Which one?

Mr. Stone: That Wallace-St. Eegis run, on the Northern

Pacific.

Mr. Trenliolm: Probably the data here would show, Mr.

Stone, just what that is. The superintendent's letter probably
would show just what that is, but they show it under branch

freight assigned.
Mr. Stone : There must be something very heavy, by the

number of hours shown.

Mr. Trenholm: It shows there are a good many hours; I

do not know whether that is lapsed hours or actual time in service.

Mr. Park: That is a 2i/) per cent grade there, is it not?

Mr. Trenliolm : I do not know, Mr. Park, what the grade is.

Mr. Sheean : That is an ore run. I suppose that is what

we have been talking about as mine runs.

Mr. Trenholm : That is the Canadian Pacific, you are

speaking of?

Mr. Sheean: Yes, on page 193.

Mr. Trenholm: Mr. Stone wanted to get from Mr. Curry,
whether this run from Wallace to St. Regis is with a Mallet

engine. It is train numbers 843 and 844, a 57-mile run. It is a

mountain run, but I do not know how they handle it.

Mr. Curry : There is a small Mallet engine on that run be-

tween Wallace and St. Regis.
Mr. Trenholm : A Mallet engine ?

Mr. Curry: Yes.

Mr. Park: Mr. Curry, do you remember the grade there?

Mr. Curry : I think there is a 4 per cent grade, as I recall,

for a very short distance, quite a heavy grade out of Wallace.

Mr. Sheean : This Canadian Pacific run that vou referred



5875

to, at page 193, seems to be what has been spoken of as a mine

run. They call it an ore run here.

Mr. Trenholm : Between Smelter, Rossland, Castlegar,

etc., and return, average 65 miles, varies each trip, an ore run,

and there is one crew on it. Apparently—
Mr, Sheean : Without any automatic release applied to the

mine runs, that mine run on the Canadian Pacific paid for that

year $2,921.48!

Mr. Trenholm: Yes, sir, with twenty-eight days lost time.

Mr. Sheean: And that is in branch freight service?

Mr. Trenholm: Yes, sir.

Mr. Sheean : Mr. Trenholm, I notice on page 196, that some

of the way freights there shown in branch line service, are shown

as way freights, branch freight and branch way freight.

Mr. Trenliolm: Yes, sir.

Mr. Sheean: And on that same page, the lower left-hand

column, on the Burlington, there is a run that in that year paid
Mr. Bennett $2,640.24, with a lay-otf or an absence of twenty

days in the month of August, nine in March and two in the month
of May.

Mr. Trenholm: This record of Mr. Bennett includes way
freight, through freight, yard and work service, between Edge-

mont, Deadwood and Englewood.
Mr. Sheean : He is one of the engineers on that branch, the

Alliance division!

Mr. Trenholm: Yes, sir.

Mr. Sheean: Apparently some of these are shown as being-

branch way freights?

Mr. Trenholm: Yes, sir; on the C. B. & Q. there are two or

three in there that show branch way freights, four or five, I

guess.

Mr. Sheean: I notice, too, at page 199, the D. & R. G.

shows branch local freight, Mr. 0. P. Cady, from Delta to Somer-

set and return, a branch local freight, the last one on the page.
Mr. Trenholm : Yes, branch local freight, 0. P. Cady.
Mr. Sheean: So that in the branch freight service, some are

locals and others are shown as freight?

Mr. Trenholm: Yes, sir.

Mr. Sheean: Now, in the mixed service on the branch, hoAv

many engineers are shown in mixed service, on form 27 ?
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Mr. Trenholm : Mixed service shows 157 engineers at work

through the full year, of which 42 drew over $2,200 for the year.

Mr. Sheean: Let us take one or two of those in that branch

service, as to what their earnings have been, the high men there.

Mr. Trenholm: Page 224, J. C. Boiselee earned $2,841.50.

He is the highest man I see there.

Mr. Sheean: What railroad is he on?

Mr. Trenholm: Page 224, he is the seventh man on that

page, and on the Missouri Pa,cific Railway, and runs between

Great Bend and Hoisington, ten miles, trains 604 and 605, and
642 and 643. There is one crew that handles them all.

Mr. Sheean: That is apparently a branch ten miles long?
Mr. Trenholm: Yes, apparently so.

Mr. Sheean: And making two round trips a day on that

branch of the Missouri Pacific, with a lay-off of twenty days in

the month of May, eleven days in the month of June and nine

days in the month of July, Mr. Boiselee was able to earn during
the year $2,841.50?

Mr. Trenholm: Yes, sir.

Mr. Sheean: That is in mixed service?

Mr. Trenholm: Yes, sir.

Mr. Sheean: Of course—well, you do not know, without

referring to schedules, just what rate is paid on mixed service,

on branch?

Mr. Trenholm: No; I don't know any particular road,

Mr. Stone: Are Ave to understand from this Exhibit, Mr.

Sheean, that in all this mixed service as shown in these different

roads that the^^ all carry a different rate?

Mr. Sheean: No; that is just what I said. Without refer-

ence to the schedule, you would not know whether it did or did

not, or just what rate it took.

Mr. Stone: But the fact remains that lots of this mixed
service takes the local rate, and a number of these schedules

don't recognize any mixed service at.

Mr. Sheean: I think there is a great variety, Mr. Stone.

As to just what rate is paid in mixed service, in branches,
there is a great variety.

The ChaiiTnan: How many trips a day did you saj they
make ? .
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Mr. Trenliolm: According to the mileage here, I would

judge he made about six trips each way of this ten miles.

The Chairman : What were his average hours on duty dur-

ing the day ?

Mr. Trenliolm: Well, his average hours on duty—he was
—1,291 trips and.1,877 hours. Well, his actual time in working,

according to the hours on duty as shown here, would be a little

over 6 hours a day.

Mr. Park: Mr. Trenholm, could you estimate approxi-

mately what he would receive if this automatic release obtained?

Mr. Trenholm: Well, of course, according to our interpre-

tation of the automatic release he would be tied up at both ends;

so that each ten miles he run would be 100 miles, according to

our interpretation of it, unless they classified this—well, they
couldn't veiy well classify this as suburban service. Branch

line service. He would get 100 miles for each 10 miles he run.

Mr. Park: What would that amount to, approximately,

just in round figures ?

Mr. Trenholm: Well, if he made this trip four time, it

would be 400 miles at probably $4.15 or $4.40 rate. I don't know
which it would be. It would be—Oh, somewhere between $16

and $20 a day for four trips.

Mr. Slieean: That is outside of preparatory time and in-

itial and final terminal delay?
Mr. Trenliolm: Yes, all of those things,

—the arbitraries,

of course, would apply.

Mr. Park : How could you separate this kind of a run, or

any other run of this character, from the terms of the submis-

sion ? It could not be done locally, after the Award is made.

Mr. Trenholm : No, you couldn't do anything, if the Award
was made that way. You would either have to pay it or take

off the run, I guess. You couldn't afford to pay it, probably.
Mr. Park : You could not take off the run. The State Com-

mission—
Mr. Trenholm: No, they wouldn't let you.

The Chairman: Is this really a branch line or suburban

service ?

Mr. Trenholm : It is branch line, your Honor.

Mr. Park: They probably do the passenger business, and

the local freight business and all the business of that line.



5878

Mr. Trenliolm: This is a mixed train. I presume it does

all the work there is to do on that 10 mile branch.

Mr. Burgess: Missouri Pacific?

Mr. Trenliolm: Yes.

Mr. Sheean : Great Bend and Hoisington. Whether Great

Bend is the suburban end or Hoisington, I do not know. Hois-

ington is the main line station
;
Great Bend the end of the branch.

Mr. Stone : If we should get that Award, do you think the

operating official would allow the engineer to make any such

wages as that, or would he throw in other crews ?

Mr. Trenholm : I do not see that it would make any differ-

ence .to the railroad, whether he divided it up with four men or

gave it to one man.

Mr. Stone: Make a whole lot of difference to the man on

the run.

Mr. Trenholm: Wouldn't be any use putting four men in,

to make each of them 10 miles. The cost to the railroad would
be just the same, whether they had four men or one man on a

job of that kind.

Mr. Sheean: On that same page, Mr. Trenholm, there

seems to be another—St. Louis & Iron Mountain branch—the

last one on the page, Mr. Sam Perry.
Mr. Trenholm : Yes, sir.

Mr. Sheean: Apparently drew $2,415.40 during the year
and had 36 days off during the year.

Mr. Trenholm: Yes, sir. That record from the railroad

shows it is a very similar run. It is a 20 mile run instead of a

10 mile run, and the superintendent's letter shows that this

record includes a certain amount paid each week, for work on
the engine. He apparently takes care of his own engine on that

branch. They allow him something for it. This record includes

whatever he is allowed.

Mr. Sheean: Well, the run just above that on the Missouri

Pacific, also, $1,649.20.

Mr. Trenholm: Yes, sir.

Mr. Sheean: By Mr. Bawling. That is on the run from
Leavenworth to Menager ;

a 15 mile run.

Mr. Trenholm: That run apparently don't run Sundays,
and he laid off one month altogether. He did not work at all

in one month, and lost in the year, altogether, 69 days.
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Mr. Slieean : And those days thus lost were the 69 working

days. There were, on that branch run of Mr. Dawling's 52 Sun-

days that were not working days, throughout the year. In addi-

tion to that, 69 other days taken ot¥.

Mr. Trenhohn: Yes, sir.

Mr. Sheean: Does the same situation in mixed service on

branches seem to obtain in a great variety of conditions in the

territory ?

Mr. Trenholm: Yes, sir; there is quite a variation in the

earnings of the men.

Mr. Sheean : Page 230, Mr. Trenhohn. There seems to be

earnings of $2,500.

Mr. Trenholm: Yes, sir; Henry Ward on the Southern

Pacific, between Mina and Keeler, 160 miles.

Mr. Sheean : Is not that a narrow gauge ?

Mr. Trenliolm: I don't know.

Mr. Campbell: Yes, sir.

Mr. Trenholm : Mr. Campbell says it is, yes.

Mr. Sheean: Well, in that narrow gauge service between

Mina and Keeler, under the present wages paid, or present

wages paid for narrow gauge service, with this 64 days off

through the year Mr. Ward earned $2,541.13.

Mr. Trenholm: Yes, sir.

Mr. Sheean : In this mixed service, narrow gauge ?

Mr. Trenholm : Yes, sir.

Mr. Sheean : Of the time taken off in this manner, 23 days
were in the month of May.

Mr. Trenholm: Yes, sir.

Mr. Sheean: Is there any month worked full?

Mr. Trenholm: Yes, sir; there is a 31 and a 30-day month,
worked full. One is $250, working 31 days, and working 30 days
it is $238.06.

Mr. Park : I see on that page, under Robert E. Spahr, runs

of six different trains, 15 miles. Six numerical designations of

trains.

Mr. Trenholm: Yes.

Mr. Park : Under the submission, that would constitute 100

miles for each one of those trains?

Mr. Trenholm: I would say not. You asked me if they
allowed 100 miles for each?
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Mr. Park: No; under the submission.

Mr. Trenholm : Oh, under the automatic release, I suppose
it would. It is the only interpretation I can place on that.

Mr. Park : The short runs and different numbers of trains

seem to be much in evidence in these branch line trains, both in

passenger and freight service.

Mr. Sheean: On the M. L. & T. Eailroad and Steamship

Company, between Houma and Schriever, a distance of 15 miles,

the earnings of Mr. Spalir, during the year, were $2,025.22, with

11 days off.

Mr. Burgess: Mr. Sheean, may I ask you a question! In

order to get the true picture here, should we not have some idea

as to the spread of the time the man was on duty! Now, Mr.

Spahr shows very long hours here,

Mr. Sheean: Those are his compensated hours, as ex-

plained, what he would be entitled to, if he took it in hours, as

perhaps he did, on some of the trips. I don't know.

Mr. Burgess: Assuming that 10 hours was a day's work,
we find in July, 364 hours, and his wages were $167,51, and so on

all the way through the tabulation, Wliile the miles do not ap-

pear very heavy, the hours do.

Mr. Park : But he seems to have been able to run through-
out the entire year and only lost 11 days.

Mr. Burgess : Oh, yes, sure. Well, he had to do that.

Probably he was out on a branch, Mr. Park, and it would increase

the outlay to the company to deadhead a man down there.

Mr, Sheean : I think the detail in all of these, Mr. Burgess,
as to just liow^ they ran on those trips, is shown by the superin-
tendents' letters in each case. We could perhaps take up this

particular one, but all of that is on file here. 1 can get it now.

Mr, Burgess : Not necessary,

Mr, Sheean : "Wlierever any particular run is under ques-

tion, in connection with the blueprints that are filed and the

superintendents' letter, I think we can see just how that run was
made and be able to get the details.

The Chairman: How many hours was this man on duty,

days!

Mr, Sheean: Mr. Keefe, will you get the detail as to that?

Mr, Keefe: Yes.
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Mr. Park: As a matter of fact, the submission asks the

Board to make an Award there of six days, instead of one.

Mr. Stone : While he is looking that up, can I ask a ques-

tion, Mr. Sheean?

Mr. Sheean: Better ask Mr. Trenholm.

Mr. Stone : Mr. Chairman, while they are looldng that up,
I should like to ask Mr. Trenholm a question, if I might. In the

Southern Pacific rates, do you understand there is any difference

between the narrow-gauge rate and the standard-gauge rate?

Mr. Trenholm: I don't Imow, Mr. Stone.

Mr. Stone : My understanding is that it is the same rate all

the way through, based on weight on drivers—no difference.

Mr. Trenholm : You mean the present rate?

Mr. Stone: The present rate.

Mr. Trenholm: That is my understanding, that there is no
difference in the rate.

Mr. Stone: I note that some of it was shown as narrow

gauge service and I thought if there was any distinction between
the two—

Mr. Sheean : Except all narrow gauge, even where it takes

the same rate as the standard, you ask under your request that

all the narrow gauge be increased five per cent?

Mr. Stone: Yes; instead of asking for an increase by
weight on drivers.

Mr. Sheean: You waive all weight on drivers, in narrow

gauge I

Mr. Stone: No, I did not sa}^ that. This is the same iden-

tical rate down there. There is no distinction between the two,
on the Southern Pacific.

Mr. Sheean: No; and there is no distinction in your re-

quest, asking a five per cent increase, even where they are

already pa^^ng the rate of the standard gauge railroad. Mr.

Keefe, will you give the detail the Judge asked for, of Mr. Spahr?
Mr. Keefe: The first train leaves Houma at 8:15 A. M., and

they make three round trips. The last train arrives at Houma
at 6 :15 P. M.

; leaving in the morning at 8 :15 A. M. and arriving
at Houma at—

Mr. Park: 10 hours?

Mr. Keefe: Yes, sir.
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Mr. Slieean: 8:15 in the morning nntil 6:15 P. M., making
these round trips, between those hours in the day?

Mr. Keefe: Three round trips.

Mr. Burgess: Mr. Sheean, the tabulation shows 364 hours

in the month of July, 1913. Now, if you divide that number of

hours—
Mr. Park:. That is compensated hours.

Mr. Burgess (continuing)—by thirty, what time do you
find the engineer on duty?

Mr. Sheean: You find what hours he was paid for.

Mr. Burgess: Well, we are assuming now in this calcula-

tion that they are not paying him for any other hours than it

was necessary; but does not that method show that he was
twelve hours and a fraction on duty?

Mr. Sheean: If you assume he was on duty for all the time

he was paid for, yes, but this column shows the compensated
time.

Mr. Burgess: Yes.

Mr. Sheean: He may have been, because of the spread

there, compensated for time that he was not actually on duty.

Mr. Burgess: That is only an assumption.
Mr. Sheean: Absolutely.
Mr. Burgess : It may or may not have been so ?

Mr. Sheean : It may or may not have been so.

Mr. Burgess : But, in that month, he ran 2,700 miles and

was on dutv 364 hours, and onlv received, in actual monev.

$167.51, according to this tabulation !

Mr. Sheean: Yes.

Mr. Park : I do not understand, Mr. Slieean, that it shows

he was on duty that number of hours, compensated hours. The

schedule of the train is ten hours.

Mr. Sheean : I accepted the hypothetical statement of Mr.

Burgess, assuming the compensated hours were equivalent to the

number of hours on duty.

Mr. Burgess: You accepted it because you did not have

any positive information—
Mr. Sheean : One way or the other.

Mr. Byram : But have you not the exact information as to

how this money was earned by this man, the details ?

Mr. Sheean: Yes, but—
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Mr. Byram: Does not the superintendent's letter tell you I

Mr. Slieean: Yes; but, Mr. Byram, as to whether or not

the number of hours for which compensated are the identical

number of hours on duty in each case, we do not know.

Mr. Byram : Does not the detail of your tabulation show
that!

Mr. Slieean: He may have drawn money there and been

entitled to compensation for hours that he was not, in fact, on

duty, because of some of the rules.

Mr. Byram : T understand, but would not your detail show

that, if it were so?

Mr. Sheean: All the details connected with the entire

schedule, yes ;
but you would have to take the individual schedule

of each road in order to ascertain whether the compensated time

is, in every instance, identical with the exact number of hours on

duty.

Mr. Byram: I understand that exactly; but what I want

to know is, whether the information from which this statement

was made contains that information as to the actual time he

worked, compared with the compensated time he worked! If it

does not give it, then we cannot find out about it here, but if it

does give it, we can find out about it, and I would like to know.

Mr. Park : It is quite imj)ortant, I think, because the road

has to pay six times as much as it is paying now, on that par-
ticular road.

Mr. Sheean : I would not be prepared to say that through-
out an entire year, where his time slips on the particular trips

would run into overtime, the particular trips in the month, that

you could get all the details as to the exact variation that there

mi^-ht be between comi^ensated time and hours on duty. In other

words, a man would draw his ten hours, although he was on duty

only three or four hours in some cases. The detail of the slips,

from day to day, throughout the entire year is not shown by the

superintendent's letter, and I would doubt whether you could fol-

loAV it to the detail you suggest.

Mr. Byram : Well, that is what I mean. That is the point,

Mr. Burgess. The man's scheduled time on duty is ten hours.

Now, he is paid for an average of twelve hours every day. That

was by reason of delayed connections, or in other ways he was

actually on duty twelve hours a day, although his schedule re-



5884

quires liim to be on duty only ten hours, or where by provisions

of the schedule, or other reasons, he was paid for twelve hours,

although he maj not have been on duty that many hours each

day.
Mr. Park : He might have got two hours for turning on a

''Y" in one of these intermediate trips.

Mr. Sheean : Yes
;
and I would not want to say the super-

intendent 's letter in each case would be so specific as to cover

each case.

Mr. Byram : I was not speaking about every case. I was

speaking about this one.

Mr. Park : And if not, why not follow this up and find out

exactly how it stands ?

Mr. Trenholm : No trouble to do that. If the Board wants

any information of that kind, we will be very glad to wire and

find out all the particulars.

Mr. Burgess : We will see what the letter says.

Mr. Sheean: ''The branch mixed ser\dce applies in addi-

tion to the Houma and Schriever runs, to runs on Lockport

branch, Napoleonville branch, Cypremort, Salt Mine branch,

Port Barre branch, Midland-New Iberia branch and Midland-

Eunice branch. We operate three freight trains, namely, Houma
to Napoleonville and return, LaFayette to Baton Eouge and re-

turn. Baton Rouge branch, and LaFayette to Chenej^dlle and

return, Alexandria branch."

Mr. Burgess: Well, Mr. Sheean, regardless of what the

superintendent's letter states, either you or Mr. Keefe did state

that he left on the initial trip at 8:15 A. M., and did arrive at

6 :15 P. M. on the final run.

Mr. Sheean: Yes.

Mr. Burgess : Yes.

Mr. Sheean: And in that spread of hours he had ninety

miles to make, six times fifteen.

Mr. Burgess: So that we have ten hours as set forth in

your time card. Now, in railway practice, we know that that

does not represent the time that the man was actually on duty,

because he must get his engine ready in the morning, and he

must put the engine away at night, either in a roundhouse or on

a designated track, and from the evidence that has been pre-

sented on branch line service here, we have a right to assume
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that probably lie does switch his train in the morning or the

evening.
Mr. Sheean: And gets an allowance for it.

Mr. Burgess. Exactly so. That is included in the twelve

hour period. So that it does not seem at all strange that- twelve

hours would be consumed to make the final movement, or the

complete movement, rather, when ten hours and 15 minutes is

consumed from trip to trip, between the initial and the terminal.

Mr. Sheean : And it is not unusual, of course, to allow ar-

bitrary time for the turning of engines. That may be in that

time. We can get the detail of that.

Mr. Burgess: Evidently there was not much arbitrary

time allowed in this example, when the company obtained 2,700

miles in 364 hours in one month, for an outlay of $167.51.

Mr. Sheean: Well, as I say, the run started at 8:15. He
is through at 6 :15, and during that entire spread all the running
he did w^as 90 miles. So that there probably was a good part of

the time of the spread when he was not very actively engaged
in any physical work. Presumably, from the time shown here,

they did, in addition to the mileage, make him a certain allow-

ance each dav.

Mr. Burgess : Well, Mr. Sheean, it is not your position, is

it, to recognize only one factor, that is, while the man is abso-

lutely working. Are you not willing to give some credit for the

time consumed!

Mr. Sheean: Yes. That is why we are trying to give all

the facts as nearly as we can. As to the exact detail of that, I

don't know, Mr. Burgess, but we will be very glad to get that,

as to whether they make any allowance in addition to the mile-

age in getting at these hours.

Mr. Byram : Well, Mr, Sheean, I think it would be unneces-

sary trouble. This is a fairly good example of many runs as set

forth in this tabulation, is it not?

Mr. Sheean : I would think so, yes, sir. That a man earns

about $165 a month, generally speaking, for work of that sort.
'

Mr. Park : On page 231, there is a J. Fake, who runs eight

trains numericalh'. Now, under the submission, do you pay
eight days! Literal interpretation of the submissign!

Mr. Trenholm: What is that, Mr. Park!
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Mr. Park : A literal interpretation of the submission would

mean that the railroad would be required to pay eight da^^s.

Mr. Trenholm: Yes, sir.

Mr. Park: And on page 234 you see two other runs there

that are broken up the same way?
Mr. Sheean: 234 is suburban.

Mr. Trenholm: 234 is suburban. You get into automatic.

Mr. Park: No, it is on page 233, on the Wabash. Chris

Smith. You would pay twelve days for that, Avould you?
Mr. Trenholm: Yes, sir.

Mr. Sheean : That is the run from Excelsior Springs Junc-

tion to Excelsior Springs, nine miles? He goes up and back a

number of times each day.
Mr. Burgess: Well, Mr. Sheean, what would you pay to

Mr.
,
I cannot pronounce his name because it is blotted,

but it follows Mr. Smith on the Wabash?
Mr. Sheean: Eaikes.

Mr. Burgess: Probably so. You see several months there

his wages were very low.

Mr. Sheean: Yes. His run paid him $122 a month, when-

ever he was on the job.

Mr. Burgess: When he worked the full month?

Mr. Sheean: Yes. That is on the run from Salisburg to

Glasgow, fifteen miles. Just the one crew on that, and when that

crew assigned to it makes the run, he is paid $122.84.

Mr. Burgess: And, during the month, he runs 2,-790 miles,

and gives 320 hours of his time, for which—
Mr. Trenholm: What page is that?

Mr. Burgess: 233, in the last column.

Mr. Trenholm: The figures you named were not right.

Mr. Burgess: Oh, weren't they?
Mr. Trenholm: He made 278 trips, 2,520 miles.

Mr. Burgess: No, sir; the last column, Mr. Trenholm, says

thirty-one trips, miles run 2,790.

Mr. Trenholm: Oh, that is for the month of May.
Mr. Burgess: Yes.

Mr. Trenholm: Yes, sir.

Mr. Burgess: Hours on duty, 320. For which he received

$122 and some odd cents. That is one of the full months, Mr.

Trenholm. That is what he would receive if he worked 31 days?
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Mr. Trenholm: Yes.

Mr. Slieean: This Houma branch is shown on our Exhibit

1, apparently, Mr. Burgess.
"Houma branch, mixed; identified in time table as trains

301, 302, 303, 304, 305 and 306; engine 17x24 inch cylinders,

weight on drivers 48,000 lbs., total weight of engine 78,000 lbs.,

tractive power 12,630 lbs. Train 102 leaves Houma 7:30 A. M.,
arrives Schriever 8:25 A. M.

;
train 305 leaves Schriever 9:25

A. M., arrives Houma 10:35 A. M.; 306 leaves Houma 1:05 P. M.,
arrives Schriever 2:15 P. M.; 303 leaves Schriever 2:50 P. M.,
arrives Houma 3:45 P. M.; 304 leaves Houma 4:35 P. M., arrives

Schriever 5:35 P. M.; 301 leaves Schriever 6:10 P. M., arrives

Houma 7 :05 P. M. Total time on duty during spread of day, not

including dead and preparatory time, 6 hours 5 minutes. Con-

sists of train, combination baggage and coach and one coach.

The only freight equipment operated is merchandise car to

Houma daily on train 305. Daily mileage 90."

Mr. Burgess: What is dead time, Mr. Sheean?

Mr. Sheean: Time when he has nothing wiiatever to do

except to wait for his next trip.

Mr. Burgess: But the hours you gave, or trips, had not the

value, and the territory of those trains was so limited that there

would be no dead time there, would there, the hours between

arrival and departure?
Mr. Sheean: Well, I don't know. I would not want to say,

Mr. Burgess, as to just what a man could or could not do in that

length of time. The total spread we have here from the time

table; the total running time is also shown, and if you exclude

the time after arrival and the time of departing, and exclude also

preparatory time, the total of it is 7 hours and 50 minutes, in a

spread as you showed here of ten hours.

Mr. Burgess : But, Mr. Sheean, we must always recognize
the fact that the railway companies, and very properly so, re-

quire the engineer to be on duty, in the usual operation, at least

30 minutes before the train is due to depart, and there is some
time after he stops at the depot before he can put his engine and

train away, and if the spread between the arrival and departing
time is one hour, it is reasonable to assume that there is no dead

time, as far as he is concerned, in ordinary and usual railway

operation.
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Mr. Slieean : Well, there is some, an hour and an hour and
a half. Of course, the whole thing shows here.

Mr. Park : I would like to ask the witness, from his general

knowledge of those conditions, on such runs where you run into a

small terminal on branch lines, if, as a matter of fact, the en-

gineer is not off duty as much as the balance of the crew; the

engine is usually put on a side track, and they are relieved from

duty. This 30 minutes or 40 minutes preparing the engine on

each leg of a terminal of this kind is rather mythical, in my ex-

X)erience.

Mr, Trenholm: I think it would be governed very largely

by the conditions. If the engineer has. to take his engine to a

roundhouse or any designated place, he is probably on duty a

little bit longer than the train crew. It depends entirely on what

the conditions are.

Mr. Park : But, as a general proposition, where they make
a number of runs during the day, they do not take the engine to

the turntable and turn her around and put her in the roimdhouse

and blow her out, and she is generally left in the yard or in the

depot, is she not?

Mr. Trenholm : An engine has to be turned, I think, on all

these branch runs, on a turntable, or sometimes they run around

a Y, if they have one, with the train
;
and in that case the train-

men go with it. I think usually trainmen go with the engineer,

the brakemen, or at least a couple of the brakemen go to help him

turn it, if they turn it on a Y. I would think the engineer was

probably a little bit longer on duty than the trainmen, but not a

great deal.

Mr. Burgess: Well, Mr. Trenholm, it is not necessary or

usual to blow an engine out every time she goes to the round-

house, is it?

Mr. Trenholm: No.

Mr. Byram: Do you think it is fair to assume that, on a

branch run like this, making five or six or eight trips with a

17x24-inch engine, the smallest size engine in use at the present

time, handling a coach and one freight car on one of the trips, and

just a coach on the others, that there is 30 minutes of ser\dce re-

quired of the engineer to get his engine ready to go back?

. Mr. Trenholm : I would think on a run of that kind, proba-

bly not. I was answering Mr. Park. He asked, generally speak-
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ing, about branch line service. The probabilities are, while I do

not know a thing about it, he may have a pilot on both ends and

does not turn the engine on short runs.

Mr. Byram : Have you any of these branch lines anything

similar to this 1

Mr. Trenholm: Yes.

Mr. Byram: Wliere one crew makes several short trips

during a day?
Mr. Trenholm: Yes, sir.

Mr. Byram : Do you find on your road that it requires 30

minutes of the engineer's tiine every time he gets to the end of

one of these trips, to get his engine ready to go back to the other

end?

Mr. Trenholm: No.

Mr. Byram : So that if he had an hour's dead time between

trips, it would not require 30 minutes to get ready to go back

again, would it ?

Mr. Trenholm: I do not think so. Very short runs, th^

Menominee run, for instance, a three-mile run, but they do other

work.

Mr. Burgess : But if you had that train on your railroad

and you found you could not release him more than 15 or 20

minutes between each one of these particular runs, you would not

release him at all during the day, would you?
Mr. Trenholm: The probabilities are, I expect, for his

meal hour, he would go and get his dinner, whatever it was. He
would not be released for 15 or 20 minutes

;
he would wait around

there, probably.
Mr. Sheean: The fact that this compensated time, as

shown here on this particular railroad, as attention was called to

the fact that the compensated time is practically 12 hours each

day, while his total time, excluding the dead time and prepara-

tory time is only 6 hours, 50 minutes, shows that that road does

just what you say you would not do, about not releasing him,

does it not?

Mr. Trenholm: This road reports—
Mr. Burgess : Of course, that is railway operation.

Mr. Trenholm : This railroad reports their time under

clause 1, I take it, which reads '^From time called for until re-

leased from duty at end of run, including initial and final ter-
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minal delay, but not preparatory time." So that on a run of

that kind, I presume the man does all work there is to do at the

beginning- and ending, so that the probabilities are that his com-

pensated time here shows his actual time from the time he starts

until he gets back, barring preparatory time.

Mr. Burgess : Yes, and it is the usual and ordinary opera-

tion.

Mr. Trenholm : Yes, sir.

Mr. Slieean: Mr. Trenholm, in this branch service I think

you said you found that a good deal apparently was dependent

upon the particular length of the branch and the manner in

which it was susceptible of operation.
Mr. Trenholm : Yes, sir.

Mr. Sheean : As to the compensation of the men.

Mr. Trenholm : Yes, sir.

Mr. Sheean : Now, in suburban service, Mr. Trenholm,
what oi)portunities for earnings are shown as to engineers in

that service, under the present situation?

Mr. Trenholm: There are only 14 engineers reported in

suburban service, and there are only two of them that earned

over $2,000. One earned $2,020.66, and the other, $2,2.'^4.80, for

the year.

Mr. Sheean : Let us see who he is, and on what road.

Mr. Trenholm: Page 235, Engineer G. T. Rodgers. He is

the third man on page 235.

Mr. Sheean: That is on the Missouri Pacific, running be-

tween Kirkwood and St. Louis.

Mr. Trenholm : Yes.

Mr. Sheean: What is that, 13.5 miles?

Mr. Trenholm: I think that is 13.5. It is blurred some.

Yes, 13.5.

Mr. Sheean : Apparently he has six trips a day that he

makes on that run.

Mr. Trenholm : Yes.

Mr. Sheean: And next to him there seems to be a Mr.

Lister, who runs from St. Louis to Carondelet and Kirkwood,
eight trains a day on his run.

Mr. Trenholm: Yes, sir,

Mr. Sheean : Earning $1,725 a year.
Mr. Trenholm : Yes.
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Mr, Slieean : There are not very many roads in the West-

ern territory, apparently, that have an established suburban

service ?

Mr. Trenholm : No, there are very few.

Mr. Sheean: Do you show that in your index, as to just

how many there are!

Mr. Trenhohn: Yes.

Mr. Slieean: Only five of the roads represented, of the

ninety odd roads, apparently, have suburban service at the pres-

ent time.

Mr. Trenholm : And most of those are out of Chicago.
Mr. Sheean: Chicago and St. Louis seem to be the only

cities where there is a. recognized sul)urban service in this West-

ern territory.

Mr. Trenhohn : Well, the Denison & Pacific Eailway make
a report of one man.

Mr. Sheean : Well, on the Southern Pacific, we heard about

suburban service, too, but that is electric.

Mr. Trenhohn : Yes.

Mr. Sheean : Where is that Denison & Pacific run, between

what points!
Mr. Trenholm: That is between Denison and Sherman

Junction.

Ml". Sheean: 7.3 miles.

Mr. Trenholm : 7.3 miles, yes.

Mr. Sheean : Now, is there anything you wish to say about

this exhibit before we turn to the firemen's compilations on the

same road ?

Mr. Trenholm : No, I think not.

Mr. Sheean: Mr. Stone, would you prefer that I run

through the other two before you examine I

Mr. Stone : Go right ahead.

Mr. Shea: Turn to page 234, Mr. Trenholm, please. The

Chicago & North Western, Engineer Hayward; for July and

August I see you show 48 hours in July and 91 in August. Is

not that an error?

Mr. Trenholm : No, I think not.

Mr. Shea : He was only on duty 48 hours in the month ?

Mr. Trenholm : That is all.

Mr. Shea : And made $147.15?
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Mr. Trenholm: That is all. I questioned that with the

railroad, Mr. Shea.

Mr. Shea : Wliat kind of a run is that, from Chicago to

Winnetka?
Mr. Trenliolm : Some suburban run out of here, where some

days I think he only makes about an hour.

Mr. Shea: In July, he made 108 trips, and in September
he made 107 trips, and it shows 106 hours.

Mr. Trenholm: There is a full letter of explanation in re-

gard to that in the file which is filed here. That looked rather

odd to me, and I made inquiry of the road, and while I do not

remember just the details of the answer, it was brought out, as I

remember it, that these hours were corre.ct.

Mr. Shea: It is so unusually low as to the number, is why
I questioned it.

Mr. Trenholm: Yes, it excited my suspicion also when I
«

saw it.

Mr. Stone: There is probably a wide spread between the

different runs?

Mr. Trenholm: No, I think he only makes one trip a day,

as I recall it. I will get that for you. It was very surprising

to me when I saw it.

Mr. Sheean: Mr. Burch, have you that detail?

Mr. Stone: The reason I thought it was more than one trip,

I see he made 108 trips in the month, so he must have made more

than one round trip, and I imagine there is a wide spread in

hours. The highest scheduled speed for a suburban train is only
30 miles an hour.

Mr. Trenholm : I have got the details in regard to that, be-

cause it excited my curiosity.

Mr. Sheean: That is Mr. Hayward you are talking about?

Mr. Shea: Yes.

Mr. Sheean: I have sent for the detail of that, Mr. Shea.

(Papers were here handed to the witness.)

Mr. Trenholm : Shall I read this into the record ?
' ' Sched-

ule of suburban runs on which Engineer Edward P. Hayward
was engaged during the period from July 1, 1913, to June 30,

1914:

Eun No. 13 (daily except Saturday and Sunday).
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Trains: 350, Weber-Evanston-Chicago.

353, Chicago-Evanston.

436, Evanston-Cliicago.

437, Chicago-Winnetka.

452, Winnetka, Central Street.

Daily trips, 5; a^ctual running time 2 hours 15 minutes;

actual miles run, 60.2; miles paid crew, 130.

Run No. 13.

(Saturday only), July 1, 1913, to January 4, 1914.

Train 350: Weber-Evanston-Chicago.
813. Chicago-Evanston-Weber.

Daily trips, 2; actual running time, 47 minutes; actual miles

run, 29.2
;
miles paid crew, 120.

Run No. 13.

(Saturday only), January 4, 1914, to June 30, 1914.

Train 350. Weber-Evanston-Chicago.
821. Chicago-Winnetka.
814. Winnetka-Central Street.

Daily trips, 3; actual running time, 1 hour, 4 minutes; actual

miles run, 36.2; miles paid crew, 120.

Mr. Stone: Would you understand from that, that there

is a spread of 12 hours in that run, to be paid 120 miles?

Mr. Trenholm: I would think so, Mr. Stone.

Mr, Stone: That is my understanding of it. Then, on the

other run, where he is allowed 130 miles, there must be a spread
of 13 hours?

Mr, Trenholm: Yes, I would infer so. This is quite

lengthy, and I suppose that is enough to read in. That is the

way it is made up.

Mr. Sheean: From the information received from the rail-

roads, did you cause to be compiled in a similar manner the

information as to the firemen?

Mr. Trenholm: Yes, sir.

Mr. Sheean: That was received under the same form of

instruction to the various roads?

Mr. Trenholm: Yes, sir. The only difference was in the

color of the form, so as not to get them mixed, a different color

of paper, that is all; the instructions were exactly the same.

Mr. Sheean: We offer that as Exhibit 42.

(The document, so offered and identified, was received in
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evidence and thereupon marked "Railroads' Exhibit No. 42,

March 1,1915.")
Mr. Sheean: In this Exhibit 42, Mr. Trenhohn, are there

any omissions or matter that has come in later than the time that

42 was bound up, that you have since added?
Mr. Trenholm: Yes, my explanation as to Exhibit 41 is

just the same as for the firemen. There wrere quite a number of

names given that we could not use, on account of two names

being used in the one month, which of course destroyed the

exhibit. And the Canadian Northern was also late in getting

in, and we were unable to include them in it. I think there are

96 firemen whose records are in the figures we have filed that are

not included in this, for one cause or another.

Mr. Sheean: But the detail of that is shown in the sup-

porting papers that are filed here?

Mr. Trenholm: Yes, sir.

Mr. Sheean: Gentlemen, as to the forms, without formally

filing them here, it is understood that they will be accessible.

The engineers' Avere filed with the clerk, or left with the clerk,

but he passed them back to us, and we will have the firemen's

data in the same way without formally bringing them into the

room now.

Mr. Carter: So far as I am concerned, that is satisfactory.

Mr. Sheean: Is that satisfactorv?

Mr. Stone : That is satisfactory.

Mr. Trenholm: I have a memorandum here. I don't know
that I have got it of all the firemen that we have not used here,

but if thought desirable, I could show some of the reasons why we
did not include some of these men.

Mr. Sheean: Well, tell us some of those reasons, Mr. Tren-

holm.

Mr. Trenholm: Well, there is C. McGee, Canadian Pacific

Road, on the Alberta Division, several assignments included in

the record, so we could not get one man's record. The Rock

Island, Mr. H. A. McFarlane, only reported for ten months,
earned $1,749.06. J. H. Sterba, C. R. I. & P., Oklahoma, omitted

from index in error, earned $1,795.95. Butterfield, on Great

Northern, Sioux City Division, record of three men combined.

Mr. Sheean : You have given some of the general reasons

as to whv certain men were not carried out, whv vou thought it
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would be improper, because of the lapping of two men in one

month ?

Mr. Trenholm : Yes, sir
;
would not show the proper earn-

ings for one month, on the assignment, and a few men were

omitted in error, and some information received too late, such as

the Canadian Northern, but they are all in the record there, and

they were not left out with any desire to—
Mr. Stone : Are any of these men, Mr. Trenholm, covered

in Mr. Keefe's exhibit? Are they the same!

Mr. Trenholm: Mr. Keefe's exhibit, I think, takes some of

the men in this book. He prepared his separately. He asked the

railroads for the liigli man. I should think about one-half the

men that Mr.-Keefe showed, are shown here, and also he did not

show, I think, the earnings on some of these low men.

Mr. Keefe : 10 per cent.

Mr. Trenholm : Both are overlapped, to some extent, both

his low men and his high men. Some of them are found in here,'

Mr. Stone.

Mr. Sheean : Now, the same general form here is followed

as to the firemen, that was as to the engineers, in the classifica-

tion!

Mr. Trenholm: Yes, sir; the same form exactly.

Mr. Sheean: Well, then, let us take, first, the firemen in

passenger service and get some general idea of what is shown as

to the earnings of the firemen in passenger service. First, how

many men are shown, Mr. Trenholm—firemen in passenger ser-

vice !

Mr. Trenholm: AVell, T don't think I have got the number

of men, Mr. Sheean. I just had the young man bring me the fig-

ures as to the men who worked the full year, without a break.

The firemen, through their seniority, of course, it is harder to find

the man that worked in any service through the year. I think

these show in this record some 6,000 firemen. We have attempted

to trace through, but it is harder to get a fireman who has worked

through the full year, in any assignment. There are 214 firemen

in passenger service, in this record, that worked through the year.

Mr. Sheean: On their assignments!

Mr. Trenholm : On their assignments, yes, sir.

Mr. Sheean: Now, of that 214, working on their assign-
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ment through the year, how many men earned as much or more

than $1,600 a year!
Mr. Trenholm: Of the 214 working through the year, there

were twenty that earned over $1,600.

Mr. Sheean: Now, let us take some one or two that are

over $2,000. The first one you show there, page 27, Mr. Lowery.
Mr. Trenholm : E. S. Lowery. Mr. Lowery is on the D. &

E. G., apparentl}^, between—between Grand Junction and

Montrose, and return. Grand Junction to Montrose and return.

That is, as I understand it, seventy-three miles each way.
Mr. Sheean: Now, he apparently worked every day that

year, did he not, 365 days on this passenger run?

Mr. Trenholm : Yes, sir.

Mr. Sheean : And as fireman on that run, earned $2,061,631

Mr. Trenholm: Yes, sir.

Mr. Sheean: That is a local passenger train, apparently?
Mr. Trenholm : That is what the road reports it, as a local

passenger train.

The Chairman : Wliat was the rate of wages paid ?

Mr. Trenholm : Well, his daily earnings, your Honor, were

$5.65. I do not know his rate. He worked 365 days and earned

$2,061.63. That would be $5.65 per day.

The Chairman : Did the engine that he fired on, take a high
rate?

Mr. Trenholm : I have not got that record here.

Mr. Sheean: What was the rate, Mr. Martin?

Mr. Stone : According to the number of miles he ran, he

crowded two years' work into one, almost, did he not?

Mr. Trenholm : He made 146 miles each day, or a total of

53,290 during the year.

Mr. Carter: Made a round trip, 365 days in the year?
Mr. Trenholm: Yes.

Mr. Carter: If it had been leap year it would have been

366.

Mr. Sheean: Let us take the time card and see how hard

that man did work on 319 and 320. Have you the time card

there, Mr. Keefe?

Mr. Trenholm: I don't know how much elapsed time there

was at the turn, but this record shows ten hours a day approxi-

mately.
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Mr. Slieean: Grand Junction to Montrose and return. Is

that narrow gauge ?

Mr. Martin: Standard gauge.
Mr. Slieean: Mr. Martin says the firing rate is $3.10 per

100 miles.

The Chairman: That is what we wanted to know.

Mr. Stone : Is that a standard gauge or narrow gauge, Mr.

Martin?

Mr. Martin: Standard gauge. Leaves Grand Junction at

8:30 in the morning, gets to Montrose at 12:20; leaves Montrose

at 2:45 P. M.; arrives at Grand Junction at 6:08 P. M.
Mr. Sheean: He starts on his run at 8:30 in the morning

and is firing until 12:20; and then starts at 2:45 and gets into his

other terminal at 6:08.

Mr. Martin: Paid for the miles laying at the turning-

point?
Mr. Sheean: Well, on this being two days' work in one,

practically, on the theory suggested by one of the questions, it

would be from 8:30 in the morning until 12:20, as his work on the

outgoing trip, and then, beginning at 2:45 and continuing until

6:08 in the evening, the fireman on that run, working every

day, as this man did, was paid $2,061.63.

Mr. Trenholm: Yes, sir.

Mr. Sheean: Now, another $2,000 man shown there seems

to be Mr. Golightly, page 35. "What road is he on?

Mr. Trenholm: International & Great Northern.

Mr. Sheean: Between what points is his run?

Mr. Trenholm: Heme and Taylor, 55 miles; trains 7 and 8.

There is one crew.

Mr. Sheean: Well, $1,976.55 was paid on his assignment.

He apparently earned $31.30 in other work. Where was that?

Mr. Trenholm: I don't know where it was.

Mr. Sheean: But during the time that he was off his as-

signment, or some other way in railroad service, he was per-

mitted to earn $31.30?

Mr. Trenholm: Yes, sir; he earned $4.25 as a yard en-

gineer, one month.

Mr. Sheean: That is apparently a round trip made each

dav, Mr. Trenholm?
Mr. Trenholm: Yes, sir; they pay 100 miles, each way.



5898

Mr. Slieean: Have you seven and eight there? Well, I

won't take the time for that. Now, there are several $1,700 men
here. Let ns see. $1,752.20, Mr. H. Dammon. Where is that

earned f

Mr. Trenholm: Page 42.

Mr. Trenholm : That is on the Missouri Pacitic Railway.
Mr. Sheean : Between what points ?

Mr. Trenholm : Between Wichita, Yates and Yates Center,

198 miles round trip. Trains 405 and 406. One crew on the run.

Runs every day except Sunday. It runs every day in the month.

Mr. Sheean : And there is one month, the month of March,
in which Mr. Dammon did work the full month?

Mr. Trenholm: Yes.

Mr. Sheean: Being paid as fireman on that run $180.55,

when he worked every day !

Mr. Trenholm: Yes, sir.

Mr. Sheean: These earnings of $1,752.20 were with a total

lay-off of 64 days through the year!
Mr. Trenholm: Yes, sir.

Mr. Sheean : Now, on that same page, let me see, there is

another—there is $1,719 on the St. Louis & Iron Mountain?

Mr. Trenholm : Yes, sir, between Little Rock and Knobel.

Distance between terminals 238 and 147. Trains 28, 29, 23 and

24. Three crews in the assignment.
Mr. Sheean: Now, Mr. Trenholm, having given the high

earnings that I have spoken of here, about $2,000, and the $1,700

and $1,800, in passenger service, do you find in the passenger

service, that for similar lengths of time on duty, and so far as

there is similarity in the assigned runs, that the earnings of the

men on different railroads under their various schedules reason-

ably api:)roximate each other?

Mr. Trenholm : Well, there is quite a variation, depending
of course on the length of the run. The mileage in these assigned

trips seems to have a great bearing on the earnings of the men.

They fluctuate as between railroads, and on the same railroads

considerably.

Mr. Sheean: Well, of course, on the same road, if there

is a uniform schedule on the entire road, the fluctuations are due

to changed conditions on the road.

Mr. Trenholm : I think that is, of course, true on the road.
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and it means the same conditions, makes them fluctuate as be-

tween diiferent roads.

Mr. Sheean : What I was seeking to ascertain, was whether

it was because of fluctuations in the schedule provisions, or

whether or not there was reasonable uniformity throughout the

territory, in case you found similar conditions on different rail-

roads.

Mr. Trenholm: Well, of course, I didn't go into the de-

tails as to why the fluctuations varied on different sections of

one road, or as to different sections of the country. The fluc-

tuations exist all over as to the yearly comj^ensation or monthly

compensation of these men. It is very noticeable, in studying
this exhibit, that the mileage of these different assignments has

a very marked effect on the compensation to the men. Much
more so than the rate or the rules on any railroad, I should say.

Mr. Sheean: Well, on the same railroad on these assign-

ments, there is shown to be quite a marked variation in the

amount of money that will be produced on a particular assign-
ment in passenger service, compared with some other assign-
ment f

Mr. Trenholm : Yes, sir.

Mr. Sheean: And, in that connection, the opportunity

through the exercise of seniority appears upon different roads to

select different runs, does it?

Mr. Trenholm: Yes, sir.

Mr, Sheean: Before passing that, Mr. Trenholm—
The Chairman: Will you kindly suspend, Mr. Sheean!

(Whereupon, at 12 :30 o'clock P. M. a recess was taken until

2:30 o'clock P. M.)

After Recess

A. W, TRENHOLM was recalled for further examination

and, having been previously sworn, testified as follows :

Mr. Nagel : I would like to make a slight correction of a few

misprints. On page 5794 the last two questions I ask. The first

ought to be "the reason of the rule" instead of ''the reason of

the roads," And in the last question, "human gain" should be

"human game."
Mr. Sheean: We had gone hurriedly through tlie firemen

in freight ser\dce. Now, I want to make clear this through



5900

freight, beginning at page 63, assigned to through freight. Does

that mean that both in this form and the one preceding it, that

the through freight covered in that part of these exhibits, is only

the through freight covered by regularly assigned men?

Mr. Trenholm: Yes, sir.

Mr. Sheean : And in the pool or chain gang shown at a later

time, you differentiate between the through freight service that

is covered by the pool, and through freight service covered by as-

signments ?

Mr. Trenholm : Yes, sir. Some of the roads protect their

through freight service by their pool or chain gang; and some

do not. These through freight assignments are the roads that

have men assigned to that service.

Mr. Sheean : In this assigned through freight service, you
show earnings of various men in just the same way as shown in

the preceding exhibit as to engineers in assigned through freight

service ?

Mr. Trenholm : As to firemen, yes, sir.

Mr. Sheean: In the assigned through freight, apparently

the high earnings of the firemen is on the Illinois Central, page

70, Mr. J. H. Morrison, $1,482.02, with a forty-day layoff?

Mr. Trenholm : Yes, sir.

Mr. Sheean: That is between Louisville and Central City?

Mr. Trenholm: Yes, sir.

Mr. Sheean: Have you a memorandum as to how many
firemen in assigned through freight are shown in this exhibit ?

Mr. Trenliolm : There are 32 firemen shown, ten of which

received over $1,300 a year.

Mr. Sheean : In the local freight the same information as

to firemen is here shown as was shown as to engineers in the cor-

responding exhibit ?

Mr. Trenholm : Yes, sir, page 75.

Mr. Sheean : Apparently one of those firemen made $1,698 ?

Mr. Trenholm: Yes, sir.

Mr. Sheean: What was that run, or where was that road?

Mr. Trenholm : Mr. T. Bray, page 111, made $1,698.70.

Mr. Sheean : AATiile on that same page 111, there seems to

be shown on that page—oh, I see, that is a number of men.

Mr. Trenholm : That is a division of men
;
there were dif-
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ferent men in different mouths, so that is not a fair indication

for a full year for any one man.

Mr. Sheean : But the assignment paid to the men who fired

on it, $1,790?

Mr. Trenholm : That is the assignment, yes, sir.

Mr. Burgess : Is Thomas Bray the fireman you are refer-

ring to ?

Mr. Trenholm : Yes, sir
;
he is the first man on the page.

Mr. Burgess : He worked 26 days.

Mr. Sheean: In July?
Mr. Burgess : In July, 1913, yes.

Mr. Trenliolm: Yes.

Mr. Burgess: And 376 hours in the twenty-six days?
Mr. Trenholm: Yes, sir.

Mr. Burgess: And 1,804 miles?

Mr. Trenholm: Yes, sir. It is a short run of 69.4 miles.

It is a turn, I judge. There are only two trains and one crew. I

judge he makes the turn. Apparently he does not run Sundays.
That is the lapsed time, I think.

Mr. Burgess: There must have been a great number of

hours on the road to make 376 hours in twenty-six days.
Mr. Burgess: "Well, it is a local or way freight. I judge

that. I do not know how heavy it is.

Mr. Burgess: That would indicate it was not light, would

it not, Mr. Trenholm?
Mr. Trenholm: I have a notation here which shows it is

tri-weekly, in mountain territory. He apparently goes down one

day and back the next, so that I judge his hours are probably

quite long.

Mr. Byram: You say that is in mountain territory?

Mr. Trenholm: Yes, sir.

Mr. Byram: Might be some constructive mileage?
Mr. Trenholm: Probably is. It is 69.4 miles and it is a

tri-weekly run.

Mr. Sheean: Between Butte and Logan?
Mr. Byram: Yes, between Butte and Logan, mountain ter-

ritor^^

Mr, Burgess: He did not make very many miles—1,800,

but his hours—
Mr. Stone: 14^2 hours a trip.
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Mr. Burgess: I was speaking about the hours. 376 hours

in 26 days. He wouhl not be paid more hours, would he, than

he made?
Mr. Byram: Might be. Maybe computed his mileage into

hours.

Mr. Burgess: Well, but the number of hours there indicate

that he was making more than 100 miles for 30 days, 10 miles to

the hour. It would only be 300 hours if he would work every day
of the 30. He only worked 26, according to the exhibit, but did

make 376 hours in the 26 days.
Mr. Carter: Equivalent to 47 days of 8 hours each.

Mr. Trenholm: The payroll for October shows Mr. Bray
as working 28 days, 28 trips, 1,936 miles, 369.4 compensated
hours. Average hours, 13.2 per trip and earning $173.98 for the

month of October.

Mr. Byram: 13 hours.

Mr. Trenholm: 13.2.

Mr. Burgess: What were the number of hours for July?
Mr. Trenholm: The July shows here. That is the only

comparison you can make, is for October.

Mr. Sheean: He drew $173 in October.

Mr. Byram: That shows he was paid for many more miles

than he made.

Mr. Trenholm: Yes; mileage was light. 1,936 miles in 369

hours in October. Shows that that is way freight run, in a moun-

tain territory, and I judge runs to hours.

Mr. Burgess: Therefore, in that instance, Mr. Trenholm,
the hourly basis applied, rather than the mileage basis?

Mr. Trenholm: Yes, sir.

Mr. Sheean: And on that first month of July, the showing
of 376 hours, wages $166.07, that is about 44 cents an hour, for

all the hours on duty?

Mr. Trenholm: Yes, about that. I haven't multiplied it.

Mr. Sheean: Now, in the pool or chain gang service, that

is shown, beginning at page 121?

Mr. Trenholm: 121, yes, sir.

Mr. Sheean: Have you a memorandum as to how many
firemen are shown in this exhibit, as being in the pool through-

out the year?
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Mr. Trenholm: There are 172 firemen in the pool, tlirougli-

out the year.

Mr. Sheean: And how many of those earned $1,350 or

more 1

Mr. Trenholm: 52 out of the 172.

Mr. Sheean: Of that 52, some of them earned $1,600?

Mr. Trenholm: A couple of them $1,700. George Hogan,
on page 145, shows $1,742.05.

Mr. Sheean: Mr. Hogan was only in the pool the last six

months, apparently, and outside of the pool made $9581

Mr. Trenholm: Yes, sir.

Mr. Sheean: There is Jesse Jones, page 152.

Mr. Trenholm: Jesse Jones, 152, well, he made $1,626.89

in the pool, and made $101.10 outside of the pool.

Mr. Sheean: That is on the Union Pacific?

Mr. Trenholm: Yes, sir.

Mr. Sheean : Rawlins and Green River, 134 miles.

Mr. Trenholm: And in addition to the pool earnings of

$1,626, he made other money.
Mr. Sheean: In addition to the pool earnings of $1,626,

scattered through the year there was a total of $101.10 made in

other service?

Mr. Trenholm : Yes, sir.

Mr. Sheean : Now, in this pool service, through freight, do

the reports of the different railroads show that the firemen in

that service, generally, earn in some other line as well as the

pool service, or some other class of service? Is it not frequent

that the men remain the entire year firing in the pool ?

Mr. Trenholm : Well, there are not a great many of them

that go through the year, without getting into some of the other

assigned service, because they protect other service to a greater

or less extent.

Mr. Sheean: Just what do you mean by protecting other

service ?

Mr. Trenholm: Well, if there is a vacancy in other lines

of work, such as through freight, or in some cases passenger or

w^ay freight, the man that is in pool takes the vacancy, maybe
for two or three days ;

it may be for some time.

For instance, as an example, take page 121, the first page,

there is an example of it. Take Fred Schmanke. The first three
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months of tlie year lie is in pool service pretty steady. Then,
for two months, he doesn't get anything in pool service at all.

He is a local. In the month of October, he earned $127.41. In

the month of November he is in the local; he is in passenger;
and he is in switching. He doesn't get anything in the pool in

either one of those months. Then he apparently gets back into

pool in December. He gets $64.24 in passenger service, and he

gets $55.48 in pool service. That is quite general through the

pool with firemen.

Mr. Sheean : On practically all of the roads ?

Mr. Trenholm : Yes, sir.

Mr. Sheean: Xow, in your branch and passenger service,

Mr. Trenholm, how many firemen are shown there as being in

that service throughout the entire year?
Mr. Trenliolm : Sixty-seven firemen shown that worked on

the assignment the full year. Of which, eight of them drew over

$1,500, one as high as $1,635.

Page 172.

Mr. Sheean : Well, as shown on this slip I have here, one

$1,922.

Mr. Trenholm : That is right, $1,922.

Mr. Sheean: What run is that on?

Mr. Trenholm : That is Walter Hicks, page 167.

Mr. Sheean: That is on the M. K. & T. apparently, the

first one.

Mr. Trenholm : Yes. He is in branch passenger between

Mineola and Greenville, 50^/^ miles, and there are four trains

run, and one crew.

Mr. Sheean: That is, there are two trains each way, ap-

j)arently ?

Mr. Trenholm : Two trains each way apparently yes, sir.

Mr. Sheean: And in that branch passenger service, going
over the road twice each day on that branch, Mr. Hicks in that

year drew $1,922.10, and w^as otf forty-seven trips.

Mr. Trenhohn : Fortv-seven davs.

Mr. Sheean : That is the compensated time? I don't know.
We can get those runs, I guess, M. K. & T.

Mr. Carter : In March he made 413 hours.

]\lr. Trenholm : That takes in the lapsed time, of course. I

do not know how much that is.
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Mr. Byram: What does October show!

Mr. Treuliolm : October shows 393 hours, 6,000 miles.

Mr. Byram : What does your October payroll in the other

exhibit show, as to the time?

Mr. Trenholm: Walter Hicks, Greenville to Mineola, thirty

days, 120 trips, 6,000 miles, 393 hours, 13.1 compensated hours.

Average trip 3.3 hours. $181. On through freight, Greenville to

Shreveport, $36.75. $217.75. Now, that is an adjustment, that

$36.75, adjustment for September payroll. His earnings for that

month were $181 on that run.

Mr. Byram: How many hours did he run—what were his

actual hours on duty?
Mr. Trenholm: His actual hours on duty were 393, 13.1

hours per day, 3.3 hours per trip.

Mr. Carter: How many trips?

Mr. Byram: That includes the lapsed time then, ap-

parently.
Mr. Trenholm : His trains are 11, 12, 13 and 11, so there

would be four trips a day.
Mr. Byram : Two round trips !

Mr. Trenholm: Yes, sir, two round trips.

Mr. Byram : It does not give the interval between trips,

does it?

Mr. Trenholm : No, the payroll does not give that.

Mr. Sheean: Here it is, the Mineola Division (referring to

Official Guide). Those are trains 11, 12, 13 and 14, are theyf
Mr. Trenholm : 11, 12, 13 and 14, yes, sir.

Mr. Sheean : The time table shows : Leaves Mineola at

7 :15 A. M.
;
reaches Greenville at 9 :50 A. M.

;
leaves Greenville

at 10:35 A. M., back to Mineola at 1:05 P. M.; leaves Mineola at

1:35 P. M., reaching Greenville at 4.05 P. M.
;
leaves Greenville

at 4:45 P. M., aiid back at Mineola at 7 :15 P. M.

Mr. Trenholm: Just twelve hours from the time he starts:

Mr. Sheean : From 7 :15 in the morning—
Mr. Trenholm : Until 7 :15 in the evening.
Mr. Carter : And he makes over 200 miles a day!
Mr. Trenholm: Yes, sir.

Mr. Sheean: The branch freight, Mr. Trenholm, is shown

beginning at page 174?

Mr. Trenholm: Yes, sir.
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Mr. Slieean : And liow many firemen are shown as being in

that service throughout the entire year?
Mr. Trenhohu: There are only 19 shown as working on

the assignment the full year, of which three of them receive over

$1,300. There is one who received $1,507.

Mr. Sheean : On turning to page 183, where he is shown as

getting $1,507, there seems to be a man right next to him there,

on the Northern Pacific, who drew over $2,000—oh, that you ex-

clude because there were two different men!
Mr. Trenholm : Yes, sir.

Mr. Sheean: Mr. Christy ran that for a part of the time,

and Mr. Black the remainder of the year.

Mr. Trenholm : Yes, but the monthly earnings of the men
on that run are quite heavy, of course. That is. Rocky Moun-
tain Branch freight. But we could not show that as the one man

earning that, because there were three men on that run during
the year, and while the monthly earnings were quite large, the

yearly earnings are divided up between different men.

Mr. Stone : That is that Mallet engine again.

Mr. Trenholm : I think so.

Mr. Sheean : Wallace and St. Regis.

Mr. Stone : Yes.

Mr. Sheean: Well, the one next to that, Mr. Mernis Hasty.
Mr. Trenholm : Moscow and Arrow.

Mr. Sheean: Yes, $1,507.02.

Mr.. Trenholm : Yes.

Mr. Sheean: That is on a branch which is 37.6, 41.6, and

51.7, distance between terminals.

Mr. Trenholm: Yes.

Mr. Sheean: That is also on the Northern Pacific!

Mr. Trenholm : Yes.

Mr. Sheean : Now, in the branch mixed service, Mr. Tren-

holm, how many men are shown remaining in that service

throughout the entire year!
Mr. Trenholm : We show 78 as remaining on their assign-

ment for a full year, of which 23 received over $l,-l-00.

There are several $1,890, 1 notice. Several $1,600 in that 23.

Mr. Sheean: Now, that $1,890, that is on what road!

Mr. Trenholm: Page 204.

Mr. Sheean: Oh, that is the same run that the engineer
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was shown on tlie Missouri Pacific to draw so much money. That

is from Great Bend to Hoisington, that 10 mile hranch on which

they make two round trips a day.

Mr. Trenhohn: Yes.

Mr. Sheean: And with 17 days lay off, and 13 days in

August, Mr. Derheim, firing on that line, drew $1,890.35.

Mr. Trenhohn: Yes, sir.

Mr. Sheean : How manv did vou sav you had shown in this

exhibit who were exclusively on that work through the year?
Mr. Trenhohn : 78 in branch mixed that worked on the as-

sigTiment through the year, of which 23 drew over $1,400.

Mr. Sheean : Now, in suburban service, how many men are

shown in that service throughout the entire year!
Mr. Trenhohn: There are only three shown throughout

the entire vear.

Mr. Sheean: And of those three—
Mr. Trenholm : Two of them drew over $1,300.

Mr. Sheean : But you show as to others who, during part of

the year were in that service, what their earnings were in other

lines of work through the year?
Mr. Trenholm : Yes, we follow the service through for the

year. AVe take a man that was on there any month that he was
on the crews, but months that he didn't work there we put in

the man who did work there.

Mr. Sheean: And you found two that worked exclusively
on that during the year, three that worked entirely in firing-

suburban service.

Mr. Trenholm : Yes, sir.

Mr, Sheean : And two were over $1,300 in wages %

Mr. Trenliolm: Yes, sir.

Mr. Sheean: Now, Mr. Trenholm, have you caused any
summary to be made of these Exhibits 40 and 41 ?

Mr. Trenholm: Yes, sir.

Mr. Sheean: And have prepared that as a separate ex-

hibit?

Mr. Trenholm: Yes, sir.

Mr. Sheean : We offer that as Exhibit 43.

(The document so offered and identified, was received in

evidence and thereupon marked ''Railroads' Exhibit No. 43,

March 1, 1915.")
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Mr. Slieeaii : Now, Mr. Trenholm, will you explain, please,
in just what manner this summary has been compiled?

Mr. Trenholni: Well, it is a recapitulation of Exhibits 41

and 42. On the first sheet—perhaps I had better show in what
manner it was prepared.

Starting on page 1, the engineers assigned to passenger
service-. First, we show" the road, Atchison, Topeka & Santa Fe

Railway. The road number, which is 1; the division, Illinois;

name of engineer, C. A. Fisher; he is the first engineer in Exhibit

41. Number of months in assignment, 12. He was on during the

entire year, so he is on 12 months; number of trips runs, 241;—miles run, 56,876. Hours on duty, 1,863. Hours per trip, 7.7.

Lost time, 2 days. Total wages, in assignment, $2,513.61. Wages
per hour, $1.35. As he has no outside earnings, in the case of

this man, none is shown. If he had any it would be shown in the

next column, "Wages outside of assignment. Total wages re-

ceived."

Now, each name in both of these books is recapped here ac-

cording to the months they worked. If there were two men in

the assignment during the year—two engineers, each engineer
would be taken for the number of trips he made during the time

he was on it. For instance, if you follow it down, the first there,

you will find that in the Atchison, Topeka &: Santa Fe, you will

find that I. Small in the middle division worked eight months on

the assignment, and J. McNeil worked four, so each of them
are carried out in accordance with the months or trips.they were

on, and the hours they worked. That is the same with the fire-

men. The man is recapped just according to the number of

months he worked and the number of trips he made in each

month, and the hours he was on ,d^^ty doing it.

And that again is recapj^ed into classes. In the first sheet

of the exhibit, for instance, class of service passenger, pages 1

to 16 for the engineers. Total months on assignment 7,660.

Total number of trips run, 222,937.

Total miles run, 29,783,194.

Total hours on duty, 1,224,015.

Average miles per trip, 133.

Average hours per trip, 5.5.

Total lost time, 17,117 days.

Total wages on assignment, $1,384,133.89.
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Average wages per hour for passenger engineers, $1.13.

Total wages outside of assignment, $10,239.16.

Total Avages paid, $1,394,373.05.

And so, with each class of service. Through freight follows.

Mr. Sheean: Well, now, Mr. Trenholm, you have taken as

to each of the individuals shown in your preceding exhibits 41

and 42!

Mr. Trenholm: Yes, sir.

Mr. Sheean : And have here summarized in the manner in-

dicated on page 1, as to each of them, the information as to the

total number of miles, etc., as you have enumerated!

Mr. Trenholm: Yes, sir.

Mr. Sheean : And then, from the totals thus obtained, 3^ou

have recapitulated that summary on the first sheet or index pre-

ceding ]mge 1, in this sheet!

Mr. Thenholm : Yes, sir
;
in this exhibit.

Mr. Sheean: Now, without taking up the time as to each

of the details here, will you please state what the result is as to

the average miles per trip; the average hours on duty and the

average wages per hour in each of these various classes of

service!

Mr. Trenholm: Well, I have just read the passenger.

Through freight. The average miles per trip is 117.

Average hours per trip, 9^.
The average wages per hour is 70 cents.

Local or way freight, the average miles per trip is 93.

The average hours per trip is 11.6.

The average wages per hour is 59 cents.

Pool or chain gang, the average miles per trip is 110.

The average time is 9i/> hours.

The average wages per hour is 70 cents.

Branch passenger :

The average mileage per trip is 85.

The average hours per trip is 4.7.

The average wage per hour is 86 cents.

Branch freight :

The average mile per trip is 74.

The average miles per trip is 9i/4.

The average wages per hour is 61 cents.

On mixed trains :
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The average mileage per trip is 47.

The average hours per trip is 5^.
The average wages per hour is 61 cents.

Suburban :

The average -mileage per trip is 28.

The average hours per trip is 2,4.

The average wages per hour is 72 cents.

The total of all of them :

The average miles per trip is 96.

The average hours per trip is 7.2.

The average wages per hour is 76. cents.

That is engineers.

Mr. Shean : And that is on a total payroll of $4,500,000, on

which that average was reached.

Mr. Trenholm: In that are the records of 3,230 engineers
and a i)ayroll for the year of 4,586,000 odd dollars, yes, sir.

Mr. Burgess : And in some instances, the firemen draw
more money per hour than the engineers ;

is not that right!

Mr. Trenholm : No—well, it might be in some cases. I do

not know. No, I do not think so. Of course, I was reading the

Engineers here, altogether.

Mr. Burgess : I notice in engineers assigned to freight

service, branch line, under the heading of average per hour,

there are many tabulations at 54 cents, 55 cents, and 53 cents,

and in the Firemen's exhibit, under the same heading, there are

many averages shown at 59 cents per hour; so that would make,
in the same class of service, the fireman drawing more money
than the engineer.

Mr. Trenholm: I would have to trace that through, Mr.

Burgess. I do not think so. I would have to check that to see.

I do not know of any cases of that kind, in the same service.

Mr. Burgess : I do not know that they are in the same

service, but the exhibit shows that.

Mr. Trenholm : I think a passenger fireman's rate per hour

would be higher than a freight engineer in his rate per hour.

Mr. Burgess : Representative engineers assigned to freight

service, branch line.

Mr. Trenholm : Wliat page 1

Mr. Burgess : Page 53. The first tabulation is 54 cents per
hour.
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Mr. Trenholm: Yes, sir. He worked five montlis on that

run, Ed Kennedy.
Mr. Burgess: Representative firemen assigned to freight

service, branch line, page 135
; wages per hour, on the Atchison,

Topeka & Santa Fe, we have a figure of 59 cents.

Mr. Trenholm : Where is that 59 cents ?

Mr. Burgess : Down there about half way on the Atchison,

Topeka & Santa Fe. So, in the same class of service—
Mr. Trenholm: Fifty-nine cents?

Mr. Burgess : Yes, that is what my table shows.

Mr. Sheean : Robinson, do you mean ?

Mr. Burgess: Yes, and Keller, right under Robinson, 52

cents, and skip two or three tabulations, and you will find 54

cents.

Mr. Trenholm : Brewer up here is 54 cents.

Mr. Burgess : And one near the bottom is 55 cents.

Mr. Trenholm : Yes, in branch line service.

Mr. Burgess : Freight, just the same as the engineer. So

in many instances we have the fireman drawing more money than

the engineer in the same class of service, if this exhibit is correct.

Mr. Trenholm : You will notice the first man you spoke of,

Ed. Kennedy; hours per trip was 13.1. His rate was 54 cents

per hour, because he was on the road a long while. In the fire-

man's case, I notice that the hours per trip are 7, J. I. Brewer,
54 cents. I do not strike the 59.

Mr. Sheean : Above that, on the Rio Grande Division?

Mr. Trenholm : You see, he was only 2.2 hours per trip, so

his rate per hour goes up very high.

Mr. Burgess: Yes, but regardless of how we manipulate
the figures, we do come to the final result that an exhibit is

before the Board wherein the fireman is getting more money than

the engineer in the same class of service.

Mr. Trenholm : Entirely depending on the mileage, and the

time on duty, yes, sir. Of course, if the engineer works thirteen

hours per day, as he does in this first case, and his hours every

trip are 13.1 hours, of course his rate per hour gets right down
to the rate where a man is actually working that time. In the

other case, the man is paid per mile, and where his hours on duty
are small, his rate per hour goes up.

Mr. Burgess : Regardless of how we state it, we come to the
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fact in the final analysis that the fireman does receive more

money than the engineer, in the same class of service according
to this exhibit.

Mr. Trenholm: Well, yon can only state it as to the facts

as they exist, Mr. Burgess.
Mr. Bnrgess : Yes, that is what I was trying to do.

Mr. Trenholm : I say, I can only state it as to the facts ex-

isting, ron take the 59 and the 52
;
there were two men on that

run during the year. One man worked five months, 362 trips,

6,504 miles
;
hours on duty 785

;
hours per trip 2.2. Xow. he drew

$465.28 for those five months, and earned 59 cents per hour. He
earned $115.10 outside the assignment, which, of course, has

nothing to do witli that. Tlie next man on the same run made 565

trips, 10,000 miles and over; 1,305 hours; 2.3 hours per trip;

$676.20, and his rate was was 52 cents per hour.

In making the exhibit, as to the rate per hour, the only thing

you can do is to use the hours he was on duty, and show his rate

per hour, in this tabulation. There is no other way I know of in

which you could show it.

Mr. Burgess: Then we are to understand that while this

exhibit shows that and accords with it, the fact remains that fire-

man does get more money than the engineer in the same line of

service.

Mr. Trenholm: A man goes out and runs fifty miles and
does it in two and a half hours, and is allowed on that partic-

ular run 100 miles. For that fifty miles, his rate per hour is

w^hatever the time on the run was. The engineer on some other

branch line in some other place, working a full 100 miles, and

doing it in long hours, his rate per hour necessarily is less than

it would be if the constructive allowance was made.

Mr. Burgess: Well, we find a great many of them through

here, in these different tabulations, Mr. Trenholm.

Mr. Trenholm: I think there w^ill be a case of that kind,
but you will notice in the recapitulation, that the fireman,

taking it as a whole, Mr. Burgess, I think, stands about the

ratio to the engineer that we have generally understood that

he did.

Mr. Slieean: Sui^posing we see if we cannot trace on the

Santa Fe, instead of comparing a Rock Island engineer in

Louisiana with a Santa Fe fireman on the Rio Grande division,
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let us see if we canriot find an engineer on that same division

of the Atchison, Topeka & Santa Fe. At page 135, Mr. Burgess
called attention to two firemen on the Rio Grande Division,
who drew 59 cents and 52 cents an hour. Let us see if there

are any engineers on the Santa Fe, Rio Grande Division.

Mr. Burgess: Pardon me, Mr. Sheean. I just mentioned

those two because they were handy.
Mr. Sheean: I understand that. I don't know whether

we can find engineers on that division or not.

Mr. Burgess: . There are a great many through the various

exhibits, Mr. Sheean. My idea was to sliow that in this general

territory there was a great discrepancy between the firemen's

and engineers' wages, if these exhibits are correct.

Mr. Byram: Could that be so, Mr. Trenholm? There is an

engineer on every engine with a fireman, isn't there?

Mr. Trenholm: Yes, sir.

Mr. Byram: And the rate of joay for an engineer is higher—the rate per mile or per hour is higher for engineers than

firemen?

Mr. Trenholm: Yes, sir.

Mr. Byram : It Avould not be possible for a fireman to

earn more money, on the same engine, in the same service, than
an engineer?

Mr. Trenholm: That would be impossible.
Mr. Stone: Does the engineer on the Rio Grande Division

of the Santa Fe get more per mile than the man on the Louisiana

Division of the Rock Island, for the same class of service?

Mr. Trenholm : I think so, Mr. Stone. I think that is

caused, you know, by the short hours and ]")ossibly the construc-

tive mileage making the man's rate per hour higher than an

engineer in some other territory that works long hours.

Mr. Sheean: This page 135, to which attention was called,

is firemen assigned to freight service on branch lines, and on
the Rio Grande Division, there are Robinson and Keller, draw-

ing 59 and 52 cents an hour. Now, on page 51 of this recapitu-

lation, you seem to have engineers assigned to freight service,

and on the Rio Grande Division there is shown Mr. E. Louther-

back, who, as engineer, received 83 cents per hour.

Mr. Trenholm: What page did you say that was?
Mr. Sheean: Page 51.
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Mr. Trenliolm: Yes, sir.

Mr. Sheean: He has the hours per trip of 2.2 hours, while

these two men to whom Mr. Burgess called attention, A. J.

Eobinson and B. G. Keller, also had 2.2 hours per trip; so,

apparently, you have the engineer and fireman, on just the

same runs there, one drawing 59 .cents and the other 83 cents.

Mr. Trenholm: Engineer Loutherback worked through
the entire twelve months on that run. His average was 2.2

hours per trip. His rate per hour was 83 cents. The run was
divided up between the firemen. One got 59 cents, the other

52 cents.

Mr. Carter: Don't they make three trips on that run!

I see Loutherback made 1,153 trips, on page 51.

Mr. Sheean: Yes, I have it.

Mr. Carter: 1,153 trips in that year.
Mr. Sheean: Yes.

Mr. Carter: It would be three trips a day.
Mr. Trenholm: I judge so, yes, sir. He lost 16 days in

the vear.

Mr. Carter : Do I understand—
Mr. Trenholm : You can look up this man in the detail, Mr.

Carter. That is on branch line service, freight. Atchison, To-

peka & Santa Fe.

Mr. Carter : Do you understand from that exhibit that they

only worked 2.2 hours per day?
Mr. Sheean: No, Mr. Carter. The total number of trips

are shown in the second column.

Mr. Trenholm: Engineer Ijoutherback is on that run the

entire year ;
runs 20,746 miles. The run is turn-around, Hurley-

Santa Rita. It is 8.9 miles each way. It is only 9 miles, so he

makes three turns, I think.

Mr. Carter : Three round trips ?

Mr. Trenholm: Yes, sir, he makes 1,153 trips, and loses

16 days.
Mr. Sheean: Turn-around. Each leg of the trip 9 miles

long.

Mr. Carter : 6 times 9, about 54 miles a day.

Mr. Sheean : That is manifestly—the engineer on the same
run on which there were the two firemen, to which Mr. Burgess
called attention at page 135.
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Mr. Treiiliolm : That is branch freight, page 174. Yes, we
have Mr. Keller and Mr. Eobinson

;
it is on the same run here,

Hurley-Santa Rita, 8.9 miles each way. The two men there make
927 trips, and lose -46. So it is the same run.

Mr. Stone : It is a mixed run, on a 4 per cent grade, up to

some copper mines.

Mr. Sheean: They put it branch freight rate?

Mr. Stone : Well, they pay a freight rate.

Mr. Burgess : Mr. Trenholm, I understood you to state the

other day that mixed service on your line paid the same as

through freight ;
is that right ?

Mr. Trenholm : I think it does, Mr. Burgess. I would not

be positive. I don 't know that we have any mixed, except branch

line mixed.

Mr. Burgess : I notice on your branch line mixed—I think

your road is the Chicago, St. Paul, Minneapolis & Omaha, is it

not?

Mr. Trenholm: Yes, sir.

Mr. Burgess : Well, you have three runs there, on page
145, where the fireman's average is 55 cents, 59 cents, and 51

cents.

Mr. Trenholm: 145.

Mr. Burgess : Yes. That is a very much higher rate than

what the engineers get on your road, according to this exhibit.

Mr. Trenholm: I don't think that has any bearing at all,

because it is the compensated time, and the peculiarities of the

run, 55, 59.

Mr. Burgess : And 51.

Mr. Trenholm: Yes.

Mr. Burgess : And you notice for branch line service they
have 5, 6 and 7 hour days, if I am right.

Mr. Trenholm: You notice that all those rates are of but

one run. One man put on a run six months
; one, one

; one, one
;

one, one; one, two; making twelve months that—it takes five

men to make up the twelve months there, and, of course, the

rates are caused by the difference in the houfs. You will notice

the man that was six months made 104 times 11,066 miles, 560

hours on duty, average hours per diem 5.3
;
55 cents. • The next

man Avas 63 average hours, and his rate is 59 cents. So that the

difference in the time on duty affects the rate per hour.
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Mr. Burgess : So, Mr. Trenliolm, tliat is the solution of

the question, then. This rate remained fixed from the beginning
of one year to the other, did it not, on your own road ?

Mr. Trenholm: So far as I know, that rate has been the

same since 1910.

Mr. Burgess : And there were three different firemen em-

ployed on that run?

Mr. Trenholm: Five.

Mr. Burgess : There were five different firemen employed
on that run?

Mr. Trenholm: Yes, sir.

Mr. Burgess : And according to this exliibit, one of tliose

firemen got 55 cents per hour
;
the other got 59 cents

;
and the

other 51 cents
;
and the other 33 cents

;
and the other 45 cents. .

Mr. Trenliolm : Yes, sir.

Mr. Burgess : And still the rate remains the same from

one end of the year to the other as far as the outlav of the com-

pany was concerned.

Mr. Trenholm: The rate was the same on the run, yes,

Mr. Burgess.
Mr. Burgess : I think that is the solution of the question.

Thank you,
Mr. Shea: Eight on that same question, Mr. Trenholm,

the first man, Varnes, worked six months, 5.3 hours on duty.

That does not indicate his total opportunity for the day, does

it?

Mr. Trenholm: That indicates his hours per trip.

Mr. Shea : Well, now, does he make more than one trip ?

Mr. Trenholm : We will look up the details for you. This,

of course, is a recapitulation of this. This is what? Firemen?

Mr. Shea: Yes.

Mr. Slieean : Firemen in mixed service, branch lines.

Mr. Trenhohn: On page 198, Mr. Varnes. On Mitchell,

Worthington and Sioux Falls run. He was on the run three or

four different times during the year. He worked in July and

August, Augaist but 16 days. He then worked in November 6

days. He then worked in January 14 days. And in March, 8

days, and April 13 days.

Mr. Shea : What I wanted to find out, Mr. Trenholm, was
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whether that was the total hours on duty per day, or did he

make more than one trip?

Mr. Trenhohn: Oh, that was, I think, the total hours on

duty, Mr. Shea.

Mr. Shea: The average?
Mr. Trenholm: Yes, sir. He made 26 days in July, and

was on duty 160 hours, a little over 6 hours on duty each day in

July.
Mr. Shea : I see he made 134 miles.

• Mr. Trenholm : In July, he made, 3,480 miles.

Mr. Shea: No, up above there. Distance between termi-

nals, 134 miles.

Mr. Trenholm: Yes, sir.

Mr. Shea : Now, as to firemen, what is the final recapitula-

tion on the average miles of that trip, the average hours per trip

and the average wages per hour in the various classes of service?

Mr. Trenholm: Firemen in passenger service:

Average miles per trip was 132.

Average hours per trip, 5.4.

Average wages per hour, 72 cents.

Through freight:

Average miles per trip, 116.

Average hours per trip, 9.4.

Average wages per hour, 46 cents.

Local or way freiglit :

Average miles per trip, 91.

Average hours per tfip, 11.4.

Average wages per hour, 38 cents.

Pool or chain gang :

Average miles per trip, 110.

Average hours per trip, 9.6.

Average wages per hour, 46 cents.

Branch passenger :

Average mileage per trip, 82.

Average hours per trip, 4.6.

Average wages per hour, 52 cents.

Branch freight :

Average miles per trip, 69.

Average hours per trip, 9.2.

Average wages per hour, 39 cents.
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Mixed Trains :

Average miles per trip, 45.

Average hours per trip, 5.3.

Average wages per hour, 38 cents.

Suburban :

Average miles per trip, 31.

Average hours per trip, 2.3.

Average wages per hour, 46 cents.

Total: All service:

Average miles per trip, 93.

Average hours per trip, 7.

Average wages per hour, 48 cents.

Mr, Sheean : And that is from consideration of how many
menf

Mr. Trenholm: The firemen, the number of men used is

5,800, and the payroll for the year, 2,522,000. That is hardly a

correct statement. I would like to correct that. The average
number of firemen is 5,800, but those are not all for the year. It

is the number of names that w^ere used in this exhibit, but thev

don't all work for the full year. The number of assignments
shown in these exhibits are Engineers, 2,307 assignments, and

Firemen, 2,087.

Mr. Byram: What are the number of engineers, corres-

ponding with the 5,800 firemen ?

Mr. Trenholm: The number of engineers used was 3,230

names, and assignments, 2,307.

Mr. Stone: Are we to infer from that, that it takes that

many firemen to keep that many assignments running?
Mr. Trenholm : No

;
the seniority list changes the men on

these runs, so that one man don't stay on the run, a year. One
cause and another—I don't know, Mr. Stone, just why.

Mr. Stone : If I got your figures correctly
—I am just asking

for information—there are 2,307 assignments a year which are

manned by 3,230 engineers during the year.

Mr. Trenholm : Yes, sir.

Mr. Stone : But for 2,087 assignments for firemen, it took

5,800 firemen to man them \

Mr. Trenholm: There were that many names had to be

used in order to trace the assignments through the year, yes, sir.

Mr, Carter : Have you the number of engineers and firemen
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in each class of service shown in the summary? I notice the

niimlDers are omitted in the summary.
Mr. Trenhohn : Yes

;
there are no numbers of men in this

recapituhition.

Mr. Carter: Could you give us the number!
Mr. Trenholm : Only by counting them up. They are shown

in the totals
;
but this shows the total months on assignment.

Mr. Sheean : Now, is there anything further, Mr. Tren-

holm, in order to make more easily understood just the method
and manner in which this recapitulation is made?

Mr. Trenholm: No; I don't think so. This is simply a re-

capitulation of the figures in these. By taking each man's name,
for the number of months that he worked on the assignment, and

tabulating them and recapitulating them. I don't think of any-

thing else.

Mr. Sheean : I think that is all, then.

Mr. Stone : I don 't think we care to cross-examine the wit-

ness.

Mr. Sheean : That is all then, Mr. Trenholm.

Mr. Trenholm: Thank you, gentlemen, for your patience.

(Witness excused.)

Mr. Sheean: Mr. Stone referred the other day to the

change in weights on drivers of certain Mikado engines pur-
chased by the Southern Pacific. I have the following wire from
Mr. Scott, General Manager of the Southern Pacific:

"Our specifi,cations to Lima Loco Works estimated weight
on drivers of 20 Mikado passenger engines as 217,800 pounds.

Obviously in furnishing locomotive builders with specifications,

particularly as to weight on drivers, calculations must be sub-

ject to considerable variation. We specify material to be used

and dimensions of various parts and materials and dimensions

must be complied w^ith by builders. If in so doing weight on
drivers is more or less than shown in specifications locomotives

are accepted. 4 of the locomotives were weighed by locomotive

works and average weight on drivers of these 4 locomotives

was 209,412 pounds, and therefore locomotives carry stenciled

weight of 210,000 pounds. It is customary for locomotive works
to weigh only a few engines of lots of this kind, as weight of the

various engines can not fluctuate very much as they are built

all according to same specifications.
' '
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I think that is all the evidence the railroads have to offer.

The Chairman : Are you ready to pro,ceed with your rebut-

tal, Mr. Stone?

Mr. Stone: Yes. Mr. Lauck.

W. JETT LAUCK was recalled as a witness in rebuttal, and

having been previously sworn, testified as follows:

RE-DIRECT EXAMINATION.

Mr. Stone: Mr. Chairman, we desire to introduce as the

first exhibit in rebuttal. Exhibit No. 57, "Productive Efficiency

in the Western as Compared with the Eastern District."

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 57,

March 1, 1915.")
Mr. Stone: Now, Mr. Lauck, will you take this up and

explain what we expect to prove by this 1

Mr. Lauck: This is offered in connection with the exhibits

presented by the Conference Committee of Managers, numbers

18 and 19, dealing with the train load in the East as pompared
with the West, and the proportion of traffic handled on branch

lines in the West, as compared with the East.

This is an attempt to show, in that connection, that although

the trainload is lower in the West than in the East, and the

passenger load also, that from the standpoint of yield, in dollars

and cents, owing to the higher freight rate and passenger rate,

per ton mile and per passenger mile, and the longer haul, that

the return is greater per revenue train mile in the West than in

the East.

Referring to the table on page 2, I have made a comparison

there, based upon the statistical abstract of the Interstate Com-
merce Commission, for the fiscal year 1913, showing total capi-

talization per mile of line in the East as compared with the West,

being $183,630 in the East as compared with only $77,324 in

the West; thereby indicating that the return to capital per mile

of line would be less in the West than in the East. In other

words, it would not be incumbent upon the Western railroads to

earn as mu,ch as the lines in the East, the heavier capital invest-

ment being, of course, no doubt, due to the terminals and double

tracking in the East as compared with the West.
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The same comparison is made for cost of road and equip-
ment per mile of line, showing $59,455 for the West as com-

pared with $131,348 in the East.

The comparison of passenger density and freight density,
indicates a much lower density in the West than in the East,
and the average freight train load, as has been pointed out by
the exhibits of the Managers

'

Committee, is only 379 tons in the

West as compared with 531 tons in the East, and there is an

average passenger train load or number of passengers per train

mile, of 51 in the AYest as compared with 64 in the East.

On comparing the rates received, however, it is found that

the average rate per passenger per mile in the East is only
1.79 cents as compared with 2.20 cents in the West.

The average rate per ton mile is only .63 cents in the East

as compared with .9 in the West.

That gives us, therefore, even on the basis of the lower ton-

nage per train mile, and passenger load per train mile, in the

West as compared with the East, almost the same operating-

revenues per train mile, or $2.53 in the East per revenue train

mile and $2.52 in the West.

The operating expenses, however, in the West, are less than

in the East, per revenue train mile, being $1.67 in the West as

compared with $1.80 in the East.

The net operating revenue per train mile is also greater in

the West than in the East, being 73 cents in the East as compared
with 85 cents in the West, or 12 cents more for each train mile

operated in the West than in the East.

It is also noted, and I call your attention to the fact, at the

bottom of the table, that the typical haul of the average railway

in the East is only 124.11 miles as compared with 179.16 miles in

the West, and the average journey per passenger in the East is

25.94 miles as compared with 50.17 miles in the West.

The average amount received from each passenger is only

46 cents in the East as compared with $1.11 cents in the West.

The average amount received on each ton of freight is 79

cents in the East, as compared with $1.61 in the West.

The long haul, of course, being the most profitable part of

railroading, would indicate a greater profit on the freight and

passengers hauled in the West than in the East.

The striking thing from the comparison also is that al-
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tliougli the rates of pay to engineers and firemen are higher in

the West than in the East, the cost of engineers and firemen per
revenue train mile is less in the West than in the East.

Mr. Byram: How do you account for that, Mr. Lauck!

Mr. Lauck : Well, it would be theoretical on my part. I

could see how it could be accounted for very well, by the larger

number—
Mr. Byram: I would like to know what your theory is,

that if the rates of pay for engineers and firemen are higher in

the West per train mile-

Mr. Lauck : No, per locomotive mile.

Mr. Byram: Per locomotive mile?

Mr. Lauck: Yes.

Mr. Byram: Tliat the cost to a railroad for operating a

revenue train per mile, for engineers and firemen, is less in the

West, where the rates are higher.

Mr. Lauck : I mean by theoretical, I am not acquainted
mth operating conditions. It may be due to the fact that there

is more double-heading in the East than in the West, or more
constructive mileage in the East than in the West, which would

give you a larger cost in the East
;
or it may be that engineers

in the West make more miles, that is, they do not make as many
constructive miles, or there are not as many engines on the

trains in the West as in the East.

Mr. Byram: Yes, but this is not a locomotive mile you

speak of
;
tliis is the cost per revenue train mile.

Mr. Lauck: Yes. If you put two locomotives on a train,

you double your cost for engineers and firemen, and if there

is more of that in the East than in the West, of course, it would

increase the cost in the East as compared with the West; or

if there was more constructive mileage paid for in the East than

in the West, it would increase your cost, comparatively

speaking.

Mr. Byram : It would have to be a great deal more, to

make up for the difference in rate and still leave a lower cost

for revenue train miles.

Mr. Lauck: I don't know what the revenue proportions
would be.

Mr. Stone : You are simply dealing with the figures as you
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foimcl them in the Interstate Commerce Commission's report, are

you not f

Mr. Lanck: Yes, I have made division just as I found it

there, and my inability to answer the question is due to my lack

of knowledge of operating- conditions.

Mr. Byram : But your reply is based on a theoretical prin-

ciple 1

Mr. Lauck : Yes
;
that is based on absence of any informa-

tion. Well, the cost of engineers per revenue train mile in the

East, is 9.60 cents, as compared with 8.07, cents in the West;
and a. fireman, 5.79 cents in the East, as compared with 5.06

cents in the West.

I have made a comparison of a number of representative
roads in the East, also at the bottom of the page, on this point.

That is the Baltimore & Ohio and the Big Four and the Erie
;
the

Lake Shore and the Lehigh ^^alley; Delaware, Lackawanna &
Western : Michigan Central, and New Haven

; Pennsylvania and

Pittsburgh & Lake Erie, all of which with the exception of the

Erie and the New Haven in the case of firemen, show a. higher

operating cost per revenue train mile, in terms of engineers and

firemen, than obtain in the West.

The point that I would like to attempt to draw from this is

that the cost per unit of operation, on a train mile basis, is less

than in the West, even at the higher rates, and that the profits

are greater than in the East. The second part of the exhibit,

freight rates on branch, as compared with main lines.

Mr. Stone : Why did you prepare this part of the exhibit,

Mr. Lauck f

Mr. Lauck: Which part, the second part?

Mr. Stone : The second part, freight rates on branch lines,

as compared with main lines.

Mr. Lauck: Why, Exhibit 18 of the Railroads shows that

the proportion of traffic handled by branch lines, as compared
with main lines, and evidently to prove that they had a large
amount of unprofitable traffic, or comparatively uni)rofitablo

traffic, which would be characterized—
Mr. Stone : Due to tlie lighter tonnage of the branch?

Mr. Lauck: Yes; would be characterized by lower train

loads, and other factors of that kind.
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Mr. Stone : We don 't agree with that theory, of course, bnt

in order to meet that argument, we have prepared this exhibit.

Mr. Lauck : Yes, sir. The compensating feature is a higher
rate per ton mile on the branch lines. Referring to pages 4 and

5, I got from the traffic division of the Interstate Commerce

Commission, a number of rates on a number of roads. The

Atchison, the Burlington, the North Western and the St. Paul,

in the West, have main line traffic and branch line, for different

articles, such as wheat, and cattle, and hogs, and sheep, and

brick, and lumber, and coal, and beer
;
fresh meat, furniture and

household goods. The table on page 5 is a reprint of the infor-

mation secured from the Interstate Commerce Commission.

That shows, for instance, take on the main line of the Atchison,

from Garden City, Kansas, to Chicago, distance 847 miles, the

rate in cents per hundred pounds, on wheat is 26y.>. On a

branch line, from Superior, Nebraska, to Neva, Kansas, 154

miles, rate on wheat is 12 cents per hundred pounds.

Then, in the table on page 4, I have reduced that to a rate

per 100 pounds per mile, and shown the increase in per cent or

in money, and per cent of the branch line over the main line.

For instance, with this Pacitie 1)ranch line on the Atchison, the

increase in rate on wheat on the branch line, as compared with

the main line, is 148 per cent. On cattle, on the Atchison, in the

next comparison, between Emporia, Kansas, and Chicago, and

Englewood, Kansas, and Wichita, Kansas, the advantage in

favor of the local rate is 42 per cent.

Mr. Stone: Do you mean by favor, that the local rate is

higher ?

Mr. Lauck : 42 per cent higher, yes, sir.

The third comparison is between Englewood, Kansas, and

Wichita, and Emporia and Chicago. It is 66.36 per cent on the

branch line. Between Englewood and Wichita and Chicago and

Kansas City, it is 74 per cent more on the branch line
;
and so

on, the per cents of increase in rates on the branch line over the

main line ranging from 25 per cent to 148 per cent, the per-

centage just noted ;
and with one exception, on coal, on the main

line on the Burlington and the branch line, say from Albia, Iowa,

to Bush, Colorado, compared with Herrin, Illinois, to Galesburg,

Illinois, 32 per cent lower, local rate.

Mr. Bvram: In order to have this of value it would be
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necessary that there should be freight handled on these rates,
wonld it not?

Mr. Lanck: Oh, yes.

Mr. Byram: Now then, you might not know, but as a
matter of fact there isn't any coal moving from Albia to Bush,
Colorado. As a practical fact there is no coal shipped on that

rate, and the same with lumber from Chicago to Denver. Lum-
ber does not travel from Chicago to Denver.

Mr. Lauck: No, lumber would come east. Well, in making
the comparison, I did not pick out articles of traffic that were

actually moving, but simply asked for rates on branch and
main line.

Mr. Byram : Now, you have one item here where there is a

good movement on coal, and that is from Herrin to Galesburg.
Coal does move on that rate and between those points, quite
a good deal, but from Albia to Brush, Colorado, not Bush—I

think you have that wrong—there is no coal handled on that

rate, because they have Colorado coal fields there.

Mr. Lauck: Yes, the Colorado coal fields would come in.

Mr. Byram: And the same would be true on lumber be-

tween Chicago and Denver. There isn't any movement of

lumber from Chicago to Denver.

Mr. Lauck : The fact would remain, however, would it not,
if traffic was moving, that the local rate, as a rule, would be

higher than the through rate ?

Mr. Byram: If the traffic moved, that would be true, but
it isn't true because the traffic does not move that way.

Mr. Stone : But the fact does remain, does it not, that those

rates are filed with the Interstate Commerce Commission, as

being in existence?

Mr. Lauck : They are filed there and are part of the official

schedule of these railroads.

Mr. Stone: You are not supposed to know whether they
ever move any freight! You simply took the figures as you
found them in their tariffs?

Mr. Lauck: Yes. I did not base it on that fact at all.

That is, I did not think of that fact.

Mr. Burgess: Well, inasmuch as you have made these

compilations, Mr. Lauck, and based them on ''if" the traffic

moved, it would bear the same resemblance as the numerous
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statements that we have heard, relative to the other exhibits,
"if" the engineer had worked, wouldn't it—he similar to that?

Mr. Lauck : Both would be a hypothetical question, yes, sir.

Mr. Bnrgess : Thank you. That is all I have to sav.

Mr. Park: Does not the same thing largely depend, Mr.

Lauck, on the amount of business handled? One road might
make more money, handling coal at a low rate, than another coal

handling silk, or vice versa! The density of traffic you show
here in the East is much higher than the West, and the railroads

in the West have not got as much lousiness as they have in the

East!

Mr, Lauck : Per mile of line, no, sir. I noticed in the ex-

hibit, though, that was presented, that the density is increasing-

more rapidly in the West than in the East. Of course, you would
have the offsetting factor that your outlay is less in the West

per mile of line.

Mr. Park : Yes
;
but we have got to build the depots in the

West and get the facilities that they have already got in the

East. That is all before us in the West—a great many of which

do not add to the earning power of the road at all.

Mr. Stone : Got plenty of sand and cement is cheap for

building these fireproof depots now.

Mr. Lauck: Well, of course, in the West, too, you would

have more possibilities in the way of traffic development. That

is, the East has reached more of a static condition, while the

West is rapidly developing, and more possibilities of developing
business and profits.

Mr. Stone : But this is simply shown as an exhibit to show
the difference between main line and branch rates?

Mr. Lauck: That is all, yes, sir.

Mr. Stone: Has no other purpose?
Mr. Lauck: No, sir.

Mr. Stone : And to meet the argument by the other side

that the branches were operated at a loss, or operated at a very
reduced rate, because of their light tonnage?

Mr. Lauck: Yes. I don't know whether they specifically

stated that, but the implication was there that the branch busi-

ness was comparatively unprofitable.

Mr. Stone: That is all, Mr. Sheean. Do you want to ex-

amine on this?

Mr. Sheean : Yes, if you please.
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CROSS-EXAMINATION.

Mr. Slieean: Mr. Lanck, on page 2 of the Exhibit, you

compared the net operating revenue per train mile, in the East

and West. There was also accesible, in the same statistical re-

port, the operating revenue per mile of line, was there not"?

Mr. Lauck: Oh, yes, yes.

Mr. Sheean : Well, now, how much more per mile of line

is the net operating revenue in the East than it is in the West?
Mr. Lauck: I don't know. I don't think, per mile of line,

the takings have any significance in this connection.

Mr. Sheean: That may be, but we will debate that later.

In the same place from which you got this information, the

Interstate Commerce Commission does carry it in the same place

as the net operating revenue per mile of line is, don't they?

Mr. Lauck: They should. I never have looked it up. It

is there. It ought to be in the 1913 statistical abstract, yes, sir.

Mr. Sheean: The operating revenue per mile of line, in

your judgment, has no significance !

Mr. Lauck: Not in this connection, no.

Mr. Sheean: That is, if you have got one million dollars

a year operating over 100 miles, or one million dollars a year

operating over 1,000 miles, it would have no significance to you

as to what you were making on the line?

Mr. Lauck. It would depend altogether on your capital

outlay per mile of line.

Mr. Sheean: Yes, and assuming that the capital outlay—

you have already shown us the capital outlay per mile of line

for purposes of comparison here, haven't you, in the first part

of this same page ?

Mr. Lauck : Yes, sir.

Mr. Sheean: Now, Mr. Lauck, in getting at the revenue,

is it not somewhat material to ascertain whether you got the

million dollars through operating over 100 miles of road, or got

that million dollars in operating over 1,000 miles of roadf

Mr. Lauck: I think it is, if you want to compute your

return on your outlay, and work out an idea of cost or profit

on that basis.

Mr. Sheean: Well, this exhibit was for the purpose of
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trying to ascertain the relative showing as to cost and profit

between the East and West, was it not?

Mr, Lauck: Yes, on a revenue train mile basis, which it

seems to me is the unit of cost that we ought to consider.

Mr. Sheean: And that is the only unit of cost that you
have considered in arriving at this deduction?

Mr. Lauck: That is right, yes, sir.

Mr. Sheean: So that in arriving at this more favorable

and more profitable showing in the West, it is based solely upon
train miles, and ignores whether the train mile is made by operat-

ing one hundred trains over one mile of railroad. You have com-

pared that with operating one train over one hundred miles of

railroad as being of equal significance!

Mr. Lauck: I think so, from the standpoint that we are

considering, as to the work and output—
Mr. Sheean : That is, to put it on the basis that a layman

could understand here, you treat as being of equal value a taxi-

cab hauling four passengers one mile, or the same taxicab haul-

ing one passenger four miles I

Mr. Lauck: I didn't just get that. I beg your pardon, Mr.
Sheean.

Mr. Sheean : That is, in finding out whether a taxicab (I

could follow that much closer than the other) or a hackman driv-

ing a hack—
The Chairman: Now, you are getting down to the ]evel of

the Board.

Mr. Sheean : Yes, to where we can follow it and understand

it. You are comparing, Mr. Lauck, for the purpose of cost and

ascertaining whether it is profitable or not, you have treated as

being exactly equivalent in operation, a hackman driving four

miles with one passenger, or the same hackman driving one mile

^th four passengers?
Mr. Lauck : Assuming that the rate was identical, yes.

Mr. Sheean: Yes. Assuming that the rate was identical,

yes. And you think that if I take the one hack here, and the rate

per mile per passenger was just the same, you think that if I had
the hack here, in which I got the traffic of carrying one passen-

ger four miles each day, that it would be fair to compare that

with your hack which on each day carried four passengers one

mile?
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Mr. Lauck : Yes, I think if we are considering the question

as paying- the hackman, which we are in the case of the engineer

and fireman.

Mr. Sheean: Yes, but we are considering, Mr, Lauck,

whether you and I are doing a profitable business.

Mr. Lauck: I was considering it from the standpoint of

cost in the engineers and firemen, and yield in return for that

cost.

Mr. Sheean: Let us follow here. We will take you from

the East, with your taxicab, or your hack, and me in the "West

here, and the rate is the same per mile per passenger. Now, I

am getting my return by hauling one passenger four miles, while

you are getting' the same revenue that I am getting for hauling

the one passenger four miles, you are getting tlie same amount

of money for hauling four passengers one mile in your hack.

Now, do you think that a comparison between those two kinds

of operation is just exactly fair to the work that I am doing for

getting the revenue?

Mr. Lauck: You are the railroad, or the hackman, are you?
Mr. Sheean: I am the hackman, who hauls one passenger

four miles; and you are the hackman who hauls four passengers

one mile.

Mr. Stone: Mr. Chairman, I don't think the comparisons
are fair.

Mr. Lauck: I don't agree with your .comparison, but I

think it would be legitimate, for this reason: I am taking the

hack, and the man gets so much for hauling that hack a mile,

not for the passengers. In the East, or in the West, and the

revenue from that is so much in the East and so much in the

West. If, representing the East, I get more passengers in my
cab at a less rate per passenger, and a less number of passengers

in the West, at a greater rate per passenger, it costs me more

in the East—slightly more, than it does in the West, and it

seems to me it would be decidedly advantageous for you, repre-

senting the West. That is, you would make more profit and

wouldn't do any more work.

Mr. Sheean: You think you could convince any one of

these hackmen that it was just the same thing to them, whether

they carried four passengers one mile, as it was to carry one

passenger four miles
;
that the amount of money should be just
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the same in tliose two cases? It is all the same to them whether

they carry one passenger four miles or four passengers one milef

Mr. Lauck: I think you could, if you could show them by
carrying a fewer number of passengers each mile they could

make more profit tlian they did by carrying more, which is the

case in the West. You carry fewer miles.

Mr. Slieean: You think by showing them on the one terri-

tory here, that they would get nine cents, where in the other ter-

ritory they would get six cents for the same distance, if those

were the figures, that it might be a profitable operation for them
to run the four miles with the one passenger, as against the one

mile with four i)assengers.

Mr. Lauck: Well, we would have to take into considera-

tion the capital outla}^

Mr. Sheean : Precisely.

Mr. Lauck: If we considered the ability to do that.

Mr. Sheean: That is why I was wondering, Mr. Lauck,
wdien you showed the net operating revenue per train mile, hav-

ing had, as you had above, the per mile of line showing, why
didn't you show there what the net operating revenue per mile

of line was.

Mr. Lauck : Well, the reason I showed it above, I was so

audacious as to show cost of road and equipment per revenue

train mile, you know, which excited some ridicule in the previous

testimony, and I refrained from it at this time for that reason.

That was the only reason I did it. I never thought of it in that

connection. I think you would have to consider that in connec-

tion with the ability to pay, which I was not doing.

Mr. Sheean : Yes. Well, Mr. Lauck, in ascertaining what

the returns are as between capital and labor, it does make quite

a difference, doesn 't it, as to whether you are able to secure your
revenue train miles by rumiing back and forth a number of

trains over 100 miles of track, or whether you get your revenue

by running one train over a long track.

Mr. Lauck : In this connection, I am not considering ability

to pay. Of course, taking your point here, that supposing the

Western roads only run one train a day over this line, and they
did that at lower cost than in the East, still it might be very un-

profitable, if you would reduce it to the basis of whether they
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were able to make increased payments and vice versa in tiie East,
if I get your point correctly.

Mr. Slieean: Yes.

Mr. Lanck: That is all very true, but I was not consider-

ing that.

Mr. Sheean: Just what was it vou were considerini>' on

this, then, Mr. Lauck, where you reduced it to this basis!

Mr. Lauck: That is, considering the train mile as the unit

of operation, which, it seems to me, is the best unit of operation,
the cost in terms of firemen and engineers is less in the West
than in the East, and the lower trainload is compensated for by
higher freight rates or higher passenger rates, which makes a

larger profit per train mile operated.
Mr. Sheean : Is it your judgment, Mr. Lauck, that the cost

of engineers or the cost of firemen, either per revenue train mile

or per locomotive mile, is a fair comparison in a wage move-

ment as between different districts for the purpose of arriving
at a fair wage scale?

Mr. Lauck : Do you mean which one or the other !

Mr. Sheean : Yes, which one or the other is the better scale

for the firemen?

Mr. Lauck: All schedules are based on the locomotive

miles, as I understand it, 100 miles or less—
Mr. Sheean: Then is it your opinion, from the deduction

here, that the firemen of the Western territorj^ would be better

off if this Board should award to them the Eastern scale of

wages !

Mr. Lauck: The firemen of the Eastern territory!
Mr. Sheean : The firemen in this Western territory, if this

Board should make as its Award the Award in the Eastern ter-

ritory here applicable!
Mr. Lauck: Not at all, no, sir.

Mr. Sheean : Not at all !

Mr. Lauck: Not at all. That is, the point there is that

you may have a higher wage rate, comparatively speaking, but

a low cost of production, that is due to other factors, that would

reduce cost. That is, you might have a very high rate and

more efficient equipment, or a man might make more miles and

there would be less doubleheading, or something of that kind,

that would reduce the cost comparatively.
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Mr, Sheean: I note in a brief which Mr. Carter filed in

another arbitration proceeding, Mr. Lauck, that when it was

suggested that a reduction to the cost per locomotive mile had

any relevancy in a wage movement, that he suggested that the

cost of engineers and firemen per revenue mile or per locomo-

tive mile was affected by, first, the speed at which a locomotive

travels. Is that true?

Mr. Lauck : I should think so, yes ;
I think that is one ele-

ment in reducing this cost, in the West, yet I think

Mr. Sheean: That is, we get them over the road faster

and better in the West in order to make thing showing, in faster

time?

Mr. Lauck : That would be one explanation of it. I do not

know.

Mr. Sheean: Well, that would be one thing which might

bring about the result here.

Mr. Lauck: That might be.

Mr. Sheean: By greater saving on the cost theory, the

faster we get them over the road, the better the showing is in

the reduction of cost! It was also suggested, as another thing
that might affect it, the size of the locomotive, where the size of

the locomotive carries different rates of pay to the engineers
and firemen; that would also enter into a comparison between

the West and the East.

Mr. Lauck : Yes, if it carried higher rates of pay. I think

we all acknowledge the rates of pay are higher in the West than

in the East, are they not?

Mr. Sheean: Yes, the rates in the West are higher than

in the East, but may the cost per locomotive mile or per revenue

train mile be less, the cost as shown here, even though a higher
rate is generally paid.

Mr. Lauck: Yes, I think so. That is what I am attempt-

ing to bring out, that although you may have a higher rate, you
have a less cost of production.

Mr. Sheean: And if there is a graduation in the rates of

pay based upon the size in the one territory that does not ob-

tain in the other, would that also enter into the showing here?

Mr. Lauck: I am not suffciently acquainted with the

technical side of the thing to speak with any authority, not in

any desire to evade the question, but simply I do not know
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whether I would be right or wrong, in some of the answers I

would give.

Mr. Sheean: Then, one of the reasons that you know
would bring about a showing of reduced cost in the West, even

though there was a higher rate of pay, would be the better

speed at which the West got its trains over the road?
Mr. Lauck: It might be better speed or less constructive

mileage, or making more actual miles, which would be the same

thing.

Mr. Sheean : And less overtime ?

Mr. Lauck: x\nd less doubleheading on trains, that is by
more than one engine on the train. Of course, if you put more
than one engine on and increase your trainload—it may be in

the West that you take your smaller load and use one engine,
and of course—

Mr. Sheean: But this, Mr. Lauck, I think, is per revenue

train mile; it is not per locomotive mile.

Mr. Lauck: Eevenue train mile.

Mr. Sheean: Yes.

Mr. Lauck: A great many trains in the East, and I sup-

pose in the West, have two locomotives.

Mr. Sheean : And the cost there might run up because of

the two locomotives?

Mr. Lauck: Yes.

Mr. Sheean: Now, Mr. Lauck, you show again, after you
have omitted the operating revenue per mile of line, right below

that, the number of engineers per 100 miles of line are 52 in the

East as against 18 in the West, per 100 miles of line.

Mr. Lauck: Yes. I put that in, thinking it might be ex-

planatory of reduced cost.

Mr. Sheean: Of reduced cost, East, per revenue mile?

Mr. Lauck: Well, if it took comparatively a less number
of engineers with the volume of traffic handled, that was the

idea I had. I am not at all averse to taking up the revenue

per mile of line, but that I would rather consider in comiection

with ability to pay. That is, I do not have any idea in omitting
it here.

Mr. Sheean: No, but I was wondering, where you have
this showing per mile of line or per 100 miles of line and the

number of engineers per mile of line, whether, in that same con-
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nection, there should not be shown what the revenue is per 100

miles of line. But you say you have not carried that out ?

Mr. Lauck: I have not carried that out. I think that has

no more significance than, say, if you would compare population

per 100 miles of line. It might be due to the fact that railroads

in the West were being extended very rapidly, or new mileage,
or something of that kind outrunning the roads, in the number
of engineers, or it might be due that, owing to the extension of

the line, you had not developed the traffic and did not need the

engineers.

Mr. Sheean: Yes, or taking the case of 52 as compared
with 18 engineers per 100 miles of line, it might be that they
run practically four times as many trains over the same 100

miles of road in the East as they would in the West.

Mr. Lauck: Yes, I think that would be a factor to enter in,

too, that the greater density in the East would require more

engineers.

Mr. Sheean: On the lower part of this page 2, where you
show the cost of engineers per revenue train mile, varying from
.115 on the B. & 0. down to .086 on the New York, New Haven
& Hartford, are not the rates of pay on all of those roads covered

by the Eastern Award, everv one that vou show here, so that

they are uniform rates of pay, and yet they show, as among
themselves, a wider variation in the cost than there is between

the East and West!
Mr. Lauck: Yes, I think that is very true. Of course, the

difference in cost is conditioned upon the methods of operation.

That is, take the Pittsburgh & Lake Erie, which has a tre-

mendous trainloa-d on the ore coming down from the lakes,

that high cost there is due probably to slow movement and
more than one engine, probably there are two engines on the

train. And the New Haven load cost is due to the light char-

acter of the package freight traffic, probably, or the small

traffic that it has.

Mr. Sheean: And in reference to the ability to pay, this

Pittsburgh & Lake Erie, which you say is shown as the highest
cost per revenue train mile, that is probably the most prosperous
railroad in the entire Eastern territory, is it not?

Mr. Lauck: That would indi.cate to my mind very efficient

operation and relatively high gains, yes.
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Mr. Sheean : The cost per revenue train mile, as your cost

goes up per mile, then that would indicate the prosperity of

the road?

Mr. Lauck: Yes, if the freight rate remained constant,

because you would be getting more ton miles on your train or

you would be getting more passengers in your coaches. That

is, it would increase the trainload, and thereby possibly increase

your cost, but your increase in trainload would offset the added

cost and leave a large net return, very possibly.

Mr. Sheean : But how does the cost of engineers per rev-

enue train mile, Mr. Lauck, go up as your tonnage goes up, ex-

cept as you may retard the speed of that train?

Mr. Lauck : By putting two engines on the train.

Mr. Sheean: Yes, and what other way than those two

ways !

Mr. Lauck: "Well, of course, anything affecting rates of

pay would proportionately atfect it, I am assuming the rate re-

mained constant.

Mr. Sheean : I was wondering how showing a high cost per
train mile would be indicative of the prosperity or non-prosper-

ity of a railroad.

Mr. Lauck : If you have a road which is, say, a low grade

freight road, like the Pittsburgh & Lake Erie, which has de-

veloped a very high train load, if I recall correctly, in a straight

shoot down from the lakes to Pittsburgh, they have developed
an unusual trainload and they may find it more economical to

handle that with two engines, which would increase the cost, but

for that added cost they may get a much larger return, because

of the increased revenue tonnage they put on the train, which

would offset the cost and give them a larger profit.

Mr. Sheean: I understand that, but on the lower part of

the page, the Pittsburgh & Lake Erie, which shows the highest

cost of engineers, is probably the most prosperous of the rail-

roads.

Mr. Lauck : That may possibly be.

Mr. Sheean: But that does not necessarily follow, does it?

Mr. Lauck: No, not necessarily.

Mr. Sheean : There is not necessarily any relationship be-

tween the cost and—
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Mr. Lauck: No, you might have a case where you would

have the rates pushed up and the profits decreased.

Mr. Sheean: If that was the case, that high cost showed

prosperity, I assume the first part of your exhibit, which showed

the higher cost in the East than in the West, would generally

show there that the Eastern roads were more prosperous than

the Western roads?

Mr. Lauck : You would have to take into consideration all

the factors, to work that out. I think, other things remaining

equal, there may be real economies obtained by adding to your
labor cost per ton mile or per train mile, but I would not be able

to say whether the relative comparison would obtain between

the East and the West.

Mr. Sheean: We have already added, as you said, Mr.

Lauck
;
there is the added or higher rate in the West than in the

East and still a lower cost than there is in the East. Now, on the

lower part of this page, where the rates are uniform on all the

roads, because of a uniform Award, you show a greater spread
and greater variety in that territory as between the costs of the

different roads there than is shown between the East and the

West, on the top part of your exhibit.

Mr. Lauck : Yes, there is greater variation.

Mr. Sheean : So that a change in the rates here by a uni-

form award will not necessarily bring about any reduction to the

same basis in cost per revenue mile!

Mr. Lauck : No, it would depend altogether upon the operat-

ing efficiency of the road or the operating conditions of the road.

Mr. Sheean : The operating conditions of the particular

road.

Mr. Lauck : Of the particular road, yes.

Mr. Sheean : So that, in fact, whether the cost per revenue

train mile is because of a higher or lower rate, or change in

operating conditions, there is no way you can arrive at that from

the purely statistical information ?

Mr. Lauck : No, only as indicative of the unit of cost and

output. Of course, in any comparison between the East and the

West, that I have made, you might find very many variable fac-

tors. The general conclusion or general indication would be

that there is either more efficient method of operation in the
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West or less costly condition, which would offset the increased

rates of pay as compared with the East.

Mr. Sheean: Yes, and, of course, too, in that connection,
if you had to pay in some manner some sort of a return to the

capital which built the miles of railroad, and if you had four or

five times as many miles on which traffic originated in the one

territory as compared with the other, that also would enter into

the question of what was the prosperity or non-prosperity in the

two districts, would it not!

Mr. Lauck: On the ability to pay, yes, sir.

Mr. Sheean : On this branch line—
Mr. Bj^ram: Before you leave that, Mr. Lauck, I believe

you have stated, at this time, or at previous times, that increase

in trainload was indicative of efficient economical operation?
Mr. Lauck: Yes, sir.

Mr. Byram : But this statement you have here shows that

in the East, where the trainload is 531 tons as compared with

the West, 379 tons, that the cost for operating per train mile

is greater where the greatest trainload prevails, in the East?

Mr, Lauck: Yes.

Mr. Byram: How do you account for that? I am not

speaking now about the increased cost for engineers and fire-

men, but the increased operating expenses, which you show to

have been $2.53 on the Eastern lines, and $2.52 on the Vv'estern

lines.

Mr. Lauck: $1.80 and $1.67. That is the revenue. Just

the line below.

Mr. Byram: Yes, I beg pardon. You are correct. $1.80,

operaiing expenses per train mile on the Eastern lines, and

$1.67 on the Western lines. That shows that where the average

trainload is the greatest, the operating expenses per tvinu mile

are the greatest, does it not?

Mr. Lauck: I would think that that tendency would go

liand in hand, yes, sir; because to increase your trainload, you

must jr.troduce more capital investment or more expensive

locomotives or put two lighter locomotives on the same train,

consequently your expenses of operatine: would either go up or

your fixed charges would go up.

Mr. Byram: But, in that case, you would reduce the cost

for engineers, if you discontinued running two engines and dis



5938

placed them by only running one engine, that would decrease

your cost of engineers, would it nof?

Mr. Lauck : Yes, if you could do it, of course, it would cut

it in half, if the rate remained the same, or if you could double

your trainload.

Mr, Byram : Then that would not be an explanation of the

increased cost per train, would it, if you decreased the cost of

engineers 1

Mr. Lauck: If you could do that, but is not the general

tendency rather to add to the labor cost and offset that by in-

crease in the trainload?

Mr. Byram: I understood the complaint has been here,

and I think you testified to it, too, that the railroads have in-

creased their train loading at the expense of the enginemen;
that they have less enginemen by reason of the increase train-

load to move the same amount of business. Now, if they had
less enginemen, would not that tend to decrease the cost per

engineman ?

Mr. Lauck: It would not—of course, the offsetting factor

there would be, it would depend to what extent you had de-

creased the actual number^ and then the time you kept the men
on the road in moving that train, and any increased rates they

got for the higher engine.

Mr. Byram: You have testified in answer to Mr. Sheean's

question that one factor that might account for this difference

in the comparative cost for engineers per train mile might be

the increased speed of the train on the Western lines as com-

pared with the Eastern lines.

Mr. Lauck: Yes.

Mr. Byram: Of course, if that is so, your last statement,

having the contrary effect, would not be quite true. It could

not have both effects.

Mr. Lauck: No.

Mr. Byram: You could not have increase and decrease.

Mr. Lauck: No. It would depend to what extent you
could displace it, and whether you could make the same speed
with the new engine as with the old.

Mr. Byram: Now, you think this is the correct theory on

which to base the wages of engineers and firemen—the theory in

this table, the cost per revenue train mile?
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Mr. Lauck: Why, I think this is a justification for in-

creases in gross amounts paid to engineers and firemen.

Mr. Byram: The train mile is the proper unit, you think?

Mr. Lauck: I think that is the unit of operation in cost

generally used, yes, sir. I was just going to add that I did not

think that that would be the unit of payment for the most

equitable system of payments of wages. I think the locomotive

mile would be fair, from a practical standpoint, because you
would have all kinds of difficulties.

Mr. Byram: Do 3"ou think it ought to be based on the

locomotive mileage—the payment of engineers?
Mr. Lauck: Yes, sir.

Mr. Byram: Then what becomes of your theory of pro-
ductive efficien,cy, if you base the payment on the locomotive

miles ?

Mr. Lauck: Well, I should think that the productive effi-

ciency on a locomotive mile basis will work out just the same as

on the train mile basis. That is, the locomotive load has in-

creased proportionately with the trainload, insofar as you have
not put two locomotives on a train.

Mr. Byram: But if the increased trainload, as shown by
this exhibit—the larger train load on the eastern lines, has had

the effect of increasing the cost to the Eastern lines, both for

enginemen and the total cost of operating per train mile, how
can it be argued that the increased trainload is beneficial to the

railroad ?

Mr. Lauck : Because you get more ton miles, and you otf-

set your cost by the added revenue and then get a surplus over

these.

Mr. Byram: There are no ton miles figured in here?

Mr. Lauck: No.

Mr. Byram: How do you think this table would look, if

you figured it on a ton mile basis?

Mr. Lauck: It would show very favorably to the West.

That is, because you have a smaller trainload. The point I

was endeavoring to bring out is, you get a higher rate, and in

terms of dollars and cents, you get more profit, although you
have a lower rate.

Mr. Byram: How do you reconcile the fact that on the
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ton mile basis, this statement would make a better showing for

the Western Railroads, than it does on a train mile basis 1

Mr. Lauck: I thought you were referring there to the

mode of presenting, which I adopted in the productive efficiency

argument in the direct testimony, that increase in traffic units

or ton miles, where so many engineers, or per thousand dollars

paid engineers and firemen, you would have a smaller trainload

in the West, in terms of actual units or ton miles; and, therefore,

from the standpoint of actual units of traffic handled, the com-

parison would be favorable to the West.

Mr. Sheean: That is, you mean the cost would be greater

in the West, per ton mile, would it not?

Mr. Lauck: No.

Mr. Sheean : The cost of engineers and firemen, expressed
in tons!

Mr. Lauck : Well, it might be higher, per ton mile. Your

revenue would be higher and offset it, the same as on the train

mile. That is the basis. This is not to show increased work

in traffic units, but to show an increased return, owing to the

compensating advantage in higher freight rates and higher pas-

senger rates.

Mr. Byram : . You said a while ago that you thought the

locomotive mile would be a more correct basis on which to fig-ure

this sort of calculation. Did I understand you right?

Mr. Lauck : To pay wages.
Mr. Byram: Why would not the locomotive mile be the

better basis and the fairer basis to the railroads, if that is the

unit of cost of engineers and firemen, that the railroad company
has to pay? Why would not that be the better way to make a

comparison between the Eastern and Western cost of engineers

and firemen? Instead of the train mile basis, use the locomotive

mile basis''

Mr. Lauok : It would l^e perfectly fair, I think, to do that.

I took the train mile, because it is generally used and is the unit

from which you build up to get traffic over the road.

Mr. Byram : That is all.

Mr. Sheean : Mr. Lauck, on that proposition of the higher

revenue offsetting the difference in tons, can that be true where

your rate per ton mile in the West is .9 as against .63 in the

East, but the density, as shown up above, is 2,000,000 in favor of
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the East against 736,000 in the West 1 Is there as much a differ-

ence in the rates as there is in the total tonnage?
Mr. Lauck : "Well, this is restricted to the train mile. That

would bring up the question again of ability to pay.

Mr. Sheean : No
; reducing it to the ton mile basis, of what

the cost per ton mile is in engineers—the cost of engineers and

firemen per ton mile. Is it not very much higher in the West?
Mr. Lauck : Oh, I think, undoubtedly yes.

Mr. Sheean : So that if you reduce it to the terms of pro-

ductive efficiency, the East, in terms of ton miles, is getting very
much more per thousand dollars to the engineers and firemen,

than the West is getting?
Mr. Lauck: Yes, it is getting more in ton miles, but when

you convert this into money, it is getting less.

Mr. Sheean: Is that true, or have you followed that out,

where, in the West, there is only 736,000 ton miles?

Mr. Lauck: I don't mean—I beg your pardon. I did not

mean to interrupt you. I did not mean in aggregate revenue,
but in the train miles revenue, or per ton mile. That is, it is

undoubtedly true it is costing you more to move a ton a mile,
in terms of engineers and firemen, but you are getting more.

Mr. Sheean: Are we getting as much more, per ton mile,

as the engineer in the West is getting per ton mile, proportion-

ately, than he is in the East.

Mr. Lauck: I don't know. Do you mean whether the rate

of ipaj has increased faster?

Mr. Sheean: Yes. I thought one of your answers to Mr.

Byram would indicate that you had reached the conclusion that

this slight difference there is here, in the receipts or the revenue

per ton mile in the West—train mile in the West—as against
the revenue in the East, would more than offset the very much
larger number of ton miles that are delivered in the East, than
in the West, Imt you have made no such computation ?

Mr. Lauck: I have made no computation on an aggregate
basis—that is, of total revenues, or total cost.

Mr. Sheean: On this branch line operation, Mr. Lauck, I

understood you to say that these were simply the rates that

the traffic would receive, if there was any traffic moving under
them.

Mr. Lauck: Yes.
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Mr. Slieean : And I assume that in no case have you made

any investigation as to what, if any traflQc moved, between any
of these points, under these rates.

Mr. Lauck : None at all, no, sir. I just sent to Washington
to get some rates on branch and main lines, without regard to

that.

Mr. Sheean: Well, for instance, we had here this morn-

ing, a little discussion about one branch, in which it appeared
that there were six trains went out, three up and three back on

this branch, every day, and on one of those trains they found it

necessary to put on one freight car a da^^, on one of the six

trips, to take care of all of the freight business on that branch.

Now, even though there was a very high rate shown for the

movement of freight uj3on that branch, there Avould not be any
indication as to what the revenue was, or their ability to pa}^

wages.
Mr. Lauck: Not as to ability to pay. Of course, you had

an engineer and fireman hauling that car, did you not!

Mr. Sheean: Yes.

Mr. Lauck: No, it would be no relation there to ability

to pay.
Mr. Sheean : And so, with all these comparisons here, as

to whether or not our branches are profitable or unprofitable,

the fact that there might be rates, but no business to move under

those rates, does not indicate as to whether the branch is profit-

able or unprofitable.

Mr. Lauck: This assumes you have the business. I have

no way of telling whether you have the business or not, on

branch lines.

Mr. Burgess : Mr. Lauck, as I understand, the purpose of

this table is simply to set forth the facts as tabulated here, and

in this particular connection shows that the branch rates are

higher than the main line rates, and that is all it purports to

show ?

Mr. Lauck : That is all, yes, sir.

Mr. Sheean : That is all, Mr. Lauck.

EE-DIRECT EXAMINATION.

Mr. Stone: Mr. Lauck, after we get all that fog carefully

cleared away, there is one fact remains, that the operating
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revenue per train mile is only one cent less in Eastern territory

than it is in the West. Is that not a facf?

Mr. Lanck: One cent more?
Mr. Stone: One cent more in the East than it is in the

West?
Mr. Lauck: Yes, sir.

Mr. Stone: Two dollars and fifty-three cents in the East,

as against $2.52 in the West?
Mr. Lauck: Exactly.
Mr. Stone : It is also true that it costs $1.80 per ton mile

in the East, for operating expense, as against $1.67 in the West?
Mr. Lauck: Yes.

Mr. Stone : x\nd it is also true that it costs 9.60 cents per
revenue train mile in the East, for engineers, as against 8.07 in

the West.

Mr. Lauck : Yes, sir.

Mr. Stone: And practically the same ratio for firemen?

Mr. Lauck : Yes, sir.

Mr. Stone : Do the miles of track have anything to do with

the operating revenue per train mile? Is it not the amount of

trains run that has to do with the revenue train mile?

Mr. Lauck : Yes, and the amount of tons on the train.

Mr. Stone : That is the earning factor ?

Mr. Lauck: Yes, sir.

Mr. Stone: And it would not be expected that eighteen

engineers per 100 miles of line, in the West, would handle as

much freight density as 52 engineers per 100 miles in the East,
would it?

Mr. Lauck : No
;
the less the density, the less the number

would be required. I never had thought of it.

Mr. Stone: The less the number required, the less their

expenses for engineers and firemen?

Mr. Lauck: Of course, there cannot be any expense, unless

you run the train, according to this .computation.

Mr. Stone: And that taxicab that they have been running
up and down the street here, comparing it with the engineer,
the engineer is paid for hauling the train, whether he hauls one

passenger or five hundred, so much per mile?

Mr. Lauck: Yes, sir.
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Mr. Stone: And liis wage is not based on the number of

passengers lie handles?

Mr. Lauck : Not at all
;
but we are claiming that as a justi-

fication for increase in j)ayments, however. Increase in the

number of passengers or ton miles per train, is an economic

justification for increased rates.

Mr. Stone: Eegarding this discussion about the slow move-
ment and the cost per revenue train mile on the Pittsburgh and
Lake Erie, have you not read plenty of testimony and heard

ditferent witnesses testify that they are now getting over the

road, with these larger engines, and these heavier tonnage

trains, in better time than they ever did before?

Mr. Lauck: Why, I remember an exhibit that was pre-
sented for all trains, showing less time on the road now than

in O.ctober, 1909. I don't know—I think that was for all trains,

though.
Mr. Stone : Eegarding these different costs, and the differ-

ent variations spoken of here in this second table on page 2,

are there as many spreads or variations as Mr. Trenholm showed
in his different rates per hour in his recapitulation of his Exhib-

its 41 and 42 for Western territory!
Mr. Lauck: I didn't see that, Mr. Stone: I was not here

then. The rate per hour, though, would decide. I know in the

payroll it depends entirely on how long a man is on the road, of

course.

Mr. Stone: Eegarding that particular branch line, where

they haul that one car of merchandise per day on one train, do

you understand that the engineer and fireman are run especially
to handle this one car, or is it just simply thrown in as some-

thing extra, along with the train?

Mr. Lauck: Well, of course—
Mr. Stone : The train was running any way, and they just

added one more car, did they not?

Mr. Lauck: It might be a mixed train. I don't know what
the conditions were, of course. I don't suppose there was one

car and one engine, that is, unless some legislation required
them to run the train.

Mr. Stone : After all is said and done, if there is anything

wrong with these figures, they are the figures of the railroads

themselves, filed, with the Interstate Commerce Commission?
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Mr. Lauck: Yes.

Mr. Stone: They are not your figures at all?

Mr. Lauck : Not at all.

Mr. Stone: You simply drew a comparison between their

reports 'i

Mr. Lauck : Just a recapitulation, which I have based upon
the aggregate which the Interstate Commerce Commission has

made from their reports.

Mr. Stone : That is all.

RE-CROSS EXAMINATION.
Mr. Sheean: Mr. Lauck, just to make perfectly clear, as I

think I understand you; on page 1 of this, you say, ''Total oper-

ating expenses per revenue train mile are less in the West, and

the net profit per revenue per train mile is 12 cents more in the

West than in the East." By net profit you mean?
Mr. Lauck : Revenue.

Mr. Sheean: Without giving any consideration whatever

to any return to capital?

Mr. Lauck: Oh, ves, undoubtedlv.

Mr. Sheean: So that they get 12 cents more in the West,
and as Mr. Stone just called attention to the fact that the operat-

ing revenues per train mile in the Western District are $2.52

as against $2.53 in the West, and that is distributed in the West
over 140,000 miles of railroad, as against about 46,000 miles in

the East, where they get the other return.

Mr. Lauck : Yes, but of course, the outlay per mile in the

East—I would have to qualify that by saying the outlay in the

East is greater than in the West for capital.

Mr. Sheean: You mean by outlay of capital, capitaliza-

tion?

Mr. Lauck : Well, if you take your miles of line and divide

total capitalization by it, you would undoubtedly find a higher

outlay per mile in the East.

Mr. Sheean: That is what I said, taking total capitaliza-

tion.

Mr. Lauck: Yes.

Mr. Sheean: I understood you to say the other day, or

when you were on the stand before, that, prior to 1907, you
could not treat the capital as being indicative of anything par-

ticularly, prior to 1907.
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Mr. Lauck: The cost of road and equipment, I said.

Mr. Slieean: Yes. Well, then, all that you mean by profit

is that in the West they receive substantially this same amount

per revenue train mile, and receiving this same amount, they
have here for distribution to whatever capital has gone into

140,000 miles of railroad, substantially the same amount that

in the East they have to make some sort of accounting of to

capital which has built 46,000 miles of railroad?

Mr. Lauck: Yes, the net profit there means simply the

net revenue for each train operated one mile, without regard
to whether that yields a sufficient amount to pay a return on

capital invested or not.

Mr. Sheean: Or even to pay anything, Mr. Lauck?
Mr. Lauck: Yes, without regard to it at all.

Mr. Sheean: That is all.

BE-DIEECT EXAMINATION.
M

Mr. Stone: You deal with that in another exhibit, do you
not?

Mr. Lauck: I take up the question of ability to pay.

Mr. Stone: Coming back to page 2 again, Mr. Lauck, I

want to be sure I understand it. Would it be a fair computa- .

tion to take 371 tons, the average freight train load in tons in

the Western territory, and multiply it by 1.61, the amount re-

ceived on each ton of freight for train hauls, to show what the

earning per ton is ?

Mr. Lauck: No, you would have to multiply that by the

93. That is, the number of tons per train mile is the average

freight train load. To get the yield from that you would have

to multiply by the average rate per ton mile, which is .93 of

a cent.

Mr. Stone: Now, what does your bottom line of figures

mean ?

Mr. Lauck : That is the average amount received on each

ton of freight.

Mr. Stone: Eegardless of the number of miles hauled?

Mr. Lauck : Yes
;
of course, if you carry a ton a longer dis-

tance, you get more for that ton than you would if you carry it

a short distance, and the long haul, as I understand, is usually

considered to be the most profitable kind of business. If you
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keep the ton going a long distance, or the passenger, and this

is the average amount you receive for each ton or each passen-

ger.

Mr. Stone : You are not taking into account your gasoline

you burnt in that taxicab for the extra three or four miles ?

Mr. Lauck: No.

Mr. Sheean: He is carrying four passengers one mile in

this, and not one passenger four miles.

Mr. Stone: He is running the train, anyway, and it does

not matter whether there are four or forty passengers running.
The cost of the engineer is the same.

Mr. Lauck: I thought we were out of the gasoline, and

were in hacks.

Mr. Stone : I think that is all on this exhibit.

Mr. Shea : Mr. Lauck, have you made any investigation as

to whether passenger or freight rates are higher over grades,

as compared with valley rates on the same road?

Mr. Lauck : I have heard—no, I have not made any inves-

tigation. I have heard that statement made in the conduct of

the case.

Mr. Stone: That concludes that exhibit, Mr. Chairman.

As the next one is quite lengthy, I wonder if we might take it up
in the morning. It is so near to closing time.

The Chairman : We are within about two or three minutes

of the time, so we will adjourn until 10 o'clock tomorrow morn-

ing.

(Wliereupon, at 4:57 o'clock P. M., March 1, 1915, an ad-

journment was taken until March 2, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

ARBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-

MEN AND ENGINEMEN
under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

Chicago, Illinois, March 2, 1915.

Met pursuant to adjournment at 10 :05 A. M.

Present: Arbitrators and parties as before.

Mr. Burgess : Mi'. Chairman, with your permission, I have

one or two corrections I would like to make this morning.
Mr. Phillips: Mr. Chairman, on page 5862, about two-

thirds of the way down the page, near the middle of the para-

graph, it reads:

"I would not think, under a held away from home terminal

rule, if granted at 15 hours, as requested here, that a man would

be entitled to anything, if he got out of Indio in 15 hours, nor

would he be entitled to anything if he got out of Yuma on the

return trip, within 5 hours."

It should be ''within 15 hours," the second time, as well as

the first time.

Mr. Burgess : Page 5887, paragrai)h 6, first line, strike out

''or" and insert "between," strike out "not the" and insert the

word "some"; second line, strike out two words, "territory of,"

and insert the words "time betw^een." Third line, sti-ike out the

word "there." The (piestion would then read:

"But the time you gave between trips had some vaUie, and

the time between tliose trains was so limited, that there would

be no dead time, would there, the hours between arrival and de-

parture ?
' '
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Page 5912, second line, fifth paragraph, strike out the words

^'and accords with it"; second and tliird line, strike ont "fire-

man does," insert "firemen do"; last line, insert "in some in-

stances." The question would then read:

"Then we are to understand that while this exhibit shows

that, the fact remains that firemen do get more money, in some

instances, than the engineer in tlie same line of service."

That is all, Mr. C^hairman.

The Chairman: Are there any other corrections? Proceed

with your evidence, Mr. Stone.

W. JETT LAUCK was recalled for further examination

and, having been previously sworn, testified as follows:

Mr. Stone: Mr. Chairman, taking u}) the question of our

rebuttal. The contention has constantly been made against our

productive argument, upon which we base our claim as to the

economic justice for increased wages, that since 1910, revenue

gains arising from increased productive efficiency have been ab-

sorbed, (1) by increased operating cost, and (2) by the payment
of interest charges on additional capital investments which have

been incurred in the attempt to develop greater efficiency in

operation, and l)ecause of public demands as to safety and qual-

ity of service. Added to this main contention of our opponents,
have been the corollaries that (1) railroad employes 1)y legisla-

tive activities have urged legislation which will curtail out]:>ut or

reduce ]:»roductive efficiency, and (2) by their insistence upon
certain rules, or interpretation of certain rules, as claimed by
Mr. Higgins, have tended to constantly acquire a larger share in

revenue, or in the results of productive efficiency. These conten-

tions are set forth directly in Railroads' Exhibits Nos. 5, 6, 7

and 8, and indirectly in Exhibits Nos. 26, 27, 28, 29, 30, 30-A, and

in Mr. Higgins' testimony.

We have already shown by Mr. Lauck's previous testimony
the remarkal)le revenue gains made in the operation of the rail-

roads and the amount available for the increased compensation
of labor. It is now our purpose to show that any apparent de-

cline in operating or net income has not been due to the causes

set forth by the railroads. We will show that any tendency in

this direction has been and is due to the financial management
of Western railroads. . We will show that the constant tendency
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licite been for those iu financial control of the railroads to absorb

revenue gains arising from increased productive efficiency by
the issue of fictitious securities

;
that the productive efficiency

of the men working today, the operating officials as well as the

employes, had already been hypothecated and capitalized before

we were born; that measures have already been taken by the

issue of fictitious capitalization to absorb the increased work and

productive efficiency of our children and our children's children;

and that there is no hope for the engineer and fireman, and other

classes of railroad employes to secure an equitable participation

in the fruits of their work so long as the present financial con-

trol and administration of the railroads is unregulated; in other

words, that any advances which the employes have been able to

secure in wages or earnings, have been of no financial signifi-

cance as compared with the indefensible absorption of operating-

gains by the financial management of Western railroads, and

that if the gains from past productive efficiency had been prop-

erly conserved and administered, enormous advances could be

granted to all classes of railroad employes without prejudice to

the interests of the owners of the projierty, and the financial

status of Western railroads today would be all that could be

desired.

The ])oints we shall submit in this connection are :

1. That the proceeds from the munificent grants of land

made by the Federal and State governments to assist in the

building of AVestern railroads were not properly used, but

their value, as well as the increased business arising from the

development of Western territory was capitalized by the flota-

tion of fictitious securities.

2. We shall also show that the revenue gains arising from
lowered cost of operation arising from improvements in oper-

ating conditions and from the increased work and productive

efficiency of engineers and firemen has been capitalized and
absorbed and that fictitious securities have already been issued

for the purpose of absorbing future gains in operating efficiency.

3. That the direct financial control of AVestern railroads,
and the potential control of the economic welfare of their em-

joloyes, now rests with a small group of financial institutions

which make and unmake railroad presidents, and which, by
their methods of administration of the railroads, have absorbed
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present and future revenue gains of employes, and of operating-

managerial ability, by the issue of securities; in other words,

euiployes and operating officials are the victims of the financial

administration.

4. We will show from the publicly expressed opinions of

eminent financiers and financial experts, that this present in-

equality in the distribution of the output of the industry is

wrong.
5. AVe shall conclude this phase of our argument by show-

ing that despite the financial excesses of railroads in the past,

that they are still financially able to pay reasonable and fair

wage increases.

The first exhibit we desire to introduce is Exhibit No. 58,.

entitled "Land Grants to AVestern Eailroads."

(The document so offered and identified was received in

evidence and thereupon marked ''Eailroads' Exhibit Xo. 58,.

March 2, 1915.")
Mr. Stone : Mr. Chairman, if I might be allowed to

digress for just a moment, in regard to these land grants, I

realize that statistics, as a rule, are dry reading; and yet, in

studying this question of land grants, the one thing that has

impressed me is the square miles of territory involved. In

checking over the square miles of territory of the other great
nations of the world, I found the following:

England is shown as having 46,000,000 people, with 121,316

square miles of territory.

France, 39,600,000 people, with 207,129 square miles of

territory.

Germany, 66,000,000 people, with 208,794 square miles of

territory.

Austria-Hungary, 51,505,000 people, with 261,000 square
miles of territory.

Belgium, 7,579,000 people, with 11,573 square miles of

territory.

The Federal land grants and the State land grants given
to the Western railroads comprise 305,114 square miles of terri-

torv—larger than anv one of the great countries that I have-

just named. In rough figures, that would mean about 195,272,-

960 acres. I could divide that into farms of 40 acres each and I
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could supply 4,481,824 families with farms. And that has been

given in fee simple to these railroads in the Western territor5\

Mr. Lauck, taking up this question in Exhibit 58, first I

wish YOU would give the total area of Federal land grants to

railroads.

Mr. Lauck: The total area is found on page 4. Up to

1913, according to an estimate of the Federal Land Office,

190,000,000 acres, an area almost as large as that of the thir-

teen original states, had been granted to the railroads of the

United States as a whole. Of this 190,000,000 acres, 35,000,000

acres were subsequently forfeited because of failure to con-

struct the road, or for some other reason, leaving 155,000,000

acres as the estimated area of the Federal land grants.

Up to June 30, 1910, the immense area of 116,000,000 acres,

in round numbers, had been actually patented to railroads under

these grants. That is practically the equivalent of the entire

area of Pennsylvania, Ohio, Indiana and Illinois. In addition

to this, many more acres were still available, estimated by the

Federal Bureau of Corporations to be about 40,000,000 acres,

still available in addition to the 116,000,000 acres, and may be

taken up by the railroads.

By referring to page 4, you will see these figures cover

only the Federal land grants ; they do not include grants made

by the States, the most noteworthy of which is the immense

grant made by the State of Texas to various railroads, which

amounted, in actually patented acres, to 32,400,000 ;
and a num-

ber of other States have also made grants, such as the State of

Minnesota, granted from her Federal grant to the railroads

2,800,000 acres; Florida, out of a swamp grant of 20,000,000

acres, granted 12,000,000 acres to railroads and canal companies ;

and Michigan also made large grants to railroads.

If you will refer to an insert following page 19, there is a

map showing by shading on the map of the United States, the

shaded portion represents the equivalent of Federal and Texas
land grants to Western railroads, or a total, as Mr. Stone

mentioned, of 305,000 square miles.

The map on the opposite page is a reproduction of a map
which was originally gotten out by the Bureau of Corporations
of the Federal Government in its study of the lumber industry,
which shows the original grants to the railroads and wagon
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roads of the country by the Federal Government. It does not

inchide State grants.

Referring to that map, you will tind that the Federal rail-

road grants, as estimated there, constitute a total of 190,000,000
acres. The forfeited grants, owing to failure to build the roads,
were 35,000,000 acres, leaving an estimated area of unforfeited

grants of 155,000,000 acres, and the area patented to June 30,

1910, at the date of this report bj' the Bureau of Corporations,
was 113,600 acres, leaving a remainder, pending adjustment or

patenting, of 41,340,000 acres.

Mr. Stone: Were the Federal land grants honestly and

economically administered in conformity with the purpose for

which they were made!
Mr, Lauck: No, sir. The Federal land grants were, of

course, primarily made for the purpose of aiding in the con-

struction of Western railroads; that is, to build the railroads

traversing a new country which was uninhabited, and the traffic

i:>ossibilities of which had not been developed; and it was ex-

pected that the grants would be. of assistance to the railroads

in deriving revenue for the construction of the roads by selling

the lands at a nominal price to settlers, and this, in turn, would

develop traffic for the roads by developing the agricultural and
mineral and other resources of the country traversed by the

railroads. As a matter of fact, instead of being used for this

purpose, they were, in the early railroad grants, especially in

connection with the Pacific roads, used to enrich a few persons

who, through collusive construction contracts, diverted to them-

selves the proceeds from this munificent grant on the part of

the government.

They were also withheld from sale by other railroads at a

later date, and have been made the basis of the concentration of

timber ownership in the United States at the present time.

And also, one of the—referring to page 16, you will find that

point discussed, Mr. Stone—one of the original intents of the

Act was destroyed by making these enormous grants the basis

of stock and bond issues on the part of the railroads, and

capitalizing what was intended to be of assistance, and after-

wards, in a great many cases, dissipating the basis of the capi-

talization, and the capitalization still remains as a liability of

the railroads, while the resources back of it have been dissipated.
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Mr. Stone: AVell, I wish you would describe tlie fraud and

mismanagement in the utilization of the grants of the Union,

Kansas and Central Paeiiie Railroads.

Mr. Lnuek: There is another point I would like to men-

tion there.

Mr. Stone: All right.

Mr. Lauck: On page 16, it will be noted that the ol)ject of

the subsidy was to secure railroads early enough to aid the

pioneer deyelopment of the country, instead of having them fol-

low after such development had occurred. In the grants through
the agency of the states it was provided that if the entire road

was not finished in a given time (usually ten years) all the un-

sold railroad lands should revert to the United States, and prac-

tically all, or a great majority of the grants, were conditioned

upon that basis, that the time element was a vital condition.

And yet we find that forty out of the eighty or more subsidized

roads were not completed within the time set by law, nor within

the extensions granted. There was some delay due to the panic
of 1857 and the panic of 1873, l)ut i)rimarily, it was due to the

dissipation of these resources, and the attempt to exploit the

possibilities by a few financial adventurers who had gotten con-

trol of the construction of the railroads.

Mr. Park : Mr. Lauck, liave you any figures showing the

miles of railroad Imilt during that period in the United States?

Mr. Lauck : I have not with me. I could get those.

Mr. Park : I would like to see those figures. I have under-

stood that the building of the American railroads during that

period was the greatest industrial achievement in the world's

history, and if that be true, they should, perhaps, be given some

credit, even if they did not at all times fulfill the letter of the law,

and obtained extensions.

Mr. Lauck: I think we should distinguish l)etween the

building of it and the financial administration of it. That is, it

was no doubt a remarkable achievement
; just like railroads now,

I would distingTiish between the operation of them and the finan-

cial administration.

The operating of railroads, I think, is superb. I think the

financial administration is everything that it should not l)e.

Mr. Park : Well, the construction was dependent upon the

finances of the roads. Take the case of the Union Pacific. For
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many years tliey tried in every way to get a trans-continental

line, and finally, it was worked ont through Congress that these

land grants would be given, to assist the railroad in building that

line, and Abraham Lincoln personally took a great interest and

approved all that was done, and the road was built in a very re-

markably short time, much to the advantage of the Nation as a

whole, in connection with its political affairs, and then, finally,

the government was paid back every dollar that they put in it,

and the land that the government had on the market at $1.25 an
acre and could not sell, immediately after the building of the

railroad was sold at $2.50 an acre, which fully compensated them
for all the land that they owned, and they were able to sell it at

the same price that they had it on the market for, and were
unable to sell it, before the building of the railroad.

Mr. Stone : Well, Mr. Lauck, is that just correct ! Has the

Union Pacific sold all the land they got from the government,
even to this day! Does it not hold a large tract, even now?

Mr. Lauck: It has a considerable tract at the present time.

Mr. Stone: Is it also correct that the Union Pacific paid
l)ack to the government every dollar they received!

Mr. Lauck: I think that is correct. They did that under

great duress, however.

Mr. Stone : They did not pay any interest for about thirty

years, did they!

Mr. Lauck : Of course that was the condition of the grant,
but they did have the use for thirty years of the money, which

was equivalent to about $199,000,000.

Mr. Park : I do not think there was anv duress at all. Thev
made a bargain with the government for a certain price, and

later, that was raised $13,000,000, and they voluntarily agreed
to stand the raise and paid the entire amount.

Mr. Lauck: The first thing the Union Pacific did—or the

condition of the grant to the Union Pacific was that they should

have so many first mortgage l)onds—issue so many first mort-

gage bonds, and that the government should arrange for their

credit, in the way of bonds, which should be a first mortgage on
the road. The first thing the Union Pacific did was to get the

government to make those bonds a second mortgage, and then

they used the bonds by the government and their own first mort-
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gage bonds, to build the roads, through the Credit Mobilier,

which was one of the tinancial scandals of that period.

Mr. Park : Yes
;
but the government got every dollar they

put in it.

Mr. Lauck: Eeverting to that point, what I meant by
duress was this, that the Union Pacitic passed through suc-

cessive receiverships, and there was constant effort on the part

of the persons in the financial management of the Union Pacific

to get the government to settle at less than what was owing

them, and to get the government to take different securities,

having a lower precedence, in place of the securities which they

had, and finally, it was only through the insistence of the Attor-

ney General of the United States and through his firm attitude

that the road was forced to pay back what it had originally

gotten from the government. There was all kind of effort made
to get some kind of an adjustment. Due to its financial diffi-

culties, which had been .constantly developing through the man-

agement, it had to get the government to settle at a point that

would be advantageous to the railroad, but through the insist-

ence of the Attorney General—I have forgotten his name—why,
the road was finally forced to pay in full.

Mr. Park: I do not think they were forced. I think, as

I recall it, they made a bargain with the government, which

was agreed to, and then a change in administration—an incom-

ing President insisted on the payment in full, which I think

amounted to $13,000,000 more, and that was entirely voluntary
on the part of the Union Pacific management, and they dis-

charged the debt, every dollar of it.

Mr. Lauck: All the debt was paid.

Mr. Stone : About $139,000,000 interest that never was

paid, wasn't there, on the second mortgage? What was itf T

know there was a lot that was not paid.

Mr. Lauck: The use of the money which the government
had let them have, through the second mortgage bonds, amounted

to, in addition to the land grant—amounted to about $199,-

000,000, which the railroads, of course, never had repaid. It

wasn!t expected to repay it, but they had that benefit from the

use of the money.
Mr. Park: But the government, in turn, got great bene-

fits from lands brought under cultivation, and the settlement
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and development of the West, and the taxation incident thereto.

Also, in carrying the mails and carrying the military. It was

practically a government road, nsed by the government to great

advantage, and that by reason of the interest and partnership

they took in its constrnction.

Mr. Stone : This loan was separate and distinct from the

land grant that we are discnssing, was it not?

Mr. Lanck: That was lending the credit of tli^ govern-

ment, in the form of second mortgage bonds, originally first

mortgage bonds, and the company' got the government to waive

its first mortgage and make them second mortgage, so they
conld issne first mortgage l)onds. Then they took their own
first mortgage bonds, and the government's second mortgage

bonds, and out of the proceeds of that built the road. In other

words, the people that built the road incurred no risk what-

ever. All the much repeated assertion we hear about the risk

incurred in building these roads—there was absolutely no risk,

because through the collusive contracts and Credit Mobilier,

and different schemes that were adopted to Iniild this road,

they only built twenty miles at a time, received payment for

twenty miles, and, consequently, never did have any money
from the private individuals involved, at any risk whatsoever ;

and then they took the proceeds of the land grants and other

perquisites, like the different amounts that have been awarded

by communities through which it would pass—I think amount-

ing to $126,000,000, and divided it up among themselves. That

is, it was about $126,000,000 profit in the way of stocks and

land income bonds to the builders of this road, and $50,000,000

of the common stock persists to the present day, which repre-

sents nothing except the graft to the people who built the road.

The 33^ per cent dividend which was paid by the Union Pacific

this year was paid—
Mr. Park: Was not that an investment that was made in

the Great Northern Railroad and other lines, some tune back,

and comparatively recent, and a profit accrued from that in-

vestment, and it was finally decided by the courts that it should

be disbursed, and was so done?

Mr. Lauck : Oh, yes ;
the court sanctioned it. The origi-

nal investment was that the Union Pacific issued $100,000,000

of convertible bonds to purchase stock of the Southern Pacific
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and the Northern Pacific, in order to try to acquire control of

the Northern Pacific and the Burlington, and these bonds were

convertible into stock, and were converted into stock, which now

pays a dividend of 8 per cent. Then, the proceeds of these

bond sales—we have a situation today, carried out a step fur-

ther, where the proceeds of these bond sales, amounting to

$74,000,000, has been distributed to the common stockholders,

and the securities which were issued to get those proceeds are

still an outstanding obligation of the Union Pacific Railroad.

It would seem to me it would have been much more proper to

retire the obligations. As w^e now have it, the $100,000,000

worth of bonds have been converted into stock, which is paying
8 per cent dividends, and the operating management of that

road must produce from some source, $8,000,000 a year to pay
dividends on that stock, which represents no investment what-

soever in the road at the present time. In other words, the

improvement in operating efficiency and productive efficiency

of the men, and the work of the men and the work of the operat-

ing officials must be used to pay dividends on something that

represents nothing.

Mr. Park: Would it not be necessary to take into consid-

eration the conditions as they existed, when you had to take a

gun in one hand and a shovel in the other, to build the railroad,

and there seemed at that time to be very few who were willing
to invest or rusli into the undertaking? A good many years

prior to its final consummation, it was impossible to raise the

funds or put the railroad through, and it was accomplished
under the supervision, practically, of the government and gov-
ernment commissioners. Such men as Lincoln and Joe Johnson,
and Wade Hampton, all intimately connected with it as commis-
sioners. It seems to me that there is no road that was under the

eye of the government, first to last, as much as the Union Pacific.

Mr, Lauck: I think it was a remarkable industrial a.chieve-

ment, as you say, and something that the government did attempt
to aid, but the government was victimized by the people who
controlled the road and built it.

Mr. Park: How could they, if the government got all its

money back, and then sold its lands for twice as much as they
had them offered for years and years prior 1 And, in connection

with that, a great settlement and great influx of people, who put
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them uucler cnltivation, and began to pay taxes and contribute

to the government revenues.

Mr. Lauek: Possibly I was using "the government" in a

somewhat different sense than you, Mr. Park. I was thinking
of the public more than the actual government. I think the gov-
ernment was paid back every cent by the termination of the

second mortgage bonds. But the subsidy of the government was
not used for the purpose for which it was intended. It was used

to enrich a few financial adventurers who unfortunately got con-

trol of the building of the road; and second, the fictitious secur-

ities which they issued are now outstanding liabilities of the

different systems which enter into that road, and the resources

back of those having been dissipated, the roads have to develop

through their operating efficiency funds to pay dividends or

interest charges upon those securities. And, moreover, I think

you will find that a considerable portion of the original gTants
made to these Pacific roads are still retained. For instan,ce, the

Southern Pacific is the largest landholder in the United States

and the concentration of timber ownership in the United States

is in the hands of the Southern Pacific and the Northern Pacific,

primarily, and the Weyerhaeuser Lumber Company, which got
its land from the ISTorthern Pacific. Take the Southern Pacific,

and the Atchison, and the Northern Pacific, why, the three to-

gether hold from these original land grants of the government
timber equivalent in area to the entire area of England, and some
of the richest timber in the world. The Southern Pacific timber

resources are estimated to be worth from $106,000,000 to $250,-

000,000, conservatively, on the basis of these original grants

growing out of the Oregon and California and Central Pacific.

Mr. Park: Well, we have had Alaska some twenty-five

years and they are pursuing a different method there of develop-

ing it, and it has hardly been touched yet.

Mr. Stone: There is quite a difference in the climate of

Alaska, and the Western territory, isn't there, Mr. Lauck?
Mr. Lauck: I should think so. I am not qualified to speak

geographically.
Mr. Stone: Coming back to these questions of these three

Pacific companies, the Union, Kansas and Central, to what extent

were these companies over-capitalized?

Mr. Lauck: On page 15, you will find that. They were
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overcapitalized, according to the repoi't of the United States

Pacific Railway Commission, $126,()()(),()()(). On })age 15, Mr.

Stone, yon will find a table which shows, according to the Chair-

man of the Pacific Railway Commission, what was contemplated
in the constrnction of the Pacific roads.

Mr. Stone : This Commission was appointed Ijy the United

States Government?
Mr. Lauck: To make an investigation of the Pacific roads,

yes, sir.

Mr. Stone: And this is a copy of their report?

Mr. Lanck: This is a transcription or abridgment of a

table which appears in their report.

Mr. Stone : Just give us some idea of what they found.

Mr. Lauck : On page 15, noticing the two tables, the table

at the beginning is the method contemplated by Congress for

the construction of the Pacific railways, and the table at the bot-

tom of the page is the method actually pursued.

Now, Congress estimated, in the construction of the Union

and. Kansas Pacific, and Central Pacific and Sioux City and

Pacific and the Central Branch, that the total cost of construc-

tion would be, in round numbers, referring to the last column at

the top of the table, $126,000,000, of which advances by the gov-

ernment would be $64,000,000; aid from other sources, $3,000,-

000
;
and allowing for the discount on government bonds, there-

fore, the amount required of stockholders would be $65,000,000,

after deducting the government aid.

During this period up to 1888, when this report was made,
the actual net earnings were $278,000,000. Add to that the land

sales as forecasted, which would be $39,000,000, of which $70,-

000,000 would be necessary to pay dividends at 6 per cent for 18

years on the stock issued, and the amount of principal and inter-

est to December 31, 1886, which could have been paid to the gov-

ernment, $138,000,000, would leave, as they estimated, the ex-

tent of reduction charges which could have been made to ship-

pers, $108,000,000, and the value of the aided portion on Decem-
ber 31, 1886, would be $124,000,000, and the value of unsold land

$26,000,000. That is the estimate as to what would take place.

Mr. Burgess : So that we may follow you, is the Union and

Kansas Pacific what is now known as the Union Pacific ?

Mr. Lauck: Yes, as I understand it, the Union and Kansas
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Pacific were put together by Mr. Jay Gould. That is, the Kansas
Pacific was a road which was not paying, and had hirge deficits

for a number of years, and Mr. Gould, having* extensive holdings
in the Union Pacific, which was a very j^rosperous road, un-

loaded his Union Pacific holdings, bought Kansas Pacific and

then brought about an exchange on a par for par basis, thereby

unloading on the Union Pacific, a profitable road, a very un-

profitable road, thereby throwing the Union Pacific in the hands

of a receiver. That was about 1880, and I think the Denver
Pacific—

Mr. Stone : That is the result which would have happened
if these roads had been built and hnndled as the government in-

tended they should be?

]\Ir. Lauck: That is what was contem]^lated by the govern-
ment.

]\lr. Stone: AVhat actually occurred?

Mr. Lauck: Mr. Pattison, speaking as of 1887, eighteen

years after the starting of the road, gives the lower table as to

what method actually was pursued.
Mr. Park: Who is this Mr. Pattison?

Mr. Lauck: Chairman of the L^nited States Pacific Rail-

way Commission, appointed l)y the government to investigate
the construction of the Pacific railways. Before this time, there

had been another investigation of the Credit Mobilier by the

Federal government, which had led to the disclosure of the

scandals in connection with these roads.

The original cost of construction as actually carried out was

$126,000,000. The consideration in bonds, stock and cash re-

ceived, $249,000,000, The fictitious capital put on the market,

$123,000,000. The actual net earnings were $278,000,000. The
land sales were $39,000,000. The amount credited by govern-
ment to November 1, 1887, the amount which had actually been

paid up to that date to the government, was only $30,000,000,

which left, deducting from the nctual earnings and the proceeds
of the land sales, net earnings and land sales in excess of the

amounts credited by the government of $286,000,000. Allowing
for dividends of 6 per cent as above, you would deduct $70,000,-

000 for that, and he estimated that the amount dissijDated in the

<»onstruction of the roads, in addition to the issue of fictitious

securities, was $215,000,000. In other words, $215,000,000 had
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been actually-dissipated up to that time, and an excess capitaliza-

tion of $123,000,000 fastened upon the roads which from tliat

time forward has been a claim upon the productive energies of

the roads, the operating management and the working efficiency

of the men and operating officials.

Mr. Stone : Before you leave that page, so nmch has been

said of the taxes these railroads pay on land, and so on, I wish

you would explain how they evaded patenting their land and

evaded local tax ])ayiiients. You will find that on the opposite

page, 14.

Mr. Lauck: Just before I take that u}), may I read a sec-

tion there!

Mr. Stone: Surely.

Mr. Lauck : At the bottom of page 15, the conclusion Mr.

Pattison drew was, as to what might have been, that if the

road had been built in accordance with the ideas of the govern-

ment and of the i)romoters, for one dollar the stockholders

would have realized in eighteen years $1.07 in dividends and

60 cents in land sales. The property would have been free from

debt, and for every dollar they had invested the stockholders

would have had in property $1.90, so that in eighteen years each

dollar would have yielded $3.57 and the property would have

been free from del)t.

I think the only point that interests us here primarily, in

our so-called productive efficiency argument, is the fact as to

whether or not there has l)een an equitable participation in

revenues on the part of capital or labor. That is, if this com-

pany, at this early date, had $123,000,000 of fictitious securities

issued, which is a permanent claim upon the revenues of the

company, and the amounts back of that had not been conserved,

and those securities still persist in the capitalization of the

company, they are a claim either as bonds or stock paying 8

per cent from henceforth onward, upon the revenues of the

company, and however great an operating efficiency may l)e

developed, instead of being distributed partly to the employes

of all classes or being participated in ])roperly by the officials

of the road, it has been diverted to the payment of interest

charges upon indefensible security issues; and as long as that

system ]iergists, it is perfectly easy for a railroad, from the

stand] )oint of the corporation side, the financial management



5964:

side, to continue to absorb operating revenues, and the railroad

will never be able to pay increased wages to employes or will

never be able to enjoy the fruits of its own operating efficiency

which have been obtained by the operating management.
Mr. Byram : Is it your thought that investments in rail-

roads should bring no greater return than a fair return on the

actual money invested, that there should not be any credit given
to the original investment, for the accumulated value of tlie

property as a going concern!

Mr. Lauck: No, sir; my views would be that thoy should

have a value for that, and that—
Mr. Byram: How would you determine what that value

ought to be?

Mr. Lauck: Well, it would be impossible to determine in

terms of dollars and cents, and then I would not attempt to

determine—
Mr. Byram: Tliere is no way to do it exce})t in terms of

money, is there?

Mr. Lauck: But it should be sufficient to lead capital to

be willing to invest in the railroads and to assume any risks

that might be attendant upon that investment, I should think.

Mr. Byram: Then, how would you accomplish that, how
would you recogTiize that right of the original investment to

participate in the increasing value of the property from time

to time? How would you recognize it, by the issue of stock or

by the issue of cash dividends, or what?

Mr. Lauck: If I get your question correctly, it is, 5ay a

railroad is constructed, and as the resources develop, and as

the country develops, there is an unearned increment accruing
to those who took the risk of putting in the money originalh^

Mr, Byram: How would you recognize that unearned in-

crement, as you call it? By distributing its value to the original

investors ?

Mr. Lauck: If the original investor had actually put

money into the road, say stockholders, I think they should have

it in the way of increased dividends.

Mr. Byram: Increased dividends?

Mr. Lauck: But if they had not, as is usually the case—
you will find in most of these Western roads, just like the build-
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ing of the Western Pacilie now, or the Pnget Lines extension of

the St. Panl, the stockholders pnt in nothing. They get the—
Mr. Byram: Well, that is not what we are talking abont.

We are assuming now that the stockholders do actually put in

the money that is necessary to build the railroad.

Mr. Lauck: Well, if they do they should have a liberal

return. I couldn't say just how much it should be.

Mr. Byram: Well, it ought to be more than the usual in-

terest.

Mr. Lauck: It ought to be more than the prevailing rate

of interest. It would be in proportion to the element of risk and
chance which they had taken, I think, originally.

Mr. Byram: Would not the public feel that the owners of

such a property were getting more than their proper return, if

they got say 20 per cent on their original investment? Would
not they feel that they were getting too much, the way things go
at the present time?

Mr. Lauck: Oh, I think so, undoubtedly.
Mr. Byram: Then, how could you insure to the original

investor a fair return on the in.creasing value of the property
that he originally invested in? Now, this is a practical question.
How could you do it?

Mr. Lauck: Suppose an investor in the buikling of one

of these Pacific roads had actually bought stock in the road

(which no one did), but suppose he had, then I should think

that he ought to have shared in the development of the road.

But that period is past. That is, of assuming these large risks

in the construction of roads. The conditions are well known
beforehand, the possibilities and the capabilities of the stock

issued. It is a matter of analysis by expert financial advisors

and writers, and so on, and I think now the opjiortunity for those

large returns has largely gone. It is getting into more of a static—condition at the i)resent time, as compared with this period of

our history, and the prevailing rate of interest would be largely
the rate of interest that would accrue.

Mr. Byram: Well, as T understand it, you are complaining
about a situation in the past that was wrong?

Mr. Lauck: Yes.

Mr. Byram: Where ]ieople who invested money in rail-

roads received an unfair return on them, too large, you think.
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and I was tryina* to learn from yon how you could ayoid sucli

a situation in the future.

Mr. Lauck: It seems to me—I think most railroad officials

will agree with this—that the best thing that could be done to

solye the whole thing would be to have Federal regulation of

securities, or Federal publicity relatiye to security issues. Then
we would know whether the money went into the. road or not,

and we would know about the unearned increments, and the pub-
lic and the employes could feel that the earnings of the road were

available to them, and were not being absorbed in what they
would consider an impro]")er manner. Even at the present time,

take the Union Pacific dividends, undoubtedly that was done

through deference to public opinion. That is, it did not look

well to pay 10 per cent, in these days of agitation about the regu-

lation of the railroads and rates, and so on; it was considered

better to distribute some of the income that had accrued, and

reduce the whole stock to an 8 per cent basis. If we had regu-
lation of security issues, or some means of knowing what was
back of security issues, then we would know what the financial

condition of the railroad really was, and I think the public would

agree to give a like return.

Mr. Byram: You think that owners of capital would be

willing to invest their money in a large project, such as building
a railroad of any .considerable magnitude, and depend upon the

generosity of a Federal commission, or the liberality rather, of

a Federal commission, to tell them how much they are going to

be allowed on them? You think that is a practical possibility?

Mr. Lauck : You are speaking now of a new road ?

Mr. Byram: I am speaking now of a new railroad into an

undeveloped country.
Mr. Lauck: Well, of course, there is not much possibility

of a road like that being built now, except in Alaska or the

Yukon.
Mr. Park: Texas wants railroads.

Mr. Lauck: Or Mexico, or South America.

Mr. Byram: No, there are vast areas of undeveloped coun-

try yet in this country, that are not occupied by railroads, that

will have to have railroads some time.

Mr. Lauck : I think they would want even more than that.

They would want some assurance that they would get a return,
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just like people who actually put tlieir money into the Pacific

roads. They would want a government guarantee, or subsidy.

But what I am comiDlaining about—
Mr. Byram : Just a moment, please, before we get off this

line. You do not believe that private capital would be attracted

to a project of that kind without a guaranty by the government
that at least they would be given a fair return on their property,
in lieu of the possibilities that have existed in the past of

making a much larger return if the enterprise was successful?

Mr. Lauck: Yes; I am speaking now of the newly devel-

oped, unknown country.
Mr. Byram : Yes

;
that is what I am speaking about.

Mr. Lauck : As distinguished from the country as a whole,

now. And, to the student of an investment, it would include

consideration of that kind.

Mr. Bvram : I think vou will agree with me that there are

sections in this country where there must be railroads even-

tually, to take care of the development ;
in the Southwest, par-

ticularly.

Mr. Lauck : They would be largely, would they not, branch

lines or extensions of existing systems ?

Mr. Byram: Not necessarily. They ought to be inde-

pendent, according to your theory, as I understand. They
ought to be independent. At least, they ought to be able to

stand independently on their own merit.

Mr. Lauck: Oh, yes, after thej^ have had time to develop
that independence, of course.

Mr. Byram: But there must be a time, before the de-

velopment occurs, that the railroad has to wait for its return.

Is it your theory that we should not have a condition here that

would permit an independent railroad to be built by private

capital, and bring a fair return to its owners, but it must be

part of a big system, in order to exist!

Mr. Lauck: Not at all. And I don't hold that in this

country, as a rule, a railroad could not be built by private

capital and be immediately productive. Take the Virginian

railroad, the Carolina, Glinchfield & Ohio, which was a recent

construction. On the other hand, you would have the AVestern

Pacific or Puget Sound lines, which may not be immediately
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productive. But in none of tliose cases were they financed

throng'li stock issues.

Mr. Byram: I am not speaking of wliat lias been done.

I want to see how we are going to get on a correct basis in the

future, according to your theory,

Mr. Lauck : According to my theory, I thoroughly believe

in the development of the present large systems. I believe in

concentration.

Mr. Byram: You don't think there ought to be any inde-

pendent development of these territories that are not now occu-

pied by railroads?

Mr. Lauck : If it can be done, all right. But I believe the

most economic way to develop is through the tendencies that

we have had in the way of development of a few large systems
of railroad, because it is more economical, if built under proper

regulation.

Mr. Byram: Isn't that because the independent railroad

would not be able to stand the losses that would occur before

a railroad into a new territory would become productive? That

it is only an established system with large resources that could

stand the losses?

Mr. Lauck: Well, that may be true. Or, would it not be

true also that the old established system could put traffic on

the new road? We have had a great many failures of new

roads, due to the fact that they were built without considering
whether or not they could get a division of the traffic with the

old systems, and a road which was an extension of an older

system would have the parent company's traffic to draw on, or

its co-operation in developing traffic, or diverting traffic over its

lines ?

Mr. Byram : Well, the new railroad would control its

business locally produced, anyway.
Mr. Lauck : Oh, yes ; clearly.

Mr. Byram: So your thought is, then, that, in order to

succeed, a new railroad must have through traffic diverted to

it by some other means that its own production?
Mr. Lauck: Not to succeed, but that it would be better

than operating independently. It seems to me, after a propo-
sition has been considered as to building a new railroad, and

thoroughly analyzed and sifted, and the prospectus is put forth,
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then, according to the degree of risk that would be undertaken

by those who put the money in it, they should participate in

the results of that.

Mr. Byram: And participate how? How could they be

given participation?
Mr. Lauck: Well, if the—
Mr. Byram: AMiat practical way could you suggest?
Mr. Lauck: Well, this probably would cover the point I

had. I think they should lie given participation, if they invested

their money in bonds, which would be putting it on the basis of

greater safety than stock, they should be entitled to the prevail-

ing rate of interest on the bonds, or to the interest allowed, in

accordance with the risk incurred. Probably bonds of that kind

would be five or six per cent bonds, like Pacific bonds, or 7 per

cent, like some of the older railroad bonds, or may have been

bought at a large discount. But the point that I would object

to would be that they should be given stock, which would be sim-

ply anticipating the future development of the country, and of

the road, and of its efficiency as an operating system.

Mr. Byram: If the bonds only called for 5 per cent, how
could the holder get any more?

Mr. Lauck : They could not get any more.

Mr. Byram: Wliat would become of the surplus? How
would it be diverted back to the original investor ?

Mr. Lauck: The rate of interest should reflect the risk

which they incurred, or the discount which they secured on the

bonds. For instance, take some recent financing of railroads,

like the Frisco, where the risk was great, they sold their con-

solidated bonds at 63 cents on the dollar. There a man took a

big risk, and he was compensated for it by the 37 per cent dis-

count which he secured on the bonds.

Mr. Byram: What is the difference between giving the

original investors the difference between 63 cents on the dollar

and 100 per cent on the dollar, or gi\dng it to him in stock? The

difference between $63 invested and the $100 is always a burden

to the company just the same, is it not?

Mr. Lauck : Well, if you had an element of risk there and

you paid par for the bonds, I wouldn't object to giving him 33

per cent of the bonds.

Mr. Byram: They pay interest on $33 they don't invest,
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on every hundred, don't they, always? Is not that a fixed charge
on the railroad, jnst the same as it would be if thej^ got $33
worth of stock and paid $100 for the bonds ?

Mr. Lanck: Oh, yes.

Mr. Byram: What is the difference between the two?

Mr. Lanck: No difference. It is a remuneration for risk.

Mr. Byram: You just said they shouldn't have any stock

on which there should be a continuing charge.
Mr. Lauck: I don't think they should now. I don't think

the present method of issuing stock bonuses, by. granting the

right to participate at par, is right, on old established railroads.

Mr. B>Tam : You are willing it should have the same effect

by taking the bonds at a discount?

Mr. Lauck : If it was a railroad into an undeveloped coun-

try, and the element of risk was great, I should think they ought
to have some remuneration for that risk, but the Pacific roads—
many people that built the roads did not incur any risk.

Mr. Byram : I am talking about the present. We are try-

ing to get on a better basis now. As I understand it, you are

willing that the investors in these bonds should have an unearned
increment of $33 a share, that continues as long as the life of the

bonds, but you are not willing that they should have it in the

shape of stock?

Mr. Lauck : I would give it to them, one way or the other,

if they deserved it—if the risk was great.

Mr. Byram: Wlio is going to determine the risk?

Mr. Lauck : It is going to be determined by the people who
'

put their money into bonds or stocks of that kind. They are

going to determine that—that is, the underwriting syndicate or

the banker will offer it, and they will take it or leave it.

Mr. Byram : It finally comes down to the fact of whether

the investment is attractive enough to attract the capital ?

Mr. Lauck: Certainly.

Mr. Byram: And whether the terms, either in the shape
of stock or bonus or discount on the bonds is going to attract

the investment?

Mr. Lauck: It must be that, and we must, in case of the

railroad that there must be sufficient attraction to lead a man
to put his money into the railroad—the small investor, and so on.
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Mr. Byrani : Tlien it is a matter of opinion as to liow nnirli

it ought to be :'

Mr. Lauek: Yes, sir, it is a matter of opinion from tbe

individual investor. The point that I am contending for, as

regards the past, is that there were excesses perpetrated, and I

think, under the present system, there still are, and if we could

have some sure ground for the investor to know of, when he puts
his money into the road, why, we would have a much better finan-

cial condition for the railroads, and for the employes, and for

the public.

Mr. Park: If the original investors in Union Pacific had

bought four blocks around this hotel, they might have had a

great deal more money than they did in that enterprise ;
and in

the rental of these rooms in the hotels and offices around here,
don't the people contribute to that investment?

Mr. Lauck: Oh, yes; in 1860, if they had bought a lot

here—
Mr. Park: These four blocks, surrounding this post office.

Mr. Lauck: You would liave had a remarkable unearned

increment accruing to it all the time, which would still go on,
if you erected a hotel—a burden on tlie traveling public.

Mr. Park: It is necessary now to take into consideration

the present conditions, you say, to judge as to liow new railroads

should be built. Of course, they are not building any now,
because we don 't seem to have arrived at any ground upon which

capital is willing to take the risks.

Mr. Lauck: Is not that due, don't you think, Mr. Park—I

beg your pardon.
Mr. Park: Just a minute. Wouldn't it be ne.cessary to

get the viewpoint of 1860, and ten years previous to that, to

determine whether the railroads were properly promoted and
whether the investments were legitimate and the profits fair?

Would it not be necessary to take conditions as they existed at

that time, rather than to look back and attempt to judge them
from the light of our actual experience!

Mr. Lauck: That was a theory that I had always held and
been reared on, that the building of these railroads—that they
were sort of pioneers, blazing the way of empire, and that there

was a tremendous service they had rendered, and the risk was

great, but I find, on looking into these things further, that the
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so called blazers of the wilderuess aud the big pioneer empire

builders, really did not incur any risk whatsoever, but they

exploited the generosity of those who made possible the develop-

ment of these territories.

Mr. Park: It required credit, I think. Men like Mr. Hill

went in and said they could do certain things, aud put their roads

through. There was only a few that had contidence in them, but

after they were immense successes, of course, it was apparent
that it was easy for anybody to do it. But if they had not been

built, there would not have been nearly so many engineers and

firemen employed, and there would not have been so many people

in the West, farming and engaged in profitable vocations. It has

done us all good, I think.

Mr. Lauck: Well, the point that I am trying to bring out

—my point of view is that in this development, the employes,

although it is claimed they have received—some of them have

received large earnings, that they have not had a participation

in this development of the unearned increment, or have not had

a partici]:)ation in productive efficiency, equivalent to capital.

That they have not had an equitable share.

Mr. Park: Have you not got to take things as tliey exist?

Take the Illinois Central. They had a land grant. I don't know
much about its history, but they have today 12,000 stockholders,

10,000 of whom own 100 shares or less. Probably a large per-

centage owns less than 10 shares; and the Pennsylvania Rail-

road, for instance, has 92,000 stockholders, 48 per cent of whom
are women. Now, it may be that the stockholders now are new

people; people that paid no attention to the early construction of

these railroads. They wanted—if a widow has got 100 shares

of Illinois Central stock, paying her $500 a year, she wants that

$500 a year, probably, to feed her children. She don't like to see

it dissipated in abnormal wages, no matter what the previous

history may have been.

Mr. Lauck: No, sir; I don't think we should ever interfere

with any prevailing
—I don't think that labor should, or en-

gineers and firemen in their wage requests, should interfere with

any right of that kind—any vested right, but the point I am
developing is that the contention has been made that productive

efficiency has not yielded profits. I am attempting to show that,

as a result of the financial excesses of the past, not only the pro-
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ductive efficiency of employes and the officials in charge of opera-

tion, bnt the results of the growth of the business of the country

have been dissipated, or have been absorbed by these capital

issues, and if we permit the same condition to continue, from now

forward, we will have the same. It would not be fair to the

investor or to the employe either, because if you continue to

absorb the revenue gains of the road, by financial control, which

does not put the proceeds of the investment into the road, or if

the finances of the road are manipulated for the purpose of

absorbing the productive gains of the employes, we cannot hope
for increases in wages, because they will always be met by the

contention that if they ask for an increase in wages, ^'We are

unable to pay, because the widow and orphans and fatherless

children have got their stock and we cannot pay dividends. ' '

Mr. Park: Then, if a bricklayer got 50 cents an hour, for

working on this building across the street, ten years ago, and it

developed since that the offices rent at high rates, because of the

locality, and they are going to build an addition, on that, you
think the bricklayer ought to have a dollar an hour now ?

Mr. Lauck : I beg your pardon, Mr. Park.

Mr. Park: On account of the productive efficiency of the

investment in the property,— take this building across the

street; it was built fifteen years ago and bricklayers got 50

cents an hour. It has developed, by reason of business sur-

rounding this particular property, that its rentals are very high
and the investment is exceptionally good. Now, it is necessary
to cover the other half of the block, in the same way. Do you
think the bricklayers should have $1 an hour or $2 an hour,

based on the investment?

Mr. Lauck: If the actual investment had been made, no.

If, in the case of the railroads it had not been made, I think

he has much greater claims to it than the original holders of

these stocks and bonds, but I should think the employe ought
to be contented to have just the result of the revenues arising

from his increased work, if there is any increase in work or

increased efficiency in operation. The point that I make is

that if you had a revenue gain, from increased efficiency and

operations resulting either from the managerial ability of the

operating officials, or from the increased work and efficiency of

the men, and the financial control of the railroad immediately
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bypotliecates that or absorbs that, by the issue of stock, either

through a bonus or some more raw and crude method, why, the

public, or the employes, either, can never hope to participate

in any of the fruits of the railroads' development of the country.

Mr. Burgess: But, Mr. Lauck, would there not be a very

sigTiiiicant difference between laying a brick fifteen years ago,

and operating a locomotive fifteen years ago? That is to say,

the man that laid the brick fifteen years ago lays it in a similar

manner today ;
but there is a great difference between the work

of the engineers and firemen fifteen years ago and today.

Mr. Lauck: Yes.

Mr. Burgess : Xow, should not that make a difference in

your answer!

Mr. Lauck: If there is a difference, and more work, he

would have a much greater claim on the proceeds. Xow—
Mr. Burgess : Is it not a fact that there are many owners

of capital who not only do not object to proper supervision of.

railroad securities, but re'allv welcome such action?

Mr. Lauck: I think a great many representative railroad

presidents are favorable to it. I think I recall reading that

Mr. Willard of the B. & 0. and Mr. Rea of the Pennsylvania
are both favorable to such action by the Federal Government,
and there is a bill pending now in Congress, I think.

Mr. Burgess : Is not the president of the Xew York, New
Haven & Hartford, Mr. Elliott-

Mr. Lauck: I do not recall, but I know a great many
representative men are.

Mr. Burgess :
—in favor of proper supervision of rail-

way securities?

Mr. Lauck: Mr. Eipley of the Santa Fe has gone so far

as to advocate supervision even more extreme, on the basis of

the Federal Reserve Board, and a federation of railroad sys-

tems under the direct supervision of the government.
Mr. Burgess : And all those gentleman you have men-

tioned are well known railway presidents?
Mr. Lauck: Yes, sir.

Mr. Burgess: That is all.

Mr. Park: They are \dolently opposed, however, to un-

reasonable regulation—full crew bills, and half-mile trains, and

all those things.



5975

Mr. Lanck: Yes. Carrying the point one step further,

in order that I may get my idea out, if you will permit me, Mr.

Park, just to make myself clear on the point Mr. Burgess brought

up, for instance, take an example in the case of the formation

of the United States Steel Corporation. In the steel industry,

we have a different situation than Avhat we have in the railroad

industry. We have, through the introduction of improved labor

saving machinery, the elimination of skilled employes and a

reduction in the work required of men in certain occupations.

Now, when the United St.ates Steel Corporation was formed, it

was generally acknowledged, and it is not a matter of any
criticism to say it, that there was $600,000,000 of common stock

issued which represented no investment. In other words, ficti-

tious. Now, the steel industry has gone forward, introducing

improved machinery, improving the output per man per day,

and made remarkable developments in its operating efficiency,

and has made remarkable profits, as a rule. Now, those profits

they have used, partly, after paying dividends, to put behind

this common stock enough to create a tangiljle value behind

the fictitious $600,000,000 of common stock. It seems to me
the employes there had a greater right to participate in that

$600,000,000 than the holders of this common stock, or should

have had some measure of participation in it. That is, if we
consider industrial development from the standpoint of some

one who can get the proceeds, and if we introduce machinery
which may reduce the work required of employes, while increas-

ing their output, it seems to me that the old theory of basing

wages upon the absolute principle of supply and demand has

passed, and we must recognize these new factors if we expect

any economic development of the employes, or expect to develop
a better body of citizens in a self-governing republic like we
have

;
otherwise no economic advancement goes to the employes

whatsoever.

Mr. Burgess: If I grasp your answer, Mr. Lauck, I will

have to once more refer to the bricklayer. Assuming that this

bricklayer, fifteen years ago, laid a given number of brick, and

at the present day he lays 50 per cent more brick, that would

give him an undoubted right to think that he should participate

in what might be called productive efficiency, would it not?

Mr. Lauck: Yes, sir.
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Mr. Stone: On tbat independent road that is going to be

built down tbrougii a territory that is held in common between

two powerful companies, what do you think would happen to

that independent company if they undertook to finance a road of

that kind!

Mr. Lauck: It would be an egregious failure, of course,

because they would be starved of any traffic, and—
Mr. Stone: Would they ever l)e able, with the way big

business controls finances, to do anything in the financing of the

road at all!

Mr. Lauck: I think not. I think we have a case of that

nature in the Denver & Salt Lake Eoad.

Mr. Stone: And the Kansas City, Mexico & Orient, I

think, is a good one.

Mr. Lauck: Yes. I am not thoroughly familiar with the

history of that road.

Mr. Stone : No question but what he was going to tap a

wonderful territory, but he could not finance his road at all
; they

simply froze him out.

Mr. Lauck: The way capital is controlled in this country

now, it is absolutely impossible, as I am going to attempt to

show later, unless you have the support of certain financial insti-

tutions, to build any road, unless it is a very small road, or for

any railroad to exist.

Mr. Stone : Even if you did succeed in building a little

road that depended upon its connections with some big system,

they would simply freeze you out, would they not!

Mr. Lauck: Yes. I think we have a case in the Colorado

Midland, which is going on now. The Colorado Midland is

owned, if I remember correctly, by the Colorado & Southern, and

the Denver & Eio Grande, jointly. The government has insti-

tuted suit to dissolve the relationship, because of the fact that it

is one competing road owning another competing road. Since

that suit has been instituted, and since it has been generally be-

lieved that the road will be separated, the Colorado Midland has

been starved to death, and is operating at a deficit, due to the

fact that these roads no longer hope to retain control of that

road.

Mr. Stone: Do you know of any other capital that is

guaranteed on its investment, in any other class of business than
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a railroad ? AVhv should railroad investments be onaranteed bv"

the government, any more than any other investment that capital

makes ?

Mr. Lauck: I do not think it shonld. I think that the

reason why the railroad credit has suffered any has been from the

financial excesses in the management of the railroads, and also

due to the fact that the railroads themselves are the worst de-

stroyers of their own credit. I think if any other industry did

what the railroads did, talked poverty and talked the way they
do about their finances and hard times, and so on, it could not

even exist the way the railroads have. I think it has been re-

markable that they have survived their own attacks.

Mr. Stone : Regarding these innocent women and children,

these widows who have invested their all in these railroads, in

these fictitious stocks that represent no real value, it is a fact,

that big business got their share out of it before they got in the

hands of the innocent purchasers, did they not!

Mr. Lauck: As a rule, the prevailing method is for cer-

tain groups of financial institutions in New York, say, the groups
that control the Western railroads, are distinctly three groups—-

Eockefeller, Morgan and Gould—and they underwrite these se-

curity issues, and through their affiliations in banking institu-

tions, dispose of them to the innocent investor,

Mr. Stone : And through their voting trust they control

the railroad in the meanwhile ?

Mr. Lauck : Yes, sir.

Mr. Stone: So that the woman who owns ten shares of

stock has about as much to say as to what shall be done with

that railroad as I have, who own none f

Mr. Lauck: Absolutely nothing, as a lu-actical proposition.

Mr. Stone: So the fact of these five or seven thousand

stockholders has absolutely no bearing on the way the road is

operated, does it?

Mr. Lauck: No, the control of the road is managed usually

through an affiliation of large holding interests in the road,

through the fact that bankers act as fiscal agents and determine

the financial policy of the road, w^hich, in the case of a great

many roads in the West, especially like the Great Western or

other roads which have been recently reorganized, the favorite

device of the banking interests is to create a voting trust, which
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they dominate, and they dominate the road through that voting
trust.

Mr. Stone : Even though it may be a very small percentage
of the total capitalization of the road !

Mr. Lauck: They may own none of the capitalization; as a

rule they do not hold any, because it is simply unnecessarily

tying up their funds in the investment.

Mr. Stone: And yet they dictate the policy of the road

through their voting trust ?

Mr. Lauck: Yes; that has been the history of all recent

reorganizations of railroads.

Mr. Stone: This guarantee of investment, has the employe,
like the engineer or fireman, or trainman, who invests all of his

savings in a little home at some terminal, been given any guar-
antee in the past that the terminal would not be moved away and
his property destroyed?

Mr. Lauck: No, sir, none whatever; so far as I know. Of

course, the employe has not any guarantee as to regularity of

employment. The surplus funds of the railroads are used to

maintain uniformity of dividends, but in times of financial stress

like we have been recently passing through, the real residual

sufferer of the railroad is the employe.
Mr. Stone: Mr. Park drew quite a picture of the pioneer,

who built the Western railroads with a shovel in one hand and a

gun in the other, to fight Lidians with. That was the employe
who went out with the contractor, who did that; it was not the

investor avIio sat back East somewhere and perhaps never saw
the West. He was the man who went through the hardships,
was he not?

Mr. Lauck: Yes. T think it was a great engineering and

physical feat for the men who actually built the roads. Of

course, the rapidity in building these roads was due to another

selfish motive, and that was, that the more road they built, the

more land grants they got.

Mr. Stone: And they also imported, I believe, a whole lot

of Chinese who worked on the road, as I recall, in reading the

historv of it. Thev started to build it before I was born, but as

I recall the history, they brought in a lot of Chinese.

Mr. Lauck: I do not recall that. The Chinese exclusion

laws were not passed then, and I suppose they were used.
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Mr. Stoue: It is also a fact that they built it in sections

of ten or twenty miles?

Mr. Lanck : Twenty miles.

Mr. Stone : And were at once given the money for that, and

then they bnilt another section.

Mr. Lanck: Yes, they built it in sections. It is almost

impossible to describe the financial manipulation by which the

Pacific railroads were built. The people who controlled, say the

Union and Kansas Pacific Companies, created another company
to build the road, called the Credit Mobilier, in which the stock-

holders of the road were stockholders also, and then they con-

tracted with themselves to build the road. There was no incen-

tive to build the road economically, for the reason that they had

more to gain by building it in as expensive a manner as prac-

ticable, because they profited as stockholders of the construction

company. Moreover, the condition that the government had laid

down, was'that the stock should be paid for, which was issued.

Well, of course, they did not want to pay for any stock, so the

way they did, the railroad stockholders sold the stock to them-

selves, the construction company, and they issued a check to the

railroad company, and the railroad company gave that check

back to the construction company for building the road, so that

was the risk that the stockholders incurred in building the road,

simply passing a check and endorsing it back, to fulfill the legal

technicalities of the government, that the stock should be paid

for. I think -the greatest amount of capital that the Credit

Mobilier ever had invested was $3,000,000, and as they got some-

thing like $58,000 per mile for building the road, and were paid
for each twenty miles, you can readily see no risk was incurred

in building the road, from that standpoint.

Mr. Stone: Xow, coming back to the question of land

grants again; they were given land at the time—
Mr. Nagel: I would like to ask one question in this connec-

tion. Mr. Lanck, do you think business is in a sound condition

now ?

Mr. Lanck: By that do you mean normal?

Mr. Xagel: Yes.

Mr. Lanck: Xo, sir.

Mr. Nagel: Well, do you think the roads have any justifi-

cation for saving business is bad?
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Mr. Lauck: Yes, sir; I think so.

Mr. Nagel. So it is not an unmixed false statement, wlien

tliey say that business is bad?

Mr. Lauck: No; I would qualify that. Of course, since

June 30tli conditions have been very bad. That is, a great

many of the Southern roads have been operating at 50 per cent

off normal, and a great many Western roads at 65 per cent ;

but now they are getting more and more back to normal, and

conditions are getting better all the time. I hope to take that

up and show later that conditions are improving, and some

roads, like the Atchison, are above normal; but they are iso-

lated instances. They are generally running al)out 90 per cent

now, compared with last year.

Mr. Nagel : You think, in view of the latest orders on the

other side, that Southern business will improve from now on?

Mr. Lauck : I think not
; no, sir. I had hoped to see South-

ern business greatly improved when the cotton began to move,

but if the present embargo is continued there will probably be

another setback to the Southern roads.

Mr. Nagel : Admitting, of course, that there has been a

great deal of mismanagement in the past, and that a degree of

control is exercised that frequently in dangerous and mischiev-

ous, on the other hand, do you lielieve that if the small stock-

holder was in control of the management that the results would

be much better?

Mr. Lauck: Probably not, unless we had governmental

regulation.

Mr. Nagel : . Li other words, inexperience would not be

very much better than too much experience?
Mr. Lauck: No. You could hardly conceive of his being

in control unless a certain group was in control.

Mr. Nagel: Suppose their views were accepted in the

management, do 'you think it would be more successful?

Mr. Lauck: From a development of the operating con-

ditions ?

Mr. Nagel: Yes.

Mr. Lauck: I think that the operating conditions have

been all that could be desired; they have been phenomenal, I

think. I think the real trouble is, that the operating official,

when we pass from him to the financial management, then is
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when the trouble Ijegins, and that the employes and the public
and operating- officials have been the victims

;
not that I criti-

cise the system that has been in vogue, or personally criticise

anything that has been done here. I am simply pointing this

out; it is not a very agreeable task, to go into things of this

kind, but it is simply to develop my argument and to show or

try to prove that the employes have not had an equitable

participation.

Mr. Nagel : Have all the roads, parties to this sulimission,

enjoyed grants such as you have instanced here?

Mr. Lauck: I should say to a greater or less extent. A
great many of the present roads have become the beneficiaries

of other roads which they have acquired. There are some that

stand up pre-eminently, that have had these grants, like the

Pacific roads, and they have been acquired by the present Union
Pacific and Southern Pacific, and the Great Northern and
Northern Pacific, especially the Northern Pacific has had the

largest land grant of any road, I think about one-fourth of

the total land grants of the Federal Government, the Northern
Pacific has received.

Mr. Nagel: But as between them, the conditions are en-

tirely unlike, are they not?

Mr. Lauck: The grants?
Mr. Nagel: Yes. Some have received large grants and

used them in one way, and others small grants and they have
used them in another way, and others have received no grants
at all.

Mr. Lauck : Yes, and some have used them in accord with

the government provisions; that is, they have sold them to set-

tlers, and have attemi)ted—some have been more valuable than

others, and some have been more or less worthless lands.

Mr. Nagel: Does not the inequality of conditions in these

roads rather discourage standardization, if it is to be consid-

ered at all?

Mr. Lauck: Of wages?
Mr. Nagel: Yes.

Mr. Lauck: From the stan(l]ioint of jiayment now?
Mr. Nagel: Yes.

Mr. Lauck: Well, when we finally analyze the situation,
we find about fourteen roads owning all the other roads, or
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controlling them, and it would reduce itself to that simplicity,

at any rate, from the standpoint of ability to pay. For instance,
a great many of the roads that show deficits are the subsid-

iaries of parent roads which are in a good condition, and that

would be an offsetting circumstance, and you could not consider

them unless you consider them an integral part of the system,
it seems to me; otherwise a road could take any part of its

system and make it show a deficit.

Mr. Nagel: Do you think that would afford an excuse or

reason for equalizing wages on the several roads of the same

system, one being in itself prosperous and the other a failing
road?

Mr. Lauck: I do not think that ability to pay should be

considered at all. I mean, it would be the condition as to whether
or not they really deserved an increase in wages. But the point
has been raised

;
it has been stated here that the roads are finan-

cially unable to pay. If we have to meet that contention, then

you would have to consider those facts.

Mr. Nagel: I remember asking that question on the first

day of the hearing, and I was told that the inability of the roads

would not be insisted upon.
Mr. Sheean: Absolutely.
Mr. Nagel : And it has been my view right through that

the pay and the compensation of the men would stand upon its

own bottom, regardless of the conditions of the roads. 1 mean,
that was my impression.

Mr. Lauck: That has been my impression.
Mr. Nagel: I asked the question advisedly, and received

that answer. It seems we are now getting into ancient histor}'.

Mr. Sheean: And the answer at that time was, your
Honor, that, of course, if it was based upon the claim of par-

ticipation in so-called profits, of course, that matter would have
to be met—as we think we have met it. But, insofar as paying a

fair and equitable wage, it was stated at the outset that the

ability or inability of a road to pay a fair wage was not involved

in the question.

The Chairman: But have not exhibits been introduced

here by the roads tending to show their inability to pay?
Mr. Sheean: The exhibits have been introduced to meet

the claim of increased productive efficiency, which I understand
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to be the claim that there have been increased profits. We have

met simply the case that has been made here.

The Chairman: So, notwithstanding the statements that

have been made, we have that issne raised, have we not!

Mr. Sheean: Why, if—
The Chairman : Bv the evidence. I am saving, bv the evi-

dence.

Mr. Sheean: If there is a claim made here of participa-

tion in profits, yes, sir. If, however, their claim is based npon
their being entitled to a fair wage, irrespective of the question
of profits or lack of profits, then it is not in the case. But if,

as a part of their claim here, they say that beyond the question
of what their work is worth, thev are entitled to a share in the

profits, then the question is involved.

Mr. Stone : I thought we would get to that pretty soon,

Mr. Chairman.

The Chairman : I simply want to keep my bearings, if pos-

sible, because I have had these exhibits called to mv attention.

They must have been introduced for some purpose, and I nat-

urally supposed that it was intended that we should consider

them as tending to show the inability of the roads to pay higher

wages.
Mr. Sheean: Yes. Well, I think, your Honor, there is no

question about it. If their claim is based merely upon their

right to receive a fair and adequate wage, irrespective of the,

question of bankruptcy, or financial condition, or anything elsp,

it is not in the case. If, however, as a part of their claim they

say because of profits and productivity we are asking a share in

the profits, of necessity that is injected into the case by them. I

do not know which they are standing on. As to whether or not

tlieir claim is that, irrespective of any question of ability to pay,

bankruptcy, or prosperity, they are entitled to this wage, or

they are standing upon the claim that they are entitled to profits.

Mr. Burgess : Well, now, Mr. Sheean, clear me up a little

bit on that particular point, relative to standardization. You
don't understand that this Board can render anything but one

award, do you ?

Mr. Sheean: One award!

Mr. Burgess : One award.

Mr. Nagel: On one point?



598J:

Mr. Burgess : I mean, that will be the award on all the

points submitted, but ultimately there will be one award that

will apply to all the railroads in this movement, will it not?

Mr. Sheean: AVhy, I don't know whether or not it has im-

pressed the Board that they can make an award for all of these

that would be of uniform application or not. Of course, if they
do make only one, if that be adopted, then, of course, all they
could do would be to fix a minimum wage for the worst situated

road.

Mr. Stone : Is that all they could do !

Mr. Sheean: To standardize? I suppose only to the extent

that companies are standard, yes."

Mr. Stone : You have got another think coming to you.
Mr. Burgess: Perhaps, Mr. Sheean, my question was not

put intelligently. That is due to my denseness. But you don't

understand that the Board can render an award that would be

applicable differently to the different lines, do you I

Mr. Sheean: Why, as to their power, I have no doubt they
have power to do that, Mr. Burgess, absolutely no doubt on that.

If they find one road, a peculiar switching road, that has certain

peculiarities, that don't characterize any other road in the move-

ment, they might in their award specify as to what would be the

rules and conditions as to the one thus peculiarly situated.

Mr. Burgess: Well, have you ever known a Board of Arbi-

tration, under the Newlands Act, to render more than one award,
and that applied to all the railroads that were in the movement?

Mr. Sheean: No, I have never known them to do it, but as

to their power to do it, if they want to take the time, I have no

question of their power to do it.

Mr. Burgess: Well, you did not anticipate that this Board

would award a given rate, we will say, for example, for pulling a

passenger train on one road, and a different rate on another rail-

road, providing the engines were of the same class, did you?
Mr. Sheean: I have not indulged in any anticipation as to

what the Board might or might not do.

Mr. Burgess: Well, all I was trying to do, Mr. Sheean, pr-e-

suming you were the mouthpiece of the railroads, was to obtain

some honest information from you in regard to the point I raised.

Mr. Sheean: Well, I will try to give it to you, Mr. Burgess,

just so far as I can.
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upon the point of standardization. I presume tliat when this

Board renders an award, that that award will apply to all of

the roads in this movement.

Mr. Sheean: Of course, the only possible standardization,

as I see it, would be that, because of the limitations imposed upon
the Board, they can by no possibility do anything other than to

fix a minimum wage, in view of the form of submission, holding

anything that is above the minimum, and that therefore they

must, of necessity, if they attempt standardization, go to the only

base that is standard, and to the one and only thing that pertains

to all of the roads.

Mr. Burgess: And if they don't attempt standardization

they would have to render no award, or else make a different

award to different railroads, would they?

Mr. Sheean: They would have to make an award that

would be a fair award to the poorest railroad in the territory,

letting those that were better able to pay whatever their present

schedule gives them above that award, yes.

Mr. Burgess: That w^ould really not, Mr. Sheean, answer

the question, as it has been presented to the Board. That is,

when all the railroads in this movement agree to place their

destinies, so to speak, before this Board of Arbitration, and the

employes as well, they could not reasonably anticipate more than

one award from this Board. T mean, of course, affecting all the

questions that were submitted.

Mr. Sheean: I agree with you, Mr. Burgess, that it would

be beyond the limit of human endurance for this Board to at-

tempt to make individual schedules for individual roads.

Mr. Burgess : Thank you, Mr. Sheean. That is all I wanted

to know.

Mr. Nagel: If we accept the theory that the men must be

paid adequately for their work, then, of course, we can stand-

ardize the wages for all the roads in the territory. The prac-

tical question seems to me to be whether we can discriminate in

the wages for different roads, upon the ground that one road is

successful and another is a failure, or that one road received

valuable grants from the government and others did not.

Mr. Stone: Mr. Chairman, I thought sooner or later we
would run into this discussion. It came a little sooner than I
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thouglit it would. I did not tliiuk it would come during the land

grants. I thought it would come during the financial history, a

little later.

However, I want to call the attention of the Board to page
3632 of the record, when Mr. Keefe, their financial expert, was
on the stand, with railroads Exhibit No. 4, and this is a quotation
from Mr. Keefe :

"It would appear from the data shown on the sheet (dis-

cussing Exhibit No. 4) that those roads are in such shape as to

be unable financially to pay any increase of any character."

He was clearly talking about the financial ability. Again,
when Mr. Higgins was on the stand, on cross examination, on

page 4813 :

' ' Mr. Stone : In your opinion, are the roads financially

able to pay our requests at this time ?

"Mr. Higgins: I do not think so. The Missouri Pacific-

Iron Mountain has not paid a dividend since 1907, and since

that time they have increased their payroll over three million

dollars a year. I think the thing has got to stop, and stop
soon."

Mr. Trenholm also expressed the opinion—I thought I had
it here, but I haven't it. It is over at the room. He also ex-

pressed the opinion that the roads were financially unable to

pay. Now, if we are allowed to develop our line of rebuttal,

we are going to show that the railroads are financially able to

pay, and we are going to further show that if there are any
roads that are not, it is due, not to the productive efficiency

of the employes, but to the looting of some financial pirate, that

they cannot pay.
Mr. Burgess: Mr. Stone, then are we to understand that

this rebuttal testimony is introduced to controvert the state-

ments of the general managers on the stand?

Mr. Stone: It is to controvert that productive efficiency

has not improved anything since 1910, as I stated in my open-

ing statement. It has all been absorbed and taken up in differ-

ent ways, and it is also to prove that they are financially able

to pay. The biggest job that some of these railroads have is

to hide their earnings, and we will bring it out before we get

through, if we are allowed to.

Mr. Park: I understood Mr. Higgins to emphatically
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deny having any financial knowledge of the railroads, and also

Mr. Keefe. Mr. Keefe was testifying as an operating expert,

and had no personal knowledge of the financial affairs, and

they gave it as their opinion, simply a personal opinion, that

they did not think the railroads were able to pay—or some of

them.

Mr. Sheean: Well, I think onr committee, Mr. Park, be-

yond all that, takes the position that it does not make a bit of

difference whether they are able or nnable to pay a fair wage.
If they cannot pay a fair wage, they have got to quit operating.
That is the position on which we have stood, from the outset—
whether they are in the hands of a receiver or elsewhere, a fair

and proper wage must be paid by every railroad company.
Mr. Stone: And that, Mr. Chairman, is what this Board

is going to decide, what is a fair and equitable wage, and not

the Railroad Conference Committee of Managers. We broke

off with them away along last July. The Board is going to

decide that question.

The Chairman: Well, let us proceed with the testimony.
Mr. Stone : Now, Mr. Lauck, suppose we come back to this

land grant again. It is said that a number of these roads, as

soon as they got this land, commenced to pay taxes. I wish

you would show how they evaded the payment of local taxes,
in these diiferent states. I think you will find it on page 14.

Mr. Lauck: The chief way, as brought out by the Pacific

Railway Commission—the chief way of avoiding tax payments
was not to take up the land, but to leave it uni)atented, so it

would not be subject to assessment.

Mr. Stone: In other words, they did not file the patent;

they did not select the land, after it had been surveyed?
Mr. Lauck: They did not select it or did not patent it,

or have the entry made, because it would not be in their posses-
sion formally, and, consequently, would not be subject to

taxation.

Mr. Stone: They still have the right to select the land?
Mr. Lauck: Yes, sir.

Mr. Stone: They have got land coming to them?
Mr. Lauck: Yes, sir.

Mr. Stone: And can take it, whenever they please?
Mr. Lauck: Under the conditions of the grant.



5988

Mr. Stone: As soon as they do take it and it has l)oen

patented, then it is subject to local taxes ?

Mr. Lauck: Yes, sir.

Mr. IStone: I wish you would explain here and go tluough
this detail, to show what they did I

Mr. Lauck: Well, in 188-1: they had reached a stage in

California where the Governor called a special session of the

Legislature to take up that matter and see if they could not

force taxation, and the question from the Pacific Railway Com-

mission, also found on page 14, shows that the Union Pacific

allowed quite a number of years to elapse
—eleven years—be-

fore it had certain lands entered to its ownership, due to the

same reason, primarily.
Mr. Stone: And also, in the paragraph above that, you

show how the Union Pacific procured title to large tracts of coal

land, do you not t

Mr. Lauck: The claim was made by the Pacific Commis-
sion that the L^nion Pacific used the names of its emjoloyes to

secure land selections.

Mr. Stone : Well, take the case of the L^nion Pacific.

About how much land in Nebraska and Colorado have they failed

to select, or how mucli land have they selected?

Mr. Lauck : Why, up to the date of this report, in 1886, the

Union Pacific had allowed eleven years to elapse, without select-

ing 1,800,000 acres of its land grants in Nebraska, that had been

surveyed in 1876, about twelve years before that, and had only
selected 640 acres out of 150,000 acres in Colorado, that were

surveyed eighteen years prior to that time
;
and the same way in

Wyoming; it had only selected 80,000 acres out of 3,300^000

acres
;
and in LTtah, it had selected only 42,000 acres out of 400,-

000 acres that had been surveyed twelve years previously. Of

4,000,000 acres in Kansas, which had been surveyed before 1874,

it had taken up at this time only 2,200,000 acres, after a lapse
of fourteen years. The same way is true of the Kansas Pacific

in Colorado, where they had only taken up one-twentieth of the

grant, seventeen years after the grant had been made.

Mr. Stone: That grant was some 12,000 acres?

Mr. Lauck: Yes, sir.

Mr. Stone : And they had only taken up one-twentieth of

it, or entered one-twentieth of it?
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Mr. Lanck : After seventeen years.

Mr. Stone: Wliat effect does that have upon local taxa-

tion?

Mr. Lauck: The effect wonld be, that by not entering the

lands and thus making them subject to taxation, that the burden

of taxation would fall upon a smaller group of people than it

would if the lands had been patented.
Mr. Stone: Well, taking up the next page, what has the

Central Pacific done?

Mr. Lauck: On the next page, page 15?

Mr. Stone: Yes.

Mr. Lauck : This report, continuing, says :

' ' The Central

Pacific has selected only one-half of its land grant in California

that has been surveved and it has failed to select 180,000 acres in

that State that had been surveyed since the completion of the

road. ' '

In Nevada : "Of the grant to the Central Pacific in Nevada,

700,000 acres were surveyed at the date of the completion of the

road, and about 2,000,000 acres are now surveyed. The company
has selected about one-fourth of its land grant in that State."

Of the grant to the same road in Utah, of which 250,000

acres were surveyed at the date of the completion of the road in

1869, no lands were selected until February, 1884, nearly fifteen

years after the completion of the road.

Mr. Stone: Do these Federal land grants usually contain

stipulations, requiring the completion of the railroad within a

certain time?

Mr. Lauck: The majority of them require that the road

should be completed in a certain time, it being the intent of the

grant, as I have pointed out before, to develop the road and se-

cure the benefits of systems of communication to the country, as

Mr. Park spoke of.

Mr. Stone: Why was this stipulation a vital condition of

the grant!
Mr. Lauck: It was obviously a vital condition, because,

going along with the stipulation that the land should be sold to

actual settlers at $2.50 an acre, if the road were not completed
and the lands were simply held for a period of years, why, the

holders of the lands would secure all the benefits arising from
the development of the country, for which the lands were granted,
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as a means of bringiiDg about its development. In other words,

if lands were not sold and were held, they would develop an

unearned increment, owing to the exploitation, or to the develop-

ment of the country in which the lands laid.

Mr. Stone: To what extent was this stipulation complied

with?

Mr. Lauck : According to the report of the Bureau of Cor-

porations, which says in brief, on page 16 :

''While time was a vital condition of the grants, yet 40 out

of the 80 or more subsidized roads were not completed within

the time set by law nor within the extensions granted. Of the

2,138 miles of subsidized road built by the Northern Pacific, for

example, no less than 1,607 miles were built after the time limit

had expired, and there was a non-compliance with the time limit

in the case of the Southern Pacific (main line) grant. This fact,,

therefore, constituted an important failure of the consideration

demanded in return for the lands. Since the lands in alternate

sections along the route of the roads w^ere withdrawn from settle-

ment and remained so until the railroads earned them by con-

struction, it followed that where the roads were not built until

long after the time limits had expired, millions of acres of

unearned railroad lands were for years tied up from use and set-

tlement. Meantime, the value of the railroad lands and of rail-

road traffic was being enhanced by the fact that settlers were

coming in on the alternate sections, thus tending to give the rail-

roads a large business from the start." Or adding to the value

of their land holdings.

Mr. Stone : So, it is a fact, then, that in both the Northern

Pacific and the Southern Pacific, the stipulation regarding the

time condition of the land grants was not complied w^itlif

Mr. Lauck: Yes, 40 out of the 80 subsidized roads.

Mr. Stone: How did the failure to build the roads within

the time prescribed operate to the advantage of the road? To
the enhancing of the value of the lands?

Mr. Lauck: To the enhancing of the value of the lands,

through the settlers coming in, in view of the fact that lands were

granted, so many miles on each side of the road. The settlers

could come in, on alternate sections and the railroads maybe hold

onto other alternate sections. Consequently, their lands were
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accruing in value tlirough development, population, trade, indus-

try and traffic in this territory.

Mr. Stone: To what was the 'failure of the railroads to

build in the time prescribed, largely due?

Mr. Lauck: Primarily due to the financial excesses of the

companies who had charge of the construction of the roads. It

was secondarily due to certain financial conditions which pre-

vailed, and certain conditions like the Civil War and the panic
of 1873, following the war. They retarded the development of

the railroads, but it was primaril}^ due to the failure to comply
with the government grants and to the financial mismanagement
of the roads.

Mr. Stone: Were provisions incorporated in all of these

Federal grants, intended to compel the sale of the granted lands

to bona fide settlers?

Mr. Lauck: In most cases, yes, sir.

Mr. Stone: And at a moderate price, as well, was it not?

Mr. Lauck: Usuall^^ $2.50 an acre.

Mr. Stone: Well, I wish you would describe the perform-
ance of the Oregon & California Railroad in this respect. Did

they sell it to the settlers?

Mr. Lauck: The Oregon & California Railroad, which was
later acquired by the Southei'n Pacific, had very valuable grants
of timber land in the States of Oregon and Washington. That

company went through a number of financial vicissitudes, until,

about 1887, if I recall correctly, it was acquired b}^ the Hill

interests. Originally, it was constructed, however, by the pro-

ceeds of the government land grants, and no money at all was

put in the road. That is, the stockholders simply took the land

grants and what they realized from those and from the govern-
ment's subsidy, and built the road. Later on, it was acquired by
the Southern Pacific, which acquired all the outstanding bonds

and stocks of this road, and also its land grants. The specific

provision of this land grant, if I remember correctly, was that

the land should be sold to actual settlers, at $2.50 an acre, but

the limitations of the granting act were entirely ignored and the

land disposed of, solely with reference to profit that might accrue

to the railroad. Approximately half a million acres were sold, in

quantities exceeding quarter sections, at prices ranging as high
as $50 per acre; although one of the conditions attached to the
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grant was, that, as you pointed out, it must be sold at $2.50 per
acre. About January 1st, 1903, all the unsold lauds that re-

mained, amounting to approximately, 3,350,000 acres, were with-

drawn from sale, and the railroad company has since refused to

sell any of these lands, due to the valuable timber which they
contain.

Mr. Stone: And which is rapidly increasing in value, ow-

ing to the scarcity of timber?

Mr. Lauck: Yes, sir, and that is what it is being held for.

Mr. Stone: But it is a fact, is it not, that this road was

organized, without a dollar of private capital?
Mr. Lauck: Yes, sir.

Mr. Stone: And later acquired by the Southern Pacific?

Mr. Lauck: Yes, sir.

Mr. Stone : I wish you would describe the operation of the

Xorthern Pacific and the Atchison, Topeka & Santa Fe, in con-

nection with the Forest Lieu Legislation?
Mr. Lauck: About 1897, an act was passed by Congress, at

the time the conservation movement started, creating forest re-

serves, whereby any land held by settlers or owners within a

forest reserve that had been set aside by the government, in

order to conserve the natural resources^—anv of this land might
be exchanged for an equal quantity of other unpatented govern-
ment land, am-^vhere available. It is noted that it was the actual

same ecpiivalent quantity or amount of land could be secured.

Mr. Stone : Same number of acres ?

Mr. Lauck: Same nimiber of acres, without any regard
whatever to the value of the land. Now, this law was so framed
that it also included railroads o^ming land within these forest

reserves. They came under the designation of owners. The
result was that immense holdings of worthless land, denuded
of forests, and oftentimes the companies would cut the timber

from the forests, was exchanged, in anticipation—was exchanged
for some of the best timber lands in the Northwest and in Cali-

fornia and other sections of the United States, and while an

equivalent amount of land was secured, an immense increase

in valuation of its resources was thus obtained by the railroads.

Mr. Stone: And the result of that appears on pages 38

and 39 of the exhibit, where you show what the Atchison,

Topeka & Santa Fe has acquired?
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Mr. Laiick : Yes, sir.

Mr. Stone : On account of government reservations, they

have been allowed to select these acres of land in the other

states !

Mr. Lauck: Yes. It will be noted there that nnder the

provisions of the Forest Lieu Legislation, the Atchison Com-

pany, up to June 30, 1910, had exchanged 821,000 acres of these

lands, lying in forest reserves, for an equal acreage in various

states, the unrestricted amount being 121,000 acres. It will

be noted that as a result of exchange, based on the San Fran-

cisco Forest Reserve, that lands were obtained in Louisiana,

Michigan, Minnesota, Mississippi, and Montana, none of which

territory, I believe, is traversed by the Atchison. Also, as a

result of the Grand Canyon Forest Reserve, lands were ol)-

tained in Alabama and Arkansas, and as a result of the San
Francisco Mountain Forest Reserve, in Arkansas, Florida,

Minnesota, Michigan, Mississippi, and North Dakota, and as a

further result of the extension of that reserve, additional land

was acquired in Louisiana and Mississippi; it being possible,

under the conditions of these laws, for the railroad to go any-
where in the United" States and select the liest lands available,

in exchange for these worthless lands.

Mr. Stone : How does the value of the lands relinquished

by the railroads compare with the value of the lands exchanged ?

Mr. Lauck: Absolutely no comparison. The lands which
were relinquished were usually worthless desert lands. In the

case of the Atchison thev were desert lands which tliev had
had added to the Indian Reservation in the Southwest, which the

Indians did not want and nobody wanted. In exchange for

those lands they got some of the most valuable timber land in

the United States. The same way in the case of the Northern
Pacific. A special act was passed, enabling the Northern Pa-

cific to exchange a vast amount of its Avorthless lands and moun-
tain lands, after the timber had been taken from them, for

some of the l>est timber in the Northwest.

I would like to read in that connection, Mr. Stone—I liave

an appendix here—some remarks by Senator Chamlierlain of

Oregon.
Mr. Stone: All right.

Mr. Burgess: What page?
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Mr. Lauck: Page 47, This was a speech by Senator

Chamberlain, in connection with a Forest Lieu Legislation.

Mr. Stone: This speech was made in 1910?

Mr. Lauck: Yes, sir.

Mr. Stone: Congressional Eecord of March 29.

Mr. Lauck: 1910, yes, and was made in connection with

an act to authorize the Secretary of the Interior to further create

these forest reserves, and to permit the exchange of lands in

them for lands on the outside. At the bottom of page 47. the

next to the last paragraph, Senator Chamberlain in the course

of his remarks savs :

''I fully realize that these grants have hastened the devel-

opment of the country, but they have been made with a reckless

disregard of the rights of the people, and in many cases with-

out proper safeguards to secure performance of the conditions

of the grant. Take it in the State which I have the honor in

part to represent, where 3,821,901.80 acres were ganted to aid

in the construction of one railroad 360 miles in length nearly
half a century ago, Avitli the condition imposed that the lands

should be sold in quantities of not to exceed 160 acres to actual

settlers and at a price to exceed $2.50 per acre. Every stipu-

lation of the grant has been violated, and the company now
holds from sale for its own use in violation of the grant over

2,000,000 acres, greatly to the injury of the State and its

development. Other cases equally as flagrant might be cited

to show that Congress has been careless in the language it has

written into the grant as well as improvident in the disposition

of the public domain. I venture to say that if an appraisement
of the roadbeds of the country could be had, it would be found

that the lands granted were sufficient in value to have more
than paid for every mile of construction."

Then, on page 48, third paragraph, in explanation of the

Forest Lieu Legislation, he says, after the creation of these

forest reserves, "immediately there went up the demand—
whether from the settlers or not, it is unnecessarv at this time to

suggest—that those who were actual settlers within the limits

of the reserves so created, ought to be permitted to relinquish

their holdings within these reser\'es to the United States and

select equal areas in lieu thereof without the reserves. This was

based upon the assumption that their holdings had been rendered
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less valuable, and it was but just that they might be permitted
to select other portions of the public domain where settlement

would eventually take place and their holdings be rendered more
valuable. There could not have been any serious objection to

the granting of such demand, because the actual settlers who
had acquired rights under the homestead and other laws of the

United States were few in number
;
but in the enactment of a law

to carry out this i^urpose relief was granted not only to the actual

settler, but to ilie railroad companies as icell, and this right was
included in the sundry civil appropriation bill of June 4, 1897."

Then, on the next page, speaking of the supplemental grant
to the Northern Pacific—last paragraph—well, I won't read that.

I have just read that.

Top of page 50, continuing his remarks, he says :

''It must be remembered, too, that the grant companies have

not been compelled to surrender all of their lands within these

reserves, but the matter has been optional with them, and the

result has been that, as a rule, theif have relinquished tcorthless

lands and retained those ivhich were valuable for timber and

other purposes, and these they decline to relinquisli to the gov-
ernment."

Mr. Stone: To what extent has concentration of timber

ownership resulted from legislation making land grants to West-

ern railroads?

Mr. Lauck : It has resulted in the fact that the timber hold-

ings of the country are now practically held by three Western
railroads.

Mr. Stone: What are those three roads?

Mr. Lauck: I believe I mentioned a while ago that the

Southern Pacific Raili'oad Company was the largest timber owner

in the United States. The Weyerhaeuser Lumber Company^^
which bought its tinil)er from the Northern Pacific, is second.

And it is claimed that the Weyerhaeuser and the Northern Pacific

are related in their management and operation, although no one

knows about that. And third, the Northern Pacific, is the third

largest holder of standing timber in the country. And the

Atchison has much valuable timber.

The Bureau of Cor])orations, in 1910, pointed out that the

Atchison, the Northern Pacific and the Southern Pacific had an

area equal to England. T l^elieve I mentioned that, though.
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Mr. Stone : And if your exhibit is correct, on page 38, on

June 30, 1910, the Atchison, Topeka & Santa Fe Company owned

9,653,000 acres of land!

Mr. Lanck : Yes, that is correct, I think. That is taken

from their annual report. That shows that the land has not been

distributed to aid in the development of the country.

Mr. Stone : How many billion feet of standing timlier is it

estimated that the Soutliern Pacific Company controls?

Mr. Lauck: 106,000,000,000 feet, I think. Their holdings
whicli they secured from the Oregon & California alone, the

Bureau of Corporations speaks of as foHows: It says:

"It is difficult to give an idea of the immensity of this hold-

ing. It stretches i^ractically all the way from Portland, Oregon,
to Sacramento, California, a distance of 682 miles. The running
time of the fastest train between these two points is thirty-one

hours; yet during all that time the traveler is passing through

lands, a large proportion of which for 30 miles on each side of

him belong to the corporation over whose tracks he is riding and
in almost the entire trip 60 miles wide and 682 miles long, this

corporation is the dominating owner of both timber and land.'^

Mr. Stone: AVhat has been the increase in the price of

standing timber during the last twenty or thirty years, and what
is the present approximate value per thousand feet in the Pacific

Northwest ?

Mr. Lauck: According to the computation of the Bureau
of Corporations in its investigation of the concentration of tim-

ber holdings, the price of standing timber has more than quad-

rupled, up to 1910. It says that: "Some of the increases in the

Pacific Northwest during this period were from 15 cents to .$2.50

per thousand feet, and from 75 cents to $2.50 per thousand; on

the lake states from $4.00 to $10.00 per thousand, and from $2.00

to $6.00 per thousand. In the Gulf states from 10 cents to $3.00

per thousand, and from I2V2 cents to $4.00 per thousand."

Mr. Stone : What is the estimated value of land owned by
the Southern Pacific Company? I mean for oil and timlier alone?

Mr, Lauck : The estimated value, on a conservative basis,

of say $2.00 a thousand feet for the timber holdings of the South-

ern Pacific, would make the timber holdings worth about $250,-

000,000, or $225,000,000. The oil holdings of the Southern
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Pacific, which were secured fram tlie grant of the Central Pacific,

are estimated all the way from $100,000,000 to $700,000,000.

The Wall Street Journal, in connection with the recent suit

by which the government attempted to force the relinquishment
of these lands, esthnated the value to be $700,000,000.

Mr. Stone : So, according- to the Wall Street Journal, the

oil land is worth $700,000,000 and the timber land is worth $225,-

000,000 at the present timef

Mr. Lauck: The Bureau of Corijorations estimated it at

$2.50 per thousand feet, which would make it about $250,000,000,

something- of that kind. That is all carried on the books of the

company.
Mr. Stone: That is not carried at that value at all?

Mr. Lauck: It is carried on the books of the company at

only $34,000,000 in ])ar value, the result l)eing there is an im-

mense hidden asset there, which is equivalent to hundreds of mil-

lions of dollars. No one knows, or could know, unless they had

access to the records of the Southern Pacific.

The same is true of the Northern Pacific. The Northern

Pacific, in the case of its land grants, whenever it sold land,

charged olT the cost of land to the Northern Pacific estate. They
have already charged off much more than the land ever cost them,
and their present holdings are worth about $50,000,000 on a con-

servative basis. So there is a hidden asset there of $50,000,000.

Mr. Stone: And the Southern Pacific holdings, in both oil

and timber, is shown at a book value of $34,000,000 :'

Mr. Lauck: $34,000,000.

Mr. Stone: Which at a conservative estimate is worth be-

tween $700,000,000 and $900,000,000:'

Mr. Lauck : Yes.

Mr. Stone: Well, was it the intention of Congress that

land should pass to the railroad, if later it was found to contain

minerals other than coal or iron ?

Mr. Lauck: It was thought that, according to the grant,

the land would revert to the government; the mineral rights

would revert to the government. That case was made against
the Southern Pacific to attempt to secure the oil lands and min-

eral lands, and it was decided by the Supreme Court against the

government.
Mr. Stone: Well, in the meantime, before it went to court.
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what steps did the Southern Pacific Company take? They sold

it to the Southern Pacific Land Company, did tliey not?

Mr, Lauck: Yes. They have a subordinate company
called the Southern Pacific Land Company.

Mr. Stone : So the land was in the hands of innocent pur-

chasers, anyway?
Mr. Lauck: Well, they own all the stock of it.

Mr. Stone : Well, they sold from themselves to themselves ?

Mr. Lauck: Yes; made a subordinate corporation to

hold it.

Mr. Stone : And what did they get for that oil land ?

Mr. Lauck: They capitalized the company at $5,000,000.

They hold it all under—
Mr. Stone: And turned over some 5,000,000 acres?

Mr. Lauck : Something like that
; 4,000,000 acres was sold

to the Southern Pacific Land Company.
Mr. Stone: That is $1.25 an acre?

Mr. Lauck: Yes.

Mr. Stone: For the oil land?

Mr. Lauck : Yes. In connection with page 27, the annual

report of the stockholders of the Southern Pacific, for 1914, we

find, at the middle of the page, there comes in this decision of

the Supreme Court, which gives an indication as to how valu-

able they consider this land, saying, after the result of this de-

cision, that they were now secure in the possession of this land,

unless it could be shown to be a fraudulent enterprise, which, it

was said, could not be done. It says :

"It is a subject of much satisfaction that our title to the

valuable lands in question may now be regarded as unassail-

able."

Mr. Stone : Also that last paragraph at the foot of the

same page shows the land remaining unsold on March 5, 1912,
in California*?

Mr. Lauck: Yes, sir; the land amounted to 4,000,000

acres, the same 4,000,000 we were just speaking of.

Mr. Stone: That is the same 4,000,000 of oil lands we
were just discussing?

Mr. Lauck: Yes.

Mr. Stone: $4,060,000, instead of $5,000,000?
Mr. Lauck : Yes, sir; and issued capital stock of $5,000,000
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against it, to carry it. Of course, it doesn't make much differ-

ence. It is just a holding device.

Mr. Stone : And on page 28 you find the number of acres

of land remaining unsold in the hands of the Southern Pacific

Land Company, on June 30, 1914?

Mr. Lauck: Yes.

Mr. Stone: 3,845,992 acres.

Mr. Lauck: That is just the land company.
Mr. Stone: That is the land company.
Mr. Lauck: And they hold lands of the Central Pacific,

and also hold—the Southern Pacific Company itself holds land.

That does not represent all the land. That is the oil land we
have been speaking about.

Mr. Stone: That is that $5,000,000 company?
Mr. Lauck: Yes.

Mr. Stone: There was one point on page 15 that I think

j^ou overlooked. That last paragraph; in regard to what the

stockholders have received in dividends, two paragraj)hs, really.

Mr. Lauck: That is, ''Had the railroad been built and

managed on a proper basis"?

Mr. Stone :

' ' Had the Pacific railroad been built and man-

aged upon honest methods."

Mr. Lauck: ''These companies as a whole could have de-

clared dividends at the rate of 6 per cent per annum for eighteen

years from the date of actual completion upon all the moneys,
that they would have been required to pay in to complete and

equip the roads."

The second paragraph I read in the previous description.

The Chairman: Will you suspend?

(Whereupon, at 12:30 o'clock P. M., a recess was taken

until 2:30 o'clock P. M.)

After Eecess.

W. JETT LAUCK was recalled for further examination,
and having been previously sworn, testified as follows:

Mr. Stone : Have you anything further you want to say on

that particular question we were on when we adjourned at noon,
Mr. Lauck?

Mr. Lauck: No, sir, I believe not.
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Mr. Stone: What do yon want to take np next! Is there

anything- further you want to say on any part of the exhibit I

It is a fact that a great many of the railroads are still holding

this land, allowing- it to increase in value, and it is not for sale

to prospective purchasers; in fact it is not on the market at all,

is it?

Mr. Lauck: In the case of the Southern Pacific, that is

true.

Mr. Stone : It is not true ?

Mr. Lauck: I say it is true in the case of the Southern

Pacific. Other cases I do not know of. The Southern Pacific

owns the Oregon & California.

Mr. Stone : And they own the large tract of timber which

came with it ?

Mr. Lauck: They own 106,000,000,000 feet, which they are

evidently reserving- to accrue value on, which may be the basis

of future capitalization or future distribution of profits to the

stockholders.

Mr. Stone: I think this morning, in reply to a question
from Mr. Park, in regard to paying a high percentage on bonds,

you answered that you did not think the public would stand for

a 15 or 20 per cent payment. Would it not be possible for th^
owners to pay off their bonds and own the property and then get

whatever it would earn?

Mr. Lauck: Yes, I think so. Of course, it has been charac-

teristic of railroad finance that they rarely if ever pay their

debts, in that sense; they refund their fixed indebtedness and

continue it in another form. The case of the L^nion Pacific was
a direct obligation to the LTnited States Government, but the

usual procedure is to continue the funded debt and accumulate

funded debt as the years go by.

Mr. Stone: So as to increase their capitalization?

Mr. Lauck: It maintains and perpetuates all three existing

capitalizations; that is, it would seem to me—I believe what you
have reference to, we were talking of the Union Pacific special

dividend, and I made the statement that it would seem to me
better to pay the proceeds by retiring- some of the funded obliga-

tions of the company rather than to distribute it to the stock-

holders.

Mr. Stone: I do not think you just get my idea. What I
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was trying to bring out is this, if I go into a building and loan

association, I go into it with the hope that some day I will pay
it oft" and own my property.

Mr. Lauck: Yes.

Mr. Stone: Why could not a railroad apply the same

method and pay oft' their bonds and pay oft their outstanding

stock and really own it, free of indebtedness?

Mr. Lauck: They could. T think sound principles of

finance would indicate that they should do that; that is, they
should create a sinking fund in connection with the bonds and

retire them at maturity.
Mr. Stone: But instead of that, they get out a new issue,

with a little more?
Mr. Lauck: They generally get out a new issue and con-

tinue the old issue in another form.

Mr. Stone: With the result of that and the fictitious cap-

italization that was given to them at the time the bonds were

issued, in the shape of either preferred or common stock, that

there is a constant drain on the earnings of the road?

Mr. Lauck: Yes, it is a perpetual and continuous drain.

Mr. Stone: And there is no end in sight for them?
Mr. Lauck: No.

Mr. Stone: So that is going on right at the present time?

Mr. Lauck: These refunding operations are continually

going on, yes, sir; none immediately, but there was a great deal

of it done in the early part of 1914.

Mr. Stone : They also increase their capitalization every
time they refund, do they not—in nearly every case, at least?

Mr. Lauck: In a great many cases they do. I could not

answer that categorically, yes or no.

Mr. Stone: Then, summing up this exhi])it, Mr. Lauck,
what do you get from it?

Mr. Lauck : The point I have in mind in this exhibit, is not

to expose the corrupt j)ractices, or to go into any muckraking
relative to railroad finance, but simply to develox:> the point that

a result of the beginnings of financial operations of the railroads

was that the original intent of the land grants was perverted;
that the results of them were dissipated ;

that the capitalization

issued upon the basis of these land grants represented no real

values, and that has been continued and is a drain upon the pro-
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ductive efficiency of the railroads at the present time
; and, there-

fore, revenues must be provided from operating efficiency, or

from the work and efficiency of the men, to meet the interest

charges upon this capitalization; and, in the second place, that

the intent of the grants has been violated, by retaining the land

and holding it for increased values, which, in the case of the three

leading railroads, at least, is represented by concealed assets,

and would indicate a much greater ability to pay, or much

greater financial strength than was indicated by their report^
to the Interstate Commerce Commission.

Those are the two points that I had in mind. Really, the

main point that I have in mind is the drain upon the present pro-
ductive efficiency, caused by financial mismanagement and the

issue of fictitious capitalization in the past; that it is not fair

to claim that there are not revenues available to remunerate em-

ployes for increased work and increased output, when the reve-

nues which are developed are used for the purpose of paying
dividends upon stock and bonds, which have been issued without

consideration.

Mr. Stone: I think there was a question whether or not

the Illinois Central had ever been granted any land. Do you
recall how much land the Illinois Central was granted by the

State of Illinois?

Mr. Lauck: I don't recall the exact figures. They are

given on page— —
Mr. Stone: You have it in the summary, have you not ?

Mr. Lauck: Illinois Central, 2,595,133 acres.

Mr. Stone: Page 5.

Mr. Lauck: Of which they have remaining at the present
time a small amount. Their report, neither to the stockholders

nor to the Interstate Commerce Commission, shows any land at

the present time owned by them. It has all been disposed of.

Mr. Stone : It is a fact, is it not, that the Atchison, Topeka
and Santa Fe Company purchased from—well, they received

under the old Atlantic & Pacific Land Grant 735,000 acres of

land, which they exchanged under the Land Lieu Law for land

that was valuable in the Northwest?

Mr. Lauck : For very valuable timber land, the best timber

land, if I recall correctly, in the states of Oregon and Wash-

ington.
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Mr. Stone : And this 135,000 acres that they exchanged,
consisted of lava beds, and denuded forests, mountain peaks
and so forth, that was practically of no value whatever?

Mr. Lauck: A considerable portion of it was desert land,

which was not suitable for agriculture, not suitable for any pur-

pose, even for the residence of Indians.

Mr. Stone : Is that the one that the Senator, in describing-

it, said a coyote would have to carry a knapsack in order to travel

over it?

Mr. Lauck: I think Senator Ashurst, of Idaho, made a

speech in the Senate, claiming that the Santa Fe had deliberately
extended the limits of these Indian reservations, for the purpose
of getting rid of some of their worthless land and getting good
iand„

Mr. Stone : Anything further you desire to say on this

exhibit ?

Mr. Lauck: Nothing further that I recall.

Mr. Stone: That is all, Mr. Sheean. Cross examine.

Mr. Sheean: No cross examination.

Mr. Stone : We will take up our next exhibit, then. Do
you want to present 59 and 60 together?

'

Mr. Lauck : Yes, and the little pamphlet that goes with 60.

Mr. Stone: We desire to present, Mr. Chairman, as our

next exhibits, Nos. 59 and 60. They really go together. They
are practically on the same subject, ''Intercorporate Relations

Through Stock Ownership, Interlocking Directorates, and Con-

centration of Financial Control of Western Railroads."

I also have prepared—it is not entered as an exhibit, but

simply for convenience—two of the maps that appear in the

back part of the book, in a folder by themselves. I have simply
had them prepared for the convenience of anyone who wanted
them. We have a lot of extra copies of these.

(The documents, so offered and identified, were received

in evidence and thereupon marked ''Employes' Exhibits Nos.

59 and 60, March 2, 1915.")

Mr. Stone: Will you explain the objects of Exhibits 59

and 60? They are to be considered together, are they not?

Mr. Lauck: Yes, sir. The object in presenting this ex-

hibit is to show that there is a concentration of control, of
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credit, by the interlocking tinancial institutions, primarily in

Xew York, with affiliations elsewhere.

Without attaching any blame to the railroads, there has

also arisen, through the natural evolution of credit and capital
and business conditions, an interlocking and a concentration of

control of railroads by the financial institutions. The result of

that has been the dominance of the financial management of

Western railroads by these financial institutiojis, which has

led to financial ])ractices which we claim are undesirable and

indefensil)le, and which have resulted in issuing capitalization
and absorbing the productive efficiency of the men, and of the

railroads as a whole.

The first point I will take i\\) is Exhibit Xo. 59, entitled

''Intercorporate Relations Through Stock Ownershi]). Inter-

locking Directorates and Concentration of Financial Control of

Western Railroads."

Exhibit Xo. 60 is an elaboration jirepared In* Mr. Stone,
of this Exhibit, showing the intercorporate relationship through
stock ownership and the financial affiliations of Western Rail-

roads. The little booklet which is submitted informally with

this exhibit contains the two diagrams which appear in the

book of Mr. Stone's exhibit.

The first point to which I would direct attention is found

on pages f, 2 and 8 of Exhibit 59. It has to do with the fact

that there has developed a concentration of control of credit by
interlocking financial institutions. The three groups repre-

sented, so far as railroads are concerned, are the three groups
that are dominant in all activities, being the so-called Morgan
grouji, the so-called Rockefeller group, and the so-called Gould

group.

On pages 1 and 2, are given the names of the institutions

which primarily belong to these groups. That is, the Morgan
group is made up primarily of the firm of J. P. Morgan & Com-

pany, the Guaranty, Metropolitan, and ITnion Trust Companies,
the First Xational Bank of Xew York, and the First Xational

Bank of Chicago.

The so-called Rockefeller group has its center in the

Xational City Bank in Xew York, and affiliated with it are the

United States Trust Company, the Central Trust Company, the
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Illinois Trust & Savings Bank of Chicago, and Kulin-Loeb &

Company, private bankers.

The Gould group, which is used here, because there are so

many Gould roads in the West, is a subordinate group really to

the Rockefeller group, and centers about the Equitable Trust

Company in New York, and affiliated with it are Kuhn-Loeb &

Company, the Guaranty Trust Company, and the First Xational

Bank of Chicago.
It is not intended to claim that these groups stand out dis-

tinctly and independently, but they are interlocked among them-

selves and work in harmony among themselves.

On page 3 is a diagram showing the interlocking of the

various directors of these banks and trust companies.
In the case of George F. Baker, who is identified with the

First National Bank, we have him as a director of the First

National Bank of New York and the Guaranty Trust Company,
which are both Morgan institutions, or members of the Morgan
group.

T. DeWitt Cuyler, is a director of the Metropolitan Trust

Company, the Union Trust Company, the Guaranty Trust Com-

pany and the Equitable Trust Company, being affiliated with

both the Morgan and Gould groups.

Henry P. Davison, a member of J. P. Morgan & Company,
is also a director of the First National Bank, J. P. Morgan &

Company and the Guaranty Trust Company.
August D. Juilliard is connected with both the Morgan and

the Eockefeller groups.
Thomas W. Lamont is connected with the Morgan group.

Edgar L. Marston, with the Guaranty Trust Company and

Central Trust Company.
William H. Porter, with the Morgan group entirely.

James J. Hill, with the Morgan group, a director of the First

National Bank of New York and also of the First National Bank
of Chicago.

Arthur C. James is a director of the First National Bank,
a Morgan bank, and the United States Trust Company, a Rocke-

feller institution.

John J. Mitchell, of the First National Bank of New York,
a Morgan institution, and the Illinois Trust & Savings Bank of

Chicago, an alleged or so-called Rockefeller institution.
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Edward T. Jeffeiy, of the Gould roads, is a director of the

Equitable Trust Company and First National Bank of Chicago.
Otto H. Kahn, of the firm of Kuhn-Loeb & Company, is also

a director in the Equitable Trust Company.
And so on, through the list of directors given there. The

conclusion is that we have twenty-four directors controlling

these thirteen fimdamental, you might say, banking institutions,

which, with their affiliates, are alleged to control the credit and

money of the country.
The attempt has been made in the diagram on page 3, to

show the financial resources of these thirteen banks. In addi-

tion to that, the Pujo Committee found that these inner related

groups really control about $2,104,000,000 of credit.

Passing from this point, then, as to the inner relation of

credit and financial institutions, the next point I want to take

up is in Section 3, page 4, as to how the banks control the

railroads. I think that the railroads have not sought these affili-

ations, but that they have come about through the banking in-

terests seeking this control themselves. On page 5, you will

find a table showing the interlocking of banks and of the leading
railroad companies of the West. On page 4, a list of these

railroads is given. That is. Union Pacific; the Atchison;
Southern Pacific; St. Paul; Northern Pacific; Great Northern;
the Eock Island; North Western; Canadian Pacific; Illinois

Central; Missouri, Kansas & Texas; Missouri Pacific; Texas &
Pacific; St. Louis Southwestern; International & Great North-

ern; St. Louis & San Francisco; and Canadian Northern are

taken as being the independent roads of the West. Then, the

Canadian Pacific is eliminated, as being affiliated with the Bank
of Montreal, and the Frisco, as having no outside banking

affiliations, and the Canadian Northern, which also has no bank-

ing affiliations, leaving fourteen roads which, practically, are

the independent roads in the Western territory.

On referring to page 5, we then find through the interlock-

ing of the banking institutions which we have just been con-

sidering, and of these roads, that the twenty-four directors of

these affiliated banks are represented on the boards of these

roads, and practically control, or have a deciding voice in direct-

ing the financial operations connected with all the railroad mile-

age in the West.
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Passing then to page 10, tliere is a series of diagrams show-

ing the intercorporate relations through stock ownership of

Western roads.

Taking these fourteen independent roads, and starting with

the Eock Island, we have the Eock Island Company, owning
the Eock Island Eailroad, which in turn owns the railway, and

which in turn owns the Chicago, Eock Island & Gulf, and owns

a half interest in the Trinity & Brazos Valley, in connection

with the Colorado Southern.

The Missouri Pacific, on the succeeding page, controls the

Iron Mountain; Colorado Midland, with the Denver & Eio

Grande—the Denver & Eio Grande, through a family under-

standing of the Eockefellers. According to the financial press,

the Goulds, in connection with the Eockefellers, control the

Denver & Eio Grande, although the Gould interests have not a

majority of the stock in the Denver & Eio Grande. But accord-

ing to latest developments, I think this has passed under the

control of Kuhn-Loeb & Company, and is now being gotten ready
for reorganization, and for refunding of its obligations in con-

nection with the Western Pacific.

On Page 14 is shown the International & Great Xorthern.

Page 17, the roads controlled by the Great Northern Eail-

way.

Page 18, the roads controlled by the Illinois Central.

Page 19, the roads controlled by the St. Louis Southwestern.

Page 20, the Texas & Pacific.

Page 21, the Canadian Pacific.

Page 22, the Chicago, Milwaukee & St. Paul.

Page 25,. the Union Pacific.

Page 27, the Northern Pacific.

Page 29, the Missouri, Kansas & Texas.

Page 30, the Chicago & North Western.

Page 33, the St. Louis & San Francisco.

Page 35, the Atchison, Topeka & Santa Fe.

Page 37, the Southern Pacific. Which brings us to page

38, which, together with the diagram opposite, is an attempt to

show how the control has financially concentrated in the bank-

ing institutions.

The top part of the diagram opposite page 38 is a repro-

duction or replica of the preceding diagrams we have just been



6008

speaking of, showing' the intercorporate relationship, through
stock ownership. The perpendicular lines coming from inde-

pendent companies to the horizontal lines representing directors

on the independent roads who are directors in the financial

institutions, the thirteen financial institutions of which I have

been speaking, and the horizontal lines lead from the directors

to the financial institutions.

So the conclusion at which I arrived was that in the last

analysis the thirteen financial institutions already referred to

control the fourteen independent Western railroads, which in

turn control all the rest of the Western roads, parties to these

proceedings ;
and going back to the ultimate analysis of the con-

trol and the financial institutions, we find, according to the

Pujo report on the concentration of money and credit, that these

thirteen financial institutions are controlled by the Morgans,
Eockefellers and the Goulds, really two groups of interests, the

Morgan and the Rockefeller interests, because the Goulds and

the Rockefellers are so bound together that they really are one.

Mr. Stone: There is no question in 3^our mind, Mr. Lauck,
about this diagram being correct, is there?

Mr. Lauck: Xo, sir, not at all.

Mr. Burgess: Then we pass to the fact, if I understand

you correctly, that the Morgan and Rockefeller interests prac-

tically control all the railroads west of Chicago?

Mr. Lauck: Yes. The institutions of which they are dom-

inant control the roads west of Chicago, and ultimately deter-

mine any policy that these roads may adopt.

The point which I wish to build on that is that owing to

the financial management of these railroads, the productive

efficiency of the employes has been absorbed by capitalization

used under this financial control.

Pages 41 to 56 are simply the printed basis of the diagram,
and also show for the ten representative roads which I consid-

ered in the statistical argument—how representative they are.

If I might, I would like to refer to page 51, for a moment.

Mr. Burgess: Mr. Lauck, before passing this exhibit, I

am not sure that I understand it. These square blocks give the

railroads
; following the perpendicular line, until it connects with

the horizontal line, you follow that line into the banking house,
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and from the banking lioiise to the interest lliat eontrols bank-

ing.

Mr. Lauck : Exactly. These are the so-called independent
"Western Railroads on the base. These (indicating) are the rail-

roads they control, throngh stock ownership. These (indicat-

ing) are the directors, and where yon see three lines there, it

means, say, the Sonthern Pacific has three directors who are

directors of the First National-—no, the Eqnitable Trnst Com-

pany.
Mr. Burgess: But by following those ])erpendicular

lines—
Mr. Lauck : You come into the bank, and following these

lines, you come back to the financial group of which those banks

are a part.

Mr. Burgess : I just wanted to get that clear.

Mr. Lauck : You will notice that the banks themselves are

intertwined, that is, there is an inner relation between the three

groups, and the point that the Pujo Committee made, in its

study of credit and control of credit, was that, and is really the

point that we base our arginnent ui)on here—was that first, com-

petitive railroads had been brought under the control of these

financial institutions; competition has been eliminated, which

may be a good thing or may be a bad thing—
Mr. Burgess: Now, Mr. Lauck, I don't understand the

Pujo Committee.

Mr. Lauck: Oh, I beg your pardon. The Pujo Committee
was the so-called committee on the money trust, which made its

report a little over a year ago, and wliicli made an investigation
under a committee of Congress, appointed by Congress, to in-

vestigate the concentration of control of credit and money,
and it made a study of the relations of the flow of money to

New York, under our old banking system, which aggravated
that, and of the control of the banking resources, and of the

gradual building up of great financial institutions in New York,
which controlled these banking resources

;
of their relations with

each other, and of their dominance by certain groups of finan-

ciers, such as Mr. Morgan and Mr. Rockefeller. The central

figure in the so-called group is J. P. Morgan & Company; of

the Rockefeller group, is the National City Bank of New York,
and then, running out from these groups are different financial
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institutions in New York and tliroiigliout tlie country, which are

affiliated with them, and also affiliated with them are certain

private bankers, like Kuhn-Loeb & Company and Speyer & Com-

pany, which makes a specialty of underwriting railroad securi-

ties, industrial corporation securities, and of distributing them
to the public. In other words, they act as fiscal agents of rail-

roads, as I will bring out in a moment.
Mr. Burgess : And this Pujo Committee was appointed by

Congress ?

Mr. Lauck: Yes, sir, an official investigation.

Mr. Burgess: And they did make a report to Congress?
Mr. Lauck : Yes, sir, they held extensive hearings and had

leading financiers before them, J. P. Morgan himself appeared
before them.

Mr. Burgess: And this report is based on their report?
Mr. Lauck: It is fundamentally based on their report. I

have dujilicates of the Pujo Committee reports here which might
be given to the Board, Mr. Stone.

Mr. Burgess : So, Mr. Lauck, if this information, as set

forth in this exhibit, is questioned, the Board must understand

that this is based on fundamental information given to Congress

by a committee appointed by Congress for the purpose of mak-

ing this investigation!
Mr. Lauck : Yes

;
and before which committee appeared the

leading bankers and financiers of the country, the late Mr. Mor-

gan, Mr. Baker, Mr. Reynolds, of the First National Bank of

Chicago, and the leading financiers of the country who had

handled these financial matters, and who testified as to the

concentration of control of credit and money. Some of the ex-

tracts of their testimony I hope to be able to read directly, to

show the significance of it.

If there are no questions along that line, I would like to

refer to page 56. There it is shown from the testimony before

the Pujo Committee how the banking houses act as fiscal agents
of the railroads and what that term means. That is, the National

City Bank and the First National Bank, not being permitted,
of course, by law, to act as fiscal agents, have subsidiaries in

the form of trust companies which do this work for them. Of

course, a firm like J. P. Morgan & Company and Kuhn, Loeb
& Company, exist primarily for that purpose.
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Ou page 56, is given an excerpt from Mr. Morgan's testi-

mony relative to acting as fiscal agents for the New York Cen-

tral Eailroad, in wiiicli Mr. Morgan says he has been a member

of the Board of Directors of the New York Central Railroad for

35 vears, and a member of the Executive Committee ;
and further

down on the page is given the form of resolution passed by the

Board of Directors of the Lake Shore, Michigan Central and

New York Central, appointing Mr. Morgan's firm as fiscal agent

for those lines. This was in the form of a letter addressed by
Mr. Morgan's firm to W. C. Brown, then president of the New
York Central Eailroad, and reads as follows :

''Dear Sir:

The vote of the board of directors of your company
on the 16tli day of December, 1908, whereby we were appointed

sole agents of your company to act for it whenever it requires

the services of bankers to dispose of its securities, provides that

our commission on the sale thereof shall be such as may be

agreed upon by us and your finance committee. We are in-

clined to think that it would be more satisfactory, both to your

company and ourselves, that a general rule be established to

cover this question. We therefore propose that it be agreed
that our commission on such sales shall be iy2 per cent on the

par value of all such securities
; provided, that in case of a se-

curity having less than six years to run, then the commission

shall be at the rate of 14 of 1 per cent for each year of the life

of the security.
' '

Mr. Stone : Do you understand from that that they simply
acted as agents and sold them on the open market, or did they

buy and sell again?
Mr. Lauck : They bought and sold again. This term fiscal

agent means that they would act as the agent of this company
in handling all security issues of that company, for which they

should receive a commission of V^/o per cent on the par value

thereof, in addition to any difference in the price at which they

might place the security on the market and which they got it

from the company. It would mean that, and it has developed
in practice and banking ethics in New York and elsewhere, there

is no competition for the sale of securities. That is, if Morgan &

Company were fiscal agents for the New York Central, no other

banking firm would compete with them to get the security issues
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of the New York Central. And the method of })iitting the se-

enrities on the market consists of J. P. Morgan & Company ask-

ing other banking institutions, or really telling them what ].ro-

portion had been allotted to them, which they wonld in tnrn

allot to their associates, and in that way they wonld be distrib-

uted to the jmblic. There is absolutely no competition, accord-

ing to the testimony of witnesses before the Pujo Committee
and elsewhere, in the issue of these securities and in the handling
of them. Does that answer your question, Mr. Stone?

Mr. Stone: It was quite common and has develoi)ed in

some of the investigations, that securities which were worth on

the open market perhaps 102 were sold to tliem for one or two
cents less than the market price?

Mr. Lauck: That is quite usual, yes, sir. Take, for in-

stance, the recent Pennsylvania loan, $49,000,000; I think that

Kulin, Loeb & Company bought that for a certain price less 2V>

per cent. They had to agree that they would not sell them at

less than par or lower than a certain amount, and the ditference

between that price and the price they got was profit to them, and

also they got 2i/> per cent commission for handling securities.

It seems to me that that security issue clearly demonstrates the

evils of this method of financial dominance and control. There

was a bond issue of $49,000,000 in the last month that was over-

subscribed many times by the |)ublic, and sold at al)ove par, and

yet Kuhn, Loeb & Company, the bankers, got a commission of

214 per cent for issuing that security, and also a profit on the

difference between what the Pennsylvania Pailroad sold it to

them for and what they got from the public. The same thing
was practically true of tlie New York Central in its recent $100,-

000,000 issue, sometime in the last month. There was $2,500,000

paid to the bankers, Morgan & Company and affiliates, for issu-

ing those securities, which could have been sold on the open

market, and were sold, and many times over-subscribed, and

that money could have been availalile for other pur]ioses.

Mr. Burgess : Did I understand you to say that $49,000,000

was over-subscribed l)y the public?

Mr. Lauck : I have forgotten, T think it was 19 or 20 times

the Pennsylvania bond issue of last month.

Mr. Burgess : That would not indicate that there was any
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fear on the part of the owners of capital to invest in railroad

securities, would it ?

Mr. Lauck : It was heralded as a new era in railroad credit,

as compared with pre-existing conditions
;
that is, it indicated

that the jDeople w^ere perfectly willing to subscribe to a good se-

curity and did over-subscribe it many times, and paid more

than par for the security.

Mr. Burgess : It w^ould clearly indicate, if $49,000,000 was
over-subscribed 19 times by those who had capital, that they

were eager to purchase railroad securities?

Mr. Lauck: Yes, good railroad securities.

Mr. Burgess : Yes, good railroad securities.

Mr. Lauck: The same thing was true of the New York

Central's recent $100,000,000 loan, that w^as over-subscribed.

Mr. Park: They w^ere afraid to put it in the building of

new lines
; they W' anted to put it in a mortgage.

Mr. Lauck: Well, they might still have the mortgage on

the new line. Of course, that would be a more risky proposition,

as you say, Mr. Park.

Mr. Stone: They are putting a tremendous load on the

old line, are they not, on the productive efficiency of the old

line?

Mr. Lauck: "Well, it was putting $19,000,000 more on the

old line, unless they bought new equipment or extended the old

line; of course, they must have purchased something with it,

otherwise the bonds would not have had anything back of them.

Must have been new buildings, new equipment or new improve-
ments.

Mr. Stone : It was also brought out in this same investiga-

tion that 3^ou have excerpts from here, Mr. Morgan took the po-

sition that they must have control.

Mr. Lauck: Yes, sir.

Mr. Stone: In order to finance the road?

Mr. Lauck: Yes, sir; that is shown on page 61. Mr. Un-

termyer asked Mr. Morgan: ^'You are opposed to competition,
are you not?

Mr. Morgan: No; I do not mind competition.
'

Mr. Untermyer: You would rather have combination,
would 3^ou not?

''Mr. Morgan: I would rather have combination.

if
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''Mr. Untermyer: You would rather have combiuation

than competition!
"Mr. Morgan: Yes.

"Mr. Untermyer: You are an advocate of combination

and co-operation, as against competition, are you not?

"Mr. Morgan: Yes; co-operation I should favor.

"Mr. Untermyer: Combination as against competition?
"Mr. Morgan: I do not object to competition, either, I

like a little competition.
"Mr. Untermyer: You like a little if it does not hurt

you? Competition that hurts you, you do not believe in?
' ' Mr. Morgan : I do not mind it. What I mean to say is

this—now, another point—may I go on for a moment?
"Mr. Untermyer: Certainly.

"Mr. Morgan: This may be a sensitive subject. I do not

want to talk of it. This is probably the only chance I will have

to speak of it.

"Mr. Untermyer: You mean the subject of combination

and concentration?
' ' Mr. Morgan : Yes

;
the question of control. Without you

have control, you can not do anything.
"Mr. Untermyer: Unless you have got control, you can

not do what?
"Mr, Morgan: Unless you have got actual control, you

can not control anything."

Does that answer your question?

Mr. Stone : That answers the question.

Mr, Lauck: Referring to this question of fiscal agencies

again, J, P, Morgan & Company have these agencies with the

New York Central, the New Haven, and the Great Northern

Railroad, and so far as public records are concerned, however

many other agencies exist, we don't know anything about.

As an example of profits resulting from fiscal agencies, I

refer to the bottom of page 58. The Pujo Committee found that

$1,950,000,000 of securities of interstate corporations were is-

sued during the period of 1902-1912.

Mr. Stone: What page did you say?

Mr, Lauck: Bottom of page 58, the next to the last para-

graph. Those were issued by J. P. Morgan & Company during
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the period of 1902-12, $1,950,000,000 in securities of interstate

corporations, which earned $29,250,000.

Mr. Stone : That was the profits for the underwriting com-

mission?

Mr. Lauck: Yes, just securities issued by J. P. Morgan &

Company during this period of twelve years. With no reference

to what profit they may have made on the price for w^hich they

bought the securities; the difference between that and the price

for which they sold them. Of course, we have numerous cases

like in the case of the Alton securities, which were bought by
Kuhn-Loeb & Company for 60 and sold for 90 and 96, and still

they got the commission of 2y2 per cent, and $26.00 on every

par share.

On page 59 Mr. Morgan testifies that there is no competition

in the issue of securities, and also gives as his opinion that these

securities could not be marketed in the way that other securities

are, by appealing to the public for a market, which the Pujo
Committee did not agree with him on.

The next point I will take up is how these financial interests

dictate who shall be presidents of the railroads, and practically

make and unmake railroad presidents. That is found on page 90.

There we have on page 90 the testimony of Mr. Morgan
that he named the directors of the Steel Corporation. On page

91, we have the testimony of Mr. Morgan, which was also brought
out in the Northern Securities case, that he named the directors

of the Northern Pacific at the time it was reorganized, and then

Mr. Baker's testimony there—I should have said Mr. Baker tes-

tified that Mr. Morgan named the directors. Mr. Morgan did

testify that in the Northern Securities case also.

Mr. Baker also testified as follows:

"Mr. Untermyer: As a matter of fact, most of these rail-

road presidents nowadaj's are practical railroad men, are they

not?

"Mr. Baker: Yes, sir."

Mr. Baker is president of the First National Bank of New
York.

"Mr. Untermyer: Are they selected generally by the

financial interests that are responsible for the road, for its suc-

cessful operation?
"Mr. Baker: That is so in this case.
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''Mr. Untermyer: Is not that the rule?

"Mr. Baker: Yes, I think so."

Then on page 93 we have some testimony from the recent

New Haven case, in which Mr. Mellen testified as to the domi-

nance of Mr. Morgan on the Board of the New Haven, and then

the following testimony was brought out:

"Mr. Folk: Did Mr. Morgan first suggest to you the idea

of becoming president of the New Haven Eailroad?
' 'Mr Mellen : I forget whether it was Mr. Morgan or the

late William D. Bishop. They were both interested in having
me leave the Northern Pacific and come to the New Haven, but

my personal relationship was more with Mr. Morgan than vdih.

Mr. Bishop.
"Mr. Folk: Were any plans outlined to you at the time

you were asked to be president of the New Haven Eailroad?

"Mr Mellen: No.

"Mr. Folk: "Wliere did you meet Mr. Morgan in connec-

tion with your presidency of the New Haven Eailroad!
' ' Mr. Mellen : Almost entirelv in his office in New York. ' '

And then Mr. Mellen stated that he went there frequently,

in connection with the Northern Pacific, about ten times a year,

and then Mr. Polk said :

"State what was said to vou bv him in connection with

your becoming the president of the New Haven Eailroad?
' ' Mr. Mellen : I did not have anything to say to him. He

did it himself.

' ' Mr. Follv : In what way did he do it ?

' ' Mr. Mellen : Secured my election by the Board of Direc-

tors. I had no negotiation. I did not know what my salary was
to be. The whole matter was that Mr. Morgan told me he was

going to make me president of the New Haven Eailroad. Natur-

ally, I was gratified and thanked him. I thought it was a reward

of good service."

Then, in connection with how he became president of the

Northern Pacific, before he came to the New Haven, Mr. Mellen

testified as follows :

' ' Mr. Folk : Mr. Mellen, you were president of the North-

ern Pacific for how long?

"Mr. Mellen: Six years.
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''Mr. Folk: How did you become president of the North-

ern Pacific f

''Mr. Mellen: I was asked if I would take the i3osition by
Mr. Morgan.

"Mr. Folk: State when and where Mr. Morgan asked you
to become president of the Northern Pacific!

"Mr. Mellen: I think the matter was handled entirely by

telephone between Mr. Morgan's office and mine in New Haven.

"Mr. Folk: Just give what took place, the conversation

between you and Mr. Morgan.
"Mr. Mellen: I was told by my clerk that Mr. Morgan

wished to speak with me on the telephone. As near as I can

recall the conversation, it ran about like this :

' That you, Mr.

Mellen!' 'Yes.' 'Anybody hear what we sayf 'No.' 'Will

you take the Northern Pacific?' 'Yes.' 'Good bye.' That is all

there was. Mr. Morgan was not very diffuse in conversation."

Mr. Stone : Wasn't anything* more to be said, was there?

Mr. Lauck: I should judge not, no, sir. Mr. Yoakum, in

connection with the Frisco Investigation, made an interesting

comment in this connection, upon the relation of the railroads

to the bankers which handle their securities. At page 95, the

Examiner, Brown, who was conducting the investigation in St.

Louis, asked Mr. Yoakum why they issued so many bonds and

why they issued good bonds at such low figures, and Mr. Yoa-

kum replied
—He asked him whether he couldn't get better prices

from other bankers than those he had been dealing with. Mr.

Yoakum replied: "I don't know— " then a break in the col-

loquy—"w^e were not in a position to go to outside bankers.

Under this system, or rather the method, banking interests look

largely after specific railroad interests and property invested

to the same extent, and when a corporation, a railroad corpora-
tion is identified with banking interests it is generally conceded

as being the best policy to stay as near such interests as they
can. In other words, the bankers prefer it, and I think what

they prefer, as a rule, you must admit is the best thing for the

party wanting money.
' '

Shows the close connection between certain banking inter-

ests and certain railroads, which is a perfectly natural relation.

Mr. Stone : If they wanted to get the money, it was to their

interest to assist—
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Mr. Lauck : Yes
;
not any reflection on the railroad, bnt it is

a condition laid down by the bankers. Of course, the bankers

defend this. They say: "In view of the fact we have gotten

money for this railroad, we are responsible for its proper opera-

tion, to see that the money is properly used
; and, therefore, we

must control this railroad;" as Mr. Morgan gave in his testi-

mony.

Mr. Burgess: What page are you on!

Mr. Lauck: 95. Pages 95 to 106 contain some extracts

from the final report of the Pujo Committee on the concentra-

tion of control of money and credit in 1913. The first section

shows the processes of concentration of control, through getting

these banking interests together, through becoming stockholders,

and primarily, through the influence which the banking inter-

ests are able to exert through the control of credit and money;
and also, fifth, they found by the control of the accounts of the

railroad companies, or partnership, I should have said, between

each other—the Pujo report found that the principal agents of

concentration, as shown on page 196—^what they call the so-called

inner group are J. P. Morgan & Company ;
the First National

Bank of New York
;
the National City Bank of New York

; Lee,

Higginson & Company of Boston and New York; Kidder, Pea-

body & Company of Boston and New York
; Kuhn, Loeb & Com-

pany. Then, they describe the ramifications of J. P. Morgan &

Company ;
the affiliations of the institutions which Mr. Morgan

had consolidated and built into this great credit and money
structure in New York, and concluded that Morgan & Company,
on page 98, next to the last paragraph :

"Morgan & Company and their nominees thus control or

have a powerful voice in banks and trust companies in the city

of New York A\ith resources of $723,000,000. Its own resources

are unknown, but adding only its deposits, $162,000,000, the

amount becomes $885,000,000 ; adding the resources of the Equit-

able Life, it becomes $1,389,000,000, known resources which they

find. Then, the succeeding page, 99, they showed the railroads

which their testimony had developed that Morgan & Company
had controlled or issued securities for. They are given on page^
99. Same is shown for the First National Bank on pages 99-100,

and on 100 also, the National City Bank, and 100-101, Kuhn, Loeb
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& Company, Then Section 11 of tlie Pujo report showed the

inner relation of members of this so-called inner group.
Mr. Stone : Before you leave that, Mr. Lauck, beginning

near the bottom of page 98 and taking in page 99, it shows some
of the recent stock issues and the recent business transacted

with the Morgan Syndicate, or the Morgan firm, during the last

several years, does it not!

Mr. Lauck: Yes.

Mr. Stone : Some of the few roads that they have handled,
and some of the bond issues that they have controlled!

Mr. Lauck : Yes, sir. Shall I read this !

Mr. Stone : No
;
I do not know that it is necessary.

Mr. Lauck: They show security issues, and in the case of

some roads they show they have reorganized them, like the Chi-

cago Great Western
;
and the amount of securities that have been

issued. But, really, in considering the financial group, no dis-

tinction should be made between Morgan, Rockefeller and Kuhn,
Loeb & Company, because they are all identical in their activities.

I would like to read a paragraph from page 102, the first para-

graph in the solid matter under the conclusions and recommen-
dations of the Pujo Committee :

' '

Through their power and domination over so many of the

largest financial institutions, which, as buyers, undei-writers,-

distributors, or investors, constitute the principal first outlets for

security issues, the inner group and its allies have drawn to

themselves the bulk of the business of marketing the issues of

the greater railroad, producing and trading, and public-utility

corporations, which, in consequence, have no open market to

which to appeal ;
and from this position of vantage, fortified by

the control exerted by them through voting trusts, representation
in directorates, stockholdings, fiscal agencies, and other rela-

tions, they have been able in turn to direct the deposits and
other patronage of such corporations to these same financial

institutions, thereby strengthening the instruments through
which they work.

"No railroad system or industrial corporation for which
either of the houses named has acted as banker should shift its

business from one to another. Wliere one has made an issue of se-

curities for a corporation the others will not bid for subsequent
issues of the same corporation. Their frequent and extensive re-
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lations in the joint issue of securities has made such a modus
vivendi inevitable. ' '

Mr, Stone : Read the next paragraph also.

Mr. Lauck: "This inner group and allies thus have no

etfective competition, either from others or amongst themselves

for these large security issues, and are accordingly free to ex-

act their own terms in most cases. Your committee has no evi-

dence that this power is being used oppressively and no means
of ascertaining the facts, so long as their profits are undisclosed.

"Your Committee finds that vast systems of railroads in

various parts of the country are in effect subject to the control

of this inner group, a situation not conducive to genuine com-

petition.
' '

On page 104, are given the domination of certain railroads,

by banks, through reorganization, that the Pujo Committee

found that these banking interests had recently reorganized.
Mr. Burgess : Wliat page ?

Mr. Lauck: Page 104. There j^ou find the Baltimore &
Ohio

; Chesepeake & Ohio
; Cincinnati, Hamilton & Dayton ;

Chi-

cago Great Western; Erie; Northern Pacific; Pere Marquette;
The Southern

;
The Reading and the Union Pacific were organ-

ized by Morgan & Company, or Kuhn, Loeb & Company.
Mr. Stone: That is, they were reorganized?
Mr. Lauck: They were reorganized, yes, sir. These, at-

tendant with a voting trust, which conducted the roads for a

certain period of years, are the domination of these banking^

interests.

Mr. Nagel: Do you know which group controls the "Wa-

bash!

Mr. Lauck : It would be affiliated with the Gould and Equit-
able Trust, and the so-called Rockefeller group. Not given on

the chart, I think, because it was in the hands of the receiver.

Mr. Stone : Yes
;
it is on the chart.

Mr. Lauck: Is it on the chart?

Mr. Stone: Yes.

The Equitable Trust Company—I have forgotten the exact

number of directors, but it is the center of the so-called Gould

Group, and I think the Equitable Trust and the National City
Bank have about twenty-one directors on the Gould roads.
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Mr. Nagel: Have yon any explanation of why the road

has not been reorganized?

Mr. Lanck : No, I have not.

Mr. Nagel : There is all the competition they want in that

case?

Mr. Lanck: The financial press has said that they are

getting ready to reorganize the Wabash. It has become in-

evitable that it mnst be reorganized, because all the money they

have put into it to increase its efficiency has gone, and there

mnst be some scaling down of securities, or some reorganization.

Mr. Nagel : What I mean is, there is an abundance of op-

portunity there to reorganize?
Mr. Lanck: Oh, yes, sir.

Mr. Nagel : Without commenting further upon the matter,
do you think there is some reason in having a fiscal agent?

Mr. Lanck: Undoubtedly, yes, sir.

Mr. Nagel : In other words, do you think that these securi-

ties would have been subscribed to the extent that w^as the case

if some responsible house had not been back of them, in other

words, stood as the guaranty for the investigation and inquiry
and moral indorsement which is necessary, to place securities?

Mr. Lanck : I think not. I think a very essential function

was performed, but it should be brought under proper regula-

tion.

Mr. Nagel: You don't object to the system, but you object

to the abuse to which the matter has been subjected?

Mr. Lanck: Yes. I do not think it is any reflection at

all on the railroads
;
it is simply a power that has been used dis-

advantageously, and which should be regulated so it would be

conducive to the good of the railroads and to the people who

purchase the securities of the railroads.

Mr. Nagel: And you admit that even Mr. Morgan might
have selected a good president?

Mr. Nagel: Yes, I think Mr. Morgan's activities were of

the highest order, according to the business ethics under which
he worked.

Mr. Nagel : But you think he made a mistake in the case

of Mr. Mellen?

Mr. Lanck: Well, I don't know. I think Mr. Mellen is a
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pretty big man in many ways. He did not get by with what he

was attempting to do.

Mr. Stone: They did succeed in making him a goat for

the whole operation of the New Haven Road, didn't they?
Mr. Lauck: I think—I was about to make a facetious re-

mark, but I would not do it, that it is a sort of tie as to who is

the goat now. But if Mr. Mellen had succeeded, he certainly

would have been a great man, it seems to me, in the estimate

of railroad people.

Mr, Burgess: "Well, Mr. Lauck, it is not your purpose to

reflect on any president that was selected, is HI
Mr. Lauck: No, sir, not at all, nor to reflect on the rail-

roads, but simply to set forth the facts as to the system, and

follow it with a statement as to what has been the effect of

this system of control; that is, the system has resulted in the

dominance of the railroads by a group of bankers Avhicli fre-

quently have used this power for the purpose of exploiting the

interests of the public and of the employes, and to bring out that

fact and show that the result of their activities has placed finan-

cial burdens on the railroads which are used as an argument

against the right of the employe to participate in earnings which

he has produced by his work and productive efficiency.

Mr. Stone: There is no reflection on any railroad president

here. You simply show the system whereby they are made and

unmade, do you not?

Mr. Lauck: That is all, yes, sir.

Mr. Stone: And you simply show that certain banks are

the financial agents and control certain railroads?

Mr. Lauck: The idea was to just set forth the facts as they

are, so far as I have any data to base any facts upon.
Mr. Stone: Go ahead.

Mr. Lauck : On page 106, you will find the Pujo Committee

give a list of the depositors of J. P. Morgan & Company, and

among them I would call attention to the fact, were the Atchi-

son; Chicago Great Western; Gulf, Colorado & Santa Fe; North-

em Pacific, and Santa Fe, showing the close financial relations

between these railroads and Morgan & Company, which has

already been indicated.

An interesting article appeared in the Wall Street Journal

which is reproduced on page 107, and which appeared Septem-



6023

ber 23, 1914, giving the stockholders in the National City Bank
and the First National, being the leading banks, the National

City Bank being the leading bank in the Rockefeller gronp and
the First National in the Morgan gronp. There you find there

stated briefly that the National City Bank with a capital of

$25,000,000 has 117,445 shares of stock in the hands of 13 stock-

holders, an average of 9,034 shares each, while the remaining
$13,255,500 is held by 1,000 stockholders, averaging only 132

shares each.

Mr. Stone: So that large number of small stockholders

would not have much to say about the policy of that bank,
would they?

Mr. Lauck: Nothing at all, no, sir. In the same waj^, the

First National, with a capitalization of $10,000,000, shows even
a greater concentration of control. 72,910 shares out of 100,000
shares are in the hands of 10 stockholders, with an average

holding of 7,291 shares, while the remaining 27,090 shares are

in the hands of 616 stockholders with an average holding of

44 shares each.

These are the two dominating banks in the Morgan-Rocke-
feller group, and in the statement there appears the relative

holdings of the leading stockholders, Mr. Morgan and Morgan
& Company and the Rockefellers, and so forth.

Pages 109 to 124 is simply a statement of the interlocking
directorates of the railroads; that is, giving the directors in one

Western railroad and their affiliations with other Western rail-

roads.

Mr. Nagel: Were the recommendations of that committee

carried out in any sense ?

Mr. Lauck: I do not recall of any, no, sir.

Or was it the usual investigation, with a

It was simply followed by a report, yes, sir.

What was the Clayton Bill, which went into

Well, I beg pardon; I had forgotten that.

I was wondering whether you disagreed and

were recommending a different course of conduct than Congress
took after this report.

Mr.
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Mr. Lanck: The Clayton Bill, as I recall it, prohibited

interlocking directorates.

Mr. Sheean: And purported or attempted to cover the

situation developed by this report, in so far as Congress thought
it could be met by legislation?

Mr. Lauck : Personally, I do not think the Clayton Bill is

a good bill in the way of interlocking directorates. I believe in

interlocking directorates, under proper regulation.
Mr. Sheean: That is what I was wondering, whether you

were recommending a ditferent course than Congress saw fit to

take as the result of this investigation.
Mr. Lauck: Xo.

Mr. Nagel: As I recall it, the Clayton Bill prohibits in-

terlocking directorates between banks and trust companies, but

if the bank owns all tlje stock of the trust company, or the trust

company owns all the stock of the bank, they justify it
;
in other

words, a small wrong is very bad, but a great one is all right.

Mr. Burgess : Are you making any recommendation, or

simply stating the facts brought out by that report ?

Mr. Lauck : I am not making any, no.

Mr. Stone: Do you really suppose it would make much
difference with Congress whether we disagreed with them or

not, anv wavl
Mr. Lauck: I think not, no, sir.

Pages 131—
Mr. Stone: What aT)out this chart on page 127. Don't

forget that.

Mr. Lauck: The chart opposite page 127 is a reproduction
of a chart which appeared in the Pujo Report, showing the

principle affiliations of the agents of concentration, as the Pujo
Committee found them; Morgan k Company, Kidder, Peabody
& Company, Lee, Higginson & Company, and the First National

Bank, and so on. The chart was a more extended chart than is

sho"«Ti here. Off the circumference of the circle in the corner

was also shown the affiliations or the dominance of these finan-

cial institutions in certain industrial corporations. I have sim-

ply eliminated them and confined it to the railroads.

You find there also a certain case whereby you can find

whether the affiliations of Morgan & Company or the other

houses—whether there is one director or more in the indicated



6025

corporation; wlietlier the financial institution controls it by a

voting trust, or Avlietlier there is a large stock interest.

The railroads shown there are the Atchison, Topeka & Santa

Fe
; Chicago, Milwaukee & St. Paul

;
Northern Pacific

; Chicago,

Burlington & Quincy ;
the Great Northern Eailway ;

the Eeacling

Company; the Lehigh Valley; the Erie Railroad; Chicago &
North Western

;
Atlantic Coast Line Company ;

Illinois Central

Company; Pennsylvania Railroad; New York Central; the New
Plaven; the Southern Railway.

Mr. Stone: Inlcuding some smaller lines besides!

Mr. Lauck : Yes, sir
;
all their affiliates would go with them.

The document opposite page 128 is a more extended dia-

gram, including the larger banks, based upon the same method
of graphical presentation.

Pages 131 to 178 contain the detail as to the individual

directors, by railroads and by banking institutions. If any veri-

fication is needed of any of the statements that have been made,
xlnd also the fiscal agents and the banking relations.

Appendix J following page 179 contains some testimony,
a few^ excerpts from which I would like to read.

The first is from Mr. Louis D. Brandeis' testimony, Janu-

ary 23, 1915, in New York City, before the United States Com-
mission on Industrial Relations. Page 181 Mr. Brandeis tes-

tified as follows :

''There has been undoubtedly great financial concentration
—direct to a certain extent and indirect to a greater extent—
and that influence which came from the concentration in com-

paratively few hands of a deciding vote in important financial

and industrial questions almost necessarily atfects the labor

problems as it does other problems, although it may not have
been the design primarily to deal with the labor problem."

On pages 182 and 183, Mr. Brandeis places his public sanc-

tion upon the fact that there is this concentration of financial

control, which is a very serious matter so far as the contention

of workingmen are concerned.

Pages 183 to 185 contain the testimony of Mr. Untermyer,
who was the counsel and the practical director of the Pujo Com-
mittee. In that testimony he reiterates practically the findings
of the Pujo Committee.

I would like to read at page 186 the testimony of Mr. George
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M. Reynolds, before the Pujo Committee, who is president of the

Continental and Commercial National Bank of Chicago, about

the middle of the page, beginning with page 186 :

"Q. But you have information and knowledge of the con-

ditions in New York, for instance, as between the great banking-
houses? That is a matter of personal knowledge?

"A. Yes, I have a fairly general knowledge of that, I

should say.

''Q. Wliat would you say as to that concentration of the

control of money and credit being a menace to the country?
''A. That involves a very deep question. Personally, I

am inclined to believe that an excessive power of any kind in

the hands of a few men might properly be called a menace. I

do not mean to say by that that the people who had that control

and power have used it improperly. I do not mean to say that

at all.

' '

Q. Regardless of the way they have used it for the time

being, the question is, is it not, as to the way they can use it f

''A. I think a more wide distribution of the power of

credit, if that is what you mean, would really be better in the

long run.

"Q. Taking the present situation as you find it, Mr. Reyn-
olds, what is 5'our judgment as to whether the situation is a

menace? -
1

''A. I am inclined to think that the concentration, having

gone to the extent it has does constitute a menace. I wish again,

however, to qualify that by saying that I do not mean to sit in

judgment upon anybody who controls that, because I do not

pretend to know whether they have used it fairly or honestly
or otherwise.''

Then, in the cross-examination of Mr. Jacob H. Schitf, of

Kulm, Loeb & Company, he was asked:

"Q. Have you been an interested observer of the concen-

tration and control of money and credit in New York in the last

few years?
''A. I have.

"Q. You have seen it grow verj^ rapidly, have you not?

"A. Yes.

''Q. And you have seen it drift into fewer and fewer

hands, have vou not?
7 »
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a A. It lias drifted into fewer and fewer corporations."
Then Mr. Scliift" testified that it was of no concern to him,

because it didn't hurt him, and therefore he didn't bother about

it.

Mr. Baker, who did rank next to Mr. Morgan as a financier,

who is one of the leading financiers of New York, testified as

follows :

''Q. I suppose you would see no harm, would you, in hav-

ing the control of credit, as represented by the control of banks

and trust companies, stull further concentrated? Do you think

that would be dangerous"?
''A. I think it has gone about far enough.

"Q. You think it would be dangerous to go further"?

"A. It might not be dangerous, but still it has gone about

far enough. In good hands, I do not see that it would do any
harm. If it got into bad hands, it would be very bad.

''Q. If it got into bad hands it would wreck the country?
"A. Yes; but I do not believe it could get into bad hands.

''Q. You admit that if this concentration, to the point to

which it has gone, were by any action to get into bad hands, it

would wreck the country ?

*'A. I cannot imagine such a condition.

''Q. I thought you said so.

"A. I said it could be bad, but I do not think bad hands

could manage it. They could not retain the deposits nor the

securities.

"Q. I am not speaking of incompetent hands. We are

speaking of this concentration which has come about and the

power which it brings with it, getting into the hands of very
ambitious men, perhaps not overscrupulous. You see a peril

in that, do you not?

"A. Yes.

''Q. So, that the safety, if you think there is safety in the

situation, really lies in the personnel of the men ?

"A. Very much.

"Q. Do you think that is a comfortable situation for a

great country to be in ?

"A. Not entirely."

Then before the Industrial Commission, as shown by the

statement on pages 188 and 189, is a statement by Mr. Schiff
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corroborating largely Mr. Untermeyer 's testimony, and rela-

tive to railroads being dominated by a voting trust.

The only direct reference I have fonnd to the relation be-

tween this financial control and the welfare of the working men

directly alfected, is from the testimony of Mr. John Mitchell, for-

merly President of the United Mine Workers of America, before

the Industrial Commission in New York City on February Ist,

1915 :

"Chairman Walsh: Have you any knowledge as to the

extent to which control is exercised by the large tinancial inter-

ests in connection with these corporations in labor matters!

"Mr. Mitchell: Perhaps the most striking instance I can

refer to is that of the settlement of the anthracite coal strike.
* * * The anthracite coal strike was inaugurated in the late

spring of 1902, and was inaugurated after the representatives

of the Miners' Union had exhausted every means in their power
to adjust their differences with the mine owners, by negotiation

and conciliation, and the strike continued until the late fall.

' ' In October, I think it was the second day of October, 1902,

the President of the United States invited the presidents of the

coal-carrjing railroads and one independent coal operator—and

by that I mean an operator whose mines were not owned by a

railroad company—and he invited also a representative of the

United Mine Workers to confer with him at Washington, for the

purpose of trying to bring about a basis upon which the strike

could be adjusted, and his efforts in that respect failed. Failed

because the representatives of the coal-carrying roads would

not agree to arbitration or to mediation or to any basis of ad-

justment.
"Some four or five days later—I think some two weeks

later—the representatives of certain large banking firms in New
York City journeyed to Washington and proposed a basis of

settlement, which, after being modified to meet in part the ob-

jections raised by me, did result in a settlement. Now in that

instance, it seemed to me that the representatives of the finan-

cial houses, financial firms were able to control a situation de-

spite the fact that those in active charge of the railroads had
refused to make an adjustment."

Page 190, the testimony of Mr. J. P. Morgan, before the

Commission on Industrial Eolations, also on February 1, 1915—



6029

Mr. Stone : That is the present J. l^ierpont Morgan ?

Mr. Lauck: Yes.

Mr. Stone: Used to be J. Pierpont Morgan, Jr.?

Mr. Lauck : Yes, the son of the late Mr. Morgan.
Mr. Stone: Now in charge of Morgan & Company!
Mr. Lauck : Yes, sir. In tliat testimony, Mr. Morgan stated

that Mr. l^ntermeyer was entirely incorrect in his statement

that the banking houses dominated the railroad interests of the

country. Then Mr. Morgan, it seems to me, proceeds in his

testimony to corroborate everything Mr. Untermeyer says. He
says:

''Well, we very often have been able to serve them by sell-

ing securities for them and very often in many companies we
have been directors, and in many cases we have reorganized
them." And then in reply to a question by Mr. Commissioner

Weinstock, he reiterates that "when you reorganize a railroad

company it is necessary that the policy of that company for

the first few years, at the beginning of it, should be controlled."

And that the company should be placed in the hands of a vot-

ing trust, under the domination of the banking interests.

Mr. Nagel: Tliat presents the real question, doesn't it?

Mr. Lauck: Yes, I think so.

Mr. Nagel: A good house does feel responsible for se-

curities that have been issued on its reconnnendation?
M]-. Lauck : Yes.

Mr. Nagel: Frequently feels compelled to take up securi-

ties, if anything unexpected occurs?

Mr. Lauck : Yes, sir.

Ml". Nagel: And, therefore, is interested in knowing just
what kind of control will be exercised over those securities?

Mr. Lauck: Yes. If it is a good house, it ought to be a

good control. If it is bad, vice versa.

Mr. Nagel: It brings us back to the same old question.
Mr. Lauck: Yes.

Mr. Nagel: If you give the taxing power you of course

give the power to destroy?
Mr. Lauck: Yes.

Mr. Nagel: And so it is with all power.
Mr. Lauck: And their business or patronage is depend-

ent upon—that is, an old l)anking house wouLl pride itself on
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the Avay it liad recommended its security issues, altliougli i!,

might be possible for the banking house to look out for the

interest of its patrons, and not be looking out for the interests

of the public or the employes of a railroad.

Mr. Nagel: That is only another manifestation of an im

proper motive.

Mr. Lauck: Yes.

Mr. Stone: But where the banking house does have con-

trol, the stockholders have nothing to say?
Mr. Lauck: Nothing where they have a voting trust at

all. As a practical proposition, stockholders have nothing to

say, anyhow. They have something to say theoretically, but

practically they don't in ordinary issues, I don't think.

Mr. Stone: That is, they think the}^ do, but they don't.

Mr. Lauck: I think they don't want anything to say.

Mr. Stone : So long as the revenue comes.

Mr. Lauck: Yes. They pay no attention at all until some-

thing happens, and then they all get excited. Like in the case

of the New Haven.

I have a selection liere I would like to read from the testi-

mony of Mr. Roger W. Babson.

Mr. Stone: Before you read that I would like to ask you
one more question, Mr. Lauck: How long, as a rule, do these

voting trusts run? What is the period?
Mr. Lauck: That is determined at the time of the reorgan-

ization. Four to six years usually.

Mr. Stone: Five to ten years is common?
Mr. Lauck: Yes. They are often renewed. The Northern

Pacific Board of Directors was named bv Mr. Morgan. Then

they became a self-perpetuating body, practically so. It was a

permanent voting trust, you might say, on that road.

Mr. Stone : Practically a permanent trust ?

Mr. Lauck: Yes.

Mr. Stone: But it does have this effect, it takes it out of

the hands of the operating officials, and they have no way of

preventing a dissipation of resources, or anything else?

Mr. Lauck: No.

Mr. Stone: In fact, they have nothing to say about the

road?

Mr. Lauck: That is the only point I have in bringing up
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this exhibit. The railway operating officials, as well as the

employes, are at the mercy of the banking domination. If it is

good, they would, of course, be supported. If it is bad like in

the case of the Frisco, they had a case there on the Frisco in

which it was shown by the Interstate Commerce Commission

investigation the effort was constantly made to have the oper-

ating officials dig more money out of the road, in order to pay
returns on securities issued.

Mr. Burgess : What banking house was the Frisco eon-

trolled by, Mr. Lauck?

Mr. Lauck : They had no settled connection. One of their

strongest connections was a certain trust company in St. Louis,

and Speyer & Company in New York. They seemed to get money
anywhere they could get it in their extensions, and usually paid
extortionate amounts for it. I think 12 per cent of their funded

debt represents discounts on securities issued; about $32,000,-

000 they paid in discounts for the purpose of getting loans since

1896. Or, of their whole funded debt, 12 per cent of it was dis-

counts paid to bankers for letting them have money.
Mr, Stone : You were about to read something there from

Mr. Babson. Who is Mr. Babson!

Mr. Lauck: Mr. Babson is the publisher of reports on

business and trade conditions, and the head of the organization

known as Babson 's Statistical Organization, I think, of Welles-

ley Hills, near Boston, Massachusetts. He publishes a weekly

letter, that I guess most everyone has seen, giving a forecast

of business conditions.

In testifying before the Commission on Industrial Rela-

tions, on January 18, 1915, Mr. Babson stated that his experi-

ence with Wall Street led him to this conclusion, ''that it was

interested in only one thing—dividends as quickly as possible,

that is, if certain dividends are being produced, they are satis-

fied. As a rule it makes little ditference whether they are being

produced by fair means or foul, by antiquated machinery or by
modern machinery, or by good or poor management. They
never think of taking our old machines and putting in new for

the sake of paying labor more money, they never think of chang-

ing the management and taking out a young college man and put-

ting in a man who knows the business, to increase the business,

but they do that to increase dividends. ? >



6032

That is all I had on that.

Mr. Stone: Exhihit 60 goes along with 59, along thati

same line.

Mr. Lauck: It is more extensive and exhanstive than the

treatment I have given in 59, showing the intercorporate rela-

tions, very exhaustively of all Western railroads, however large

or small they may be.

Mr. Stone : How the control, whether sole or joint, how it

is established, and what percent of the stock!

Mr. Lanck : Yes, and how it is exercised, whether tlirongh

directors or by a voting trust, and so on.

Mr. Stone: It also gives the mileage in the different

classes of service for the Western Roads, as compared from

Poor's Manual, does it not!

Mr. Lauck: Yes.

Mr. Stone: That is for 1913-1914. I understand it was
for the fiscal year ending June 30th.

Mr. Lauck : June 30th, yes, sir. As I understand the Ex-

hibit, all the preceding data relative to owmership is brought to-

gether in a graphic way and forceful way in the diagram which

appears at the latter end of the exhibit, except the mileage of

different classes of service.

Mr. Stone : I see in looking through the mileage at pages
24 and 25, that they ran the dollar mark clear across. That is a

typographical error, is it not! Those are miles instead of dol-

lars?

Mr. Lauck : Yes, sir, passenger train mileage.
Mr. Stone: That is on the proofreader, or somebody else,

who overlooked it?

Mr. Lauck: Yes, sir.

Mr. Stone: And the net earnings that are shown here are

taken from Poor's Manual of Railway Earnings, and also from

the Commercial and Financial Chronicle! Those are the two

authorities !

Mr. Lauck: Yes, sir; which, in turn, get theni from reports
of the railroads to the Interstate Commerce Commission.

Mr. Stone: They also include in the back part of the book,
an exhibit showing the hours of continuous service, copied from

Interstate Commerce Commission reports. I would like to

explain to the Board that that was brought about by the fact
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that I was working iii Cleveland and Mr. Lauck was working
in Washington, and we did not know each one was working,

practically, on the same thing. The only difference in the two

reports is, he only shows engineers and firemen, while this shows

all railroad employes, as I understand it.

Mr. Lauck: That is already before the Board.

Mr. Stone: That is already before the Board, in another

exhibit, and this map, the first one is the last one, if you will

excuse such a phrase, and is based on the information contained

in the first part of the book, showing the intercorporate relation-

ship, as determined by stock ownership. You believe this map
to be correct, do you not, Mr. Lauck?

Mr. Lauck: Yes, sir.

Mr. Stone : Now, take, for example, a group like the Great

Northern there on this map. The map shows how the Great

Northern controls about seventeen different roads, and in that

group of roads, among others, is the Chicago, Burling-ton &

Quincy?
Mr. Lauck: Yes.

Mr. Stone : Which, in turn, controls or has the stock owner-

ship in seven other roads?

Mr. Lauck: Yes, sir.

Mr. Stone: And in that group of roads that the Burlington

controls, through 75 per cent of stock ownership, is the Colorado

& Southern, which in turn—
Mr. Lauck: Controls the Ft. Worth & Denver City?

Mr. Stone: Controls ten roads; so that if you got in trouble

with any one of those ten roads out there, with a wage question,

in the end you would wind up against the Executive Board of the

Great Northern, would you not?

Mr. Lauck: Yes, sir.

Mr. Stone: Or, in other words, the executive committee

of the Great Northern dominates the policy of all that group of

roads ?

Mr. Lauck : Yes, sir
;
that is dominated by J. P. Morgan &

Company.
Mr. Stone: And that is further shown by the next map,

where we show the intercorporate relationship, or the interlock-

ing directors. I might explain to the Board that this map was

first drawn, showing interlocking directors of two or more roads,
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but the lines got so thick, it was simply a blur and it became

necessary to scale it down and use four directors. There are

no names shown here, unless a director in four or more roads.

This shows the further complication of getting in trouble with

any one of these roads, without having the rest of them having

something to say about it, does it not!

Mr. Lauck: Yes, sir.

Mr. Stone: You believe both. of these maps to be correct,

from the information you have at hand?

Mr. Lauck : Yes, so far as I have examined them, I think

thev are correct.

Mr. Nagel : Of course, that influence works both ways, does

it not? Sometimes the conditions of men on a smaller road may
be advantageously affected by the more advanced views of a con-

trolling system!
Mr. Lauck: Yes, sir; and also the financial possibility of

the smaller, of course, would be greater through its affiliation

with the large system!
Mr. Park: Do any of them own the Mississippi Central!

Mr. Stone : I could not tell you, without looking it up. The

Illinois Central may have traded some of their land for it.

Any further statement you wish to make on this, Mr. Lauck!

Mr. Lauck: No, sir.

Mr. Sheean: I have no questions.

Mr. Stone: Take up the next exhibit.

The Chairman: Mr. Lauck, I would like to ask you one

question.
Mr. Lauck: Yes, sir.

The Chairman: I understood Mr. Stone to say that cer-

tain roads were owned and controlled by the Great Northern.

Now, in what way are they owned and controlled by the Great

Northern! Are they strictly subsidiary lines!

Mr. Lauck: Yes, sir; through stock owmership. For in-

stance, the Great Northern and the Northern Pacific jointly,

bought the Burling-ton, I think, for $116,000,000, and issued col-

lateral trust bonds, under which they deposited the stock for

the purchase. Other of the stock is owned outright and car-

ried in the treasury of the company.
The Chairman : Are these subsidiary lines operated under

the direction of the parent company!
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Mr. Laiick : Separate operating maiiagemeiits, I tliiiik, and
make separate reports to tlie Interstate Commerce Commission.

For instance, the Burlington has an entirely different set

of officials, and different set of operating and administrative

officials and makes a sejiarate report to the Interstate Com-
merce Commission.

The Burlington o^vns and controls the Colorado & South-

ern which, in turn, owns the Ft. Worth & Denver City, and each

of those roads made separate reports and have separate operat

ing officials.

The Chairman: Are they financed by the same people?
Mr. Lauck: Yes, sir, I think so; the financial affiliations

are the same.

The Chairman: "Well, the actual operation may not be

under the direct control, but the financial control is, as I under-

stand.

Mr. Lauck: For instance, the president of the Xorthern
Pacific exercises an influence on the Ft. Worth & Denver City,

say?
The Chairman: Yes.

Mr. Lauck: No, not apparently; it is only through the

stock affiliation and the voting of the stock that they do that.

The Chairman: By voting the stock, do they in that way
control these companies ?

Mr. Lauck: Yes, sir; that is the control.

The Chairman : Suppose any controversy should arise be-

tween someone and one of these subsidiary companies; where
would that controversy ultimately be determined, or by whom
would it ultimately be determined? Would it be carried from
that company on to the Great Northern for determination?

Mr. Lauck: It would be possible to do that. The poten-
tial control is in the Great Northern. How far that is exer-

cised, I cannot say, but the potential control is there.

The Chairman: You do not know whether they have any
agreement by which they retain the right to control ?

Mr. Lauck: No, sir; but the potential control is retained

by the parent company. That is, if an adjustment or disagree-
ment of any kind, either affecting working conditions or finan-

cial matters, arises, it should ultimately be passed upon by the

parent company.
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Tlie Cliairmaii: That is what I mean.

Mr. Laiiek: But liow far that is done, I do not know.

There is no evidence—
The Chairman: You say it could be done?

Mr. Lauck: Yes, sir, the potential control is there.

The Chairman: How do you know that; in what way?
Mr. Lauck: I know that through the fact that, for instance,

the Northern Pacific and the (Ireat Northern own all the stock

of the Burlington, and they could do anything they wished Avith

the Burlington; and that the Burlington owns the controlling

stock of tlie Colorado & Southern, and could do anything thev

wished with the (^olorado & Southern; they conld sell it if they
wished to do so; and in the same way the Colorado & Southern

could with the Ft. Worth t^^ Denver City; and by the same

method of reasoning, the Great Northern and Northern Pacific,

jointly, could do anything they wished with the Ft. Worth &
Denver City, through this series of control.

The Chairman: Now, is that true as to the other companies
that you say are subsidiaries of certain main lines?

Mr. Lauck: Yes, sir, and the banking influence, where it

^'ises, is in the control of the parent companies, usually. For

instance, the great fight over the Northern Securities case grew
out of the fact that Mr. Harriman and his associates, the so-

called Harriman Syndicate, wanted to get control of the Bur-

lington, and they bought Northern Pacific slock in order to do

that, and it finally led to an adjustment through the Northern

Securities Compam^
The Chairman: That is all.

Mr. Stone : Mr. Chairman, I think perhaps as strong an ex-

ample of the influence of the parent company, as could be given,

was the organization of the Burlington road. After the 1888

strike, there was no organization of either the Brotherhood of

Locomotive Engineers, or the Brotherhood of Locomotive Fire-

men and Enginemen, until 1903 and early in 1904. The man-

agement of that property had always declined to allow the re-

organization of the labor unions on that road. But it was

through the influence of Mr. Hill, at that time president of the

Great Northern Company, that we were allowed to organize
on the Burlington Road.

Mr. Park: Was that in the Morgan group?
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Mr. Stone : I think so, yes.

Mr. Park : Is that the reason the firemen are not in on the

Louisville & Nashville Railroad?

Mr. Stone: No. That is because they happen to have a

peculiar character down on the Louisville & Nashville Railroad,

in the shape of President Smith, and any of those who know

President Smith know he is one of the few men that takes

orders from nobody, not even the Government, if he can help it.

But it is a fact that the influence of the parent company does

reach out and have an influence on these railroads, and I do not

think it will even be questioned by the other side, that that is

correct.

The Chairman : Well, the thing that w^as in my mind was

as to whether we should treat these companies as x)i"^cti-

cally one system of roads.

Mr. Stone: I think the answer to it is that in the end,

whatever all these roads earn pours into the same hopper. Re-

gardless of the different channels by which it gets there, it gets

into the same hopper in the end.

We desire to introduce Exhibit 61. ''Financial Manage-
ment and History of Western Railroads."

(The document so offered and identified was received in

evidence and thereupon marked "Railroads' Exhibit No. 61,

March 2, 1915.")
Mr. Stone : I say that this is introduced, not in any spirit

of muck-racking, at all, but simply that you may have the true

facts of what is the matter with some of these Western Railroads,

and to show you that it was not the engineers and firemen that

got the money, but somebody else got it, and the condition

they find themselves in today is not due to the excessive wages

paid to employes; it is due to a few financial pirates who
wrecked the roads. And we believe that these men are entitled

to all that we are asking for, and we introduce this exhibit to

show the real inside workings of these different roads.

Mr. Lauck, I want you to take this up in detail, because I

consider it the most important exhibit we have.

Mr. Lauck : I would like to say by way of explanation, the

previous exhibit was an attempt to establish the degree of finan-

cial control of railroads by certain banking groups. This ex-

hibit is an attempt to give an exemplification of how that con-
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trol works out, and to show liow the gains from the work and

jDroductive efficiency of the men, and how the revenue gains

arriving from the development of the company and business

have not been properly used, and that employes have not got a

fair participation in the output of the industry. It is not intro-

duced, to show financial ability to pay.
The first topic I would like to take up is stock bonuses and

underwriting commissions of representative Western railroads,
in direct connection with the question of financial control. That
covers pages 1 to 63.

Eeferring to pages 58, 59 and 60, will be found a supple-

mentary note relative to the foregoing tabulations. This note

was a note that was gotten out by the former Railroad Securities

Commission, appointed by President Taft, and which made a

study of stock bonuses and underwriting commissions, according
to this method, and their method has been followed in making
these tabulations. There is no use going through that in detail.

It shows the basis upon which the information was secured.

What I would specifically call attention to is on page 62, the

fourth paragraph from the bottom of the page, which states,

''The market price per cent of par. The figaires sho^wn in this

column state the ratio of the market price of the securities is-

sued during the year to the par value issued. When the issue

was a new one, which had not theretofore been on the market,
the figure shown in this column is the average of quotations of

high and low sales for the first four months during which such

sales took place. If the security had theretofore been on the

market the figures stated in the column ' Market Price Per Cent

of Par,' is the average of the quotations of high and low sales

by months during the twelve months during which such securi-

ties were issued. In the case of stocks issued to stockholders

at par when selling above par in the open market, the figure

shown in this column is the average of the first four quotations
after the announcement of such issue, making deduction for the

value of rights."

That is the basis upon which the estimates as to bonuses

have been made.

Mr. Stone: You have applied the same principle all the

way through on these different roads?

Mr. Lauck: Yes, sir.
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Mr. Stone: So that tlie result is uniform?

Mr. Lauck: Yes, sir.

Mr. Stone : Take up page 1.

Mr. Lauek: Referring to page 1, confining tlie discussion

to the ten representative railroads, considered as one system,

these ten representative roads being the Atchison
; Burlington ;_

St. Paul; Chicago & North Western; Great Northern; Illinois

Central; Northern Pacific and Southern Pacific, the ten roads

which have been used as ten representative roads throughout
the discussion, we find that the aggregate bonuses issued to

stockholders by these roads during the period 1900 to 1910,

was $250,584,962; that is in addition to regular cash dividends,

special bonuses aggregating more than $250,000,000 were issued

by the Burlington ;
St. Paul

;
North Western

;
Great Northern

;

Illinois Central
;
Northern Pacific and the Southern Pacific com-

panies.

The Burlington issued $4,869,110 in bonuses; the St. Paul

issued $74,750,122; the Chicago & North Western, $63,801,856;

the Great Northern $64,300,666; the Illinois Central $21,201,-

691
;
the Northern Pacific $13,252,500, and the Southern Pacific

$8,409,017, or an aggregate of $250,584,962.

Mr. Stone : Explain just how that was brought about, and

the effect of it.

Mr. Lauck : These bonuses have been computed in the fol-

lowing manner. If new securities were issued by the company
and the stockholders were given the right to subscribe at less

than the market value, the differences between the actual cash

proceeds received by the company and the market value of the

security has l)een taken as the bonus to the stockliolder, the

quotation as to market value being as I just stated, the market

price following the announcement of the issue of new stock, ex-

rights, to the individual stockholder.

Mr. Burgess: Then if the market value was $100, and it

was given to the stockholder for $70, there would be $30 there

that would be considered a bonus, is that right?

Mr. Lauck: Yes, sir; or, if the market value was 149 and

the par value 100, and after that announcement of a new stock

issue of so many million dollars for which the stockholders could

subscribe at par, the market price was then 38, after the new
stock issue has been discounted as the result of increasing the
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capitalization of the company, the bonus to stockholders woTild

be considered as $38 per share.

Mr, Burgess: Yes, sir.

Mr. Byram: You don't think the stockholders should have

been given any advantage in that way?
Mr. Lauck: No, sir, I think they ought to have sold these

securities by some better method where they would realize more
of the market value of the securities.

Mr. Byram : The stockholders were not entitled to any part
of the increase in the value of the stock, beyond the par value?

Mr. Lauck : That would be reflected in the market price for

which they could sell their stock at any time.

Mr. Byram: I am speaking about the new issue of stock.

You think the stockholders are not entitled to any advantage,
on account of the fact that the credit of the company was so

good that the stock was worth more than its par value?

Mr. Lauck: No, sir, I do not.

Mr. Slieean: Might I ask, right on that, Mr. Lauck, in

the case that you spoke of this morning of concealed assets or

hidden assets, a corporation capitalized for $60,000,000 and

actually worth $200,000,000, would want to issue or raise $10,-

000,000—issue new stock, that would only put the whole out-

standing stock up to $70,000,00, but with assets worth $200,-

000,000, do yon think it is improper that the owners of that

property, worth $200,000,000, to have the right to take this

additional stock?

Mr. Lauck: They own the assets represented back of the

stock, but I don't think it should be given to them indirectly

in that way. If it is intended to give it to them, give them the

$70,000,000 assets which have been undistributed or uncapital-

ized, that ought to be given by the regular process of dividend

disbursements.

Mr. Sheean: But they don't want to capitalize it. They
have property here that is worth $200,000,000, but only carried

on their books at $65,000,000, but they do need $10,000,000 more.

Is there any impropriety in the stockholders—those who actually

own this corporation, own all of the assets that are worth much
more than the book value, getting the additional certificates of

stock?

Mr. Lauck: I think they would own it and have the right
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to do that, if they wished to do so. That would not be a compar-
able case Avith what we are speaking of here. We were speaking
of a company wanting new capital.

Mr. Sheean : I thought you spoke of the Southern Pacific

as having a lot of hidden assets.

Mr. Lauck: I did.

Mr. Sheean: Then, having spoken of it in the other ex-

hibit as a corporation that had the hidden assets, because it

is worth more than its capital stock or bond issue against it,

in this exhibit, do you treat as improper in any way the distri-

bution, whether in dividends or bonuses to the people who ac-

tually own those hidden assets—
Mr. Lauck: Don't consider them at all.

Mr. Sheean: Don't consider them?
Mr. Lauck: No, sir.

Mr. Sheean : Well, then, you are getting them coming and

going, both, are you?
Mr. Stone: No; w^e will get to that a little later.

Mr. Lauck: The hidden assets Avould be an indication of

a concealed ability to pay. For my part, it would be question-
able whether the stockholders were entitled to that, in view of

the fact that it had not been gotten in the proper way. I don 't

speak of that as a specific asset. Legally, they would be entitled

to it. As a matter of moral right, I think not. I think it be-

longs to the public, because it has arisen out of the failure to

comply with certain grants, made by the government to the

Southern Pacific, but of course that is all aside. The point is

here I have not considered capitalizing that at all.

Mr. Sheean: I just wanted to get clear in my own mind
on that, Mr. Lauck.

Mr. Lauck : The other exhibit is for the purpose of show-

ing that they did have assets that they did not capitalize ;
that

they do not show^ among their assets.

Mr. Sheean: Do not show among their assets?

Mr. Lauck: Yes.

Mr. Sheean: And by assets, you mean everything out-

standing against it, either bonds or stocks?

Mr. Lauck : Yes, or the profit and loss surplus. That is, it

is not shown in their balance sheet as an asset of the company,
although it exists and they OAvn it.
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Mr. Slieean: That miglit be true of any railroad which

would be appraised, under this government appraisal, showing
a greater value to the property than the paper value on its

books. That you would class as being hidden assets!

Mr. Lauck : Not at all. That is the only way we have of

knowing what the assets of the Southern Pacific are, is by the

report of the Southern Pacific to the Interstate Commerce Com-

mission, or by the report of the Northern Pacific. Now, they
have certain assets which do not appear on their balance sheets,

as assets. The term "hidden assets" I was using to designate
as something that was not reported among its assets. They have

certain lands which they carry among their assets, at $34,000,-

000. They are estimated to be in value all the way from $100,-

000,000 to $700,000,000.

Mr. Sheean: But they do carry the lands, Mr. Lauck.

They show the lands as among the assets, but you say they are

worth $170,000,000, instead of the $34,000,000 that they carry
them at.

Mr. Lauck: Yes, sir.

Mr. Sheean : Well, then, they do show those lands among
the assets, but do not show them at the value that you say they
are really worth?

Mr. Lauck: That would be correct.

Mr. Slieean: Well, now, if, when the government gets

through the appraisement of any of- these railroads companies,

they fix a physical valuation in excess of what the paper valua-

tion, or the amount that they are carried at now, should thus be

brought about, do you think there would be any impropriety in

distributing to the owners of that property—stock owners, the

additional value that is thus brought about by an appraisement
over the actual paper value now?

Mr. Lauck: The railroad being a public institution, I

would say yes.

Mr. Stone : Do you understand, Mr. Lauck, that this gov-
ernment appraisal is going to appraise their timber land or the

railroads, which?

Mr. Lauck: I don't know what the act requiring a physi-
cal valuation of railroads—whether it includes all their assets,

or simply their roadbeds, structures and equipment ;
but surely,

in the case of the assets which have arisen from such causes as
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the land grants have, I would say they had no right to capital-

ize them at all.

Mr. Slieean : Mr. Lauck, pardon me on that, and see if I

follow yon. Your theory, on the physical valuation of properties

was that they should not include lands that were the result of

land grants. That is, your position was the position which was
taken by certain State commissions, with reference to fixing

rates, that where the property had ben acquired under a grant
or gift, that they were not entitled to any return on that—to in-

clude that in their physical valuation.

Mr. Lauck: Not strictly, I wouldn't, because if it had been

included and used properly, I think it should.

Mr, Sheean: But no increased valuation. Put it that way.
If the government gave certain lands, which were worth $1.25

an acre, for the right of way, when they were given, and all

the return to which the owners of the property were entitled to

was on that $1.25 an acre, although all the adjoining farm lands

got up to $100 an acre, that was your theory,

Mr. Lauck: Yes, sir,

Mr. Sheean: And that was the same theory that was ad-

vanced by the State of Minnesota and the State of Missouri,
and various others, in rate cases, with which the Supreme Court

disagreed, just as it did with your position on the Southern

Pacific ownership of mineral lands.

Mr. Lauck: That is disagreement with the contention of

the government, yes.

Mr, Sheean: They decided the other way on both propo-
sitions?

Mr, Lauck: It does not seem fair to me with an institution

—it seems very questionable to me, although I don't believe in

the unearned increment or the single tax theory that whether a

public corporation, after it has been constructed and aided by
the government, should—the stockholders should be permitted
to capitalize all the earnings arising from the business develop-
ment of the country it traverses. That is practically wdiat that

point of view would lead to, because stock is really an exempli-
fication of earning power, not of real value,

Mr, Sheean: I did not intend to get into that, I just

wanted to make sure as to whether your theory w^as the same as

the theorv that was advanced in the various Western rate cases.
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that the railroad was not entitled to have its right of way ap-

praised with reference to the adjoining property and to the pres-

ent value of other property which adjoin and w^ere similarly

situated.

Mr. Lauck: In other words, whether or not it should have

the benefit of the land accrual in value?

Mr. Slieean: Yes, sir; and whether you are simply pur-

suing the same theory that some of the State Commissions

advanced, that the only return properly to be made was on the

amount that it originally cost, and not its cost of reproduction

at the present time.

Mr. Lauck : My idea would be on the original cost.

Mr. Stone : What about the valuation of this land that they

don't pay any taxes on, because they don't patent it:' What
would be the position of the local authorities in those different

states, if they did patent that land and file on it ? They would

have to pay taxes, then, wouldn't they, on the value of the land!

Mr. Lauck: Yes, sir.

Mr. Stone: And to avoid that, they don't" patent the land

at all!

Mr. Lauck: That was the i^ractice in past years. How
far that prevails now, I don't know. That was brought out l)y

the Pacific Commission in '86.

Mr. Burgess: Now, Mr. Lauck, let me understand whether

I followed you this morning. After Mr. Sheean's questions, I

am somewhat confused. If I followed you correctly this morn-

ing, relative to the gift of the land by the government to the

railroads, your theory rested on the fact that the government

gave this land, with the expectation that the railroads would

dispose of the land to settlers, thereby populating the country,

and at the same time creating business for the railroads.

Mr. Lauck : Yes, sir.

Mr. Burgess : And their failure to do so, in your opinion,

was in opposition to the intent of the government when the land

was granted!
Mr. Lauck: Plainly expressed and stipulated conditions

upon which the land was granted. The reason they did that

too, was because it was more profitable to do that, than to sell it

to the settlers.

Mr. Burgess : So we find where the land adjoining the rail-
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road companies' land lias increased to $100 or $150 per acre,

your theory, if I understand you correctly, rests on the fact

that they did not dispose of this land in accordance with the

terms, and, therefore, they are not warranted in any return on

this increased valuation of the land.

Mr. Lauck: Yes. I liad not thought of that this morning,
imtil Mr. Sheean's questions. I was not putting forth that idea

especially. My idea about Mr. Sheean's question as to the ac-

crued value of the land is, that the railroad, being a public seirv-

ice corporation, although financed by private capital
—

private

capital certainly ought to be fairly and liberally remunerated,
but it is questionable in my mind whether all the benefits aris-

ing from the development of the country, and of business—the

population of the country or subsequent development of this

territory, for instance, should accrue to the stockholders.

Mr. Burgess : But if the railways had disposed of the land

in accordance with the terms by which the government gave it

to them, they would not at this time have that land?

Mr. Lauck : No,

Mr. Slieean : Take the case, Mr. Lauck, wliere they actu-

ally have their rails on the land that was granted to them—
their right of wa}' actually occupied today, as the same roadway
that the government gave them. If I followed your theory this

morning, the only return to which they are entitled is not on the

basis of $100 an acre, if adjoining land now is worth $100 an

acre, l)ut on what that cost them at the time tliey put their rails

down ?

Mr. Lauck : Actual outlay. I think all the stockholders of

the railroads are entitled to is a fair and reasonable return on

funds actually invested in the railroad, whether in lands or

buildings, or equipment, or structures.

Mr, Sheean : You know the question of the Chief Justice,

when that proposition was advanced was, whether it was in

reality a grant or not—whether they gave it to the railroad com-

pany or did not give it? How would you answer that question,

whether it was, in fact, a grant to the railroad company, or

was not?

Mr. Stone : Mr. Chairman, do I understand our witness is

expected to put up his opinion against the Chief Justice of the

United States on a question of the right of way?
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Mr. Nagel: We liave indulged in a good many opinions

here.

Mr. Stone : No objection to his answering the question at

all, but it seems to me we are getting a long ways from this

stock bonus.

Mr. Lauck : I think that is a question for the law^^ers.

Mr. Stone: Coming back to this stock bonus, Mr. Lauck,
if they would declare a stock bonus and divide it up, every one

who owned one share of stock would get their pro rata !

Mr. Lauck : Yes, according to the amount of stock in new

stock issue.

Mr. Stone: But instead of that, they sell it to the other

stockholders at perhaps 60 cents or 70 cents on the dollar, or, in

one case, 10 cents on the dollar, and the result is that a few of

the wealthy stockholders control the whole outfit, and the little

fellow don't get any at all!

Mr. Lauck : He gets his rights, proportionate to his hold-

ings.

Mr. Stone : How can the widow get in there and buy them ?

She can't buy them. It is only those who really hold stock.

Mr. Lauck: The widow can buy them. If she has two

shares she can buy proportionately.
Mr. Stone : Suppose one of these public spirited philan-

thropists gets a block of 1,000 shares of that stpck, at 70 cents

on the dollar, and it is worth $1.02. Then he decides to sell it,

or his heirs do. Just where does the poor widow come in, in

that deal, when she bought it on the market as an investment for

$1.02 f

Mr. Lauck: I don't exactly get that question.

Mr. Stone: This man, being one of the stockholders, by
an action of the Board of Directors, was allowed to subscribe

for as many shares of the stock as he wanted, at 70 cents, al-

though worth $1.02 on the market. A few days later, he de-

cides to sell it. He wants to get another steam yacht; or he

dies, and his heirs decide to dispose of it. It is on the open
market at $1.02. The widow buys it as an investment. AATiero

does she profit by that 70 cent sale?

Mr. Lauck: If she was not a stockholder at the time the

bonus was declared, or the right to subscribe at par was de-

clared, she would not profit at all, but if she were a stockholder.
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she would have such rights as her stock bore to the total amount

of stock.

Mr. Stone : Is it not a fact that a few of the large stock-

holders' always take up the full issue, and by hypothecating
their stock, raise the money and really turn it over? Didn't

you have several striking cases of that in the East?

Mr. Lauck: Not in the case of bonuses. Might be in the

case of the flotation of a new company.
Mr. Stone: Not by a new issue?

Mr. Lauck: Not by a new issue, because it would be illegal

or impossible for certain stockholders to segregate the benefits

to themselves and deprive the other stockholders, but it would

have to take place at the time of the promotion of the new^ com-

pany.
Mr. Stone : They generally issue notice that they have so

many days to subscribe, and money has to come with it?

Mr. Lauck: Yes; unless they have funds to subscribe to

the new stock, at par, they would lose their rights then. They
could not participate.

The Chairman: Will you please suspend?

(Whereupon, at 5 o'clock P. M. on the 2nd day of March,

1915, an adjournment was taken to March 3, 1915, at 10 o'clock

A. M. )





6049

"IN THE MATTER OF THE

AKBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-
MEN AND ENGINEMEN

under the Act approved July 15, 1913, by agree-
ment dated August 3, 1914.

Chicago, Illinois, March 3, 1915.

Met pursuant to adjournment at 10 :00 A. M.
Present: Arbitrators and parties as before.

The Chairman : Are there any proposed corrections of the

record ?

Mr. Stone : I have none. Our witness will be here in just
a minute, Mr. Chairman.

W. JETT LAUCK was recalled for further examination,
and having- been previously sworn, testified as follows :

Mr, Stone : Mr. Lauck, when we closed last night, we were

discussing that question of stock dividends and stock bonus. I

am not at all satisfied that I made myself clear in regard to the

matter. If they would declare a dividend, everj^ holder of stock

would participate in the dividend, would they not?

Mr. Lauck : Yes, sir.

Mr. Stone : But if they, by resolution of their board, gave
them the right to subscribe for a new issue, at a lower rate than

the market rate, unless the poor stockholder had some additional

money that he has readj^ to invest, he could not take advantage
of that, could he ?

Mr. Lauck : He would have the right, but his taking advan-

tage of it would depend on whether he was able to buy the stock

or not.
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Mr. Stone: And if lie didn't, it would simply go to those

who did have the money and who were able to buy the stock.

There is that difference between the two—between declaring a

dividend and between giving them a bonus on the stock, is there

not?

Mr. Lauck: Yes; that difference, with this modification:

that he would sacrifice his rights. He could sell his rights to

someone else. He would have the right to sell his right. That is,

it would not accrue to the other stockholders, but the right could

be sold.

Mr. Stone : Suppose that these stockholders did not take

up all of this subscription to the stock, then what would happen?
It would go on the open market, would it not, the rest of it? Sup-

pose they didn't subscribe for an entire stock issue—the present
stockholders.

Mr. Lauck : Well, if it was not subscribed, it would have

to be disposed of on the open market.

Mr. Stone : Through one of these clearing houses ?

Mr. Lauck: Yes, sir; through some fiscal arrangement,
either open sale or through some banking arrangement.

Mr. Stone: When stock is subscribed for, several times

over, like the late issue of Pennsylvania, bonds, I should say, is

there any plan w^hereby they can pro rate, or does the first man
who comes get what he wants, and the rest take what is left?

Mr. Lauck: That all depends on the underwriting s\Tidi-

cate.

Mr. Stone : They can give it to him ?

Mr. Lauck: Yes, sir, unless they specifically state that

they will allot it proportionately.
Mr. Stone : That is all I want.

Take up this Exhibit 61 again, and go into it. Eeferring
there to page 1, Mr. Lauck, I want to take that matter up further.

Mr. Lauck : Shall I go ahead with that?

Mr. Stone : Yes, sir.

Mr. Lauck: Page 1, for the entire section 1, has to do with

stock bonuses and underwriting commissions, during the period
1900 to 1910, primarily, although there are some roads that are

showTi for a longer period than that time. The totals, however,
are for the period 1900-1910, and are based upon the ten repre-

sentative roads which I have been discussing in the course of my
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testimony. The way the bonus is arrived at is—if you will refer

to page 5, table on page 5, it will be seen that combined statement

for all roads is shown there, showing the—say in the case of

stock, the total par value of stock issued; then, the amount of

that stock which has been issued for cash. In other words, dur-

ing this period, these ten railroads issued $912,000,000 par value

of stock, both common and preferred, $761,000,000 of which was

common and $150,000,000 of which was preferred. The par
value of that, offered for cash, or issued for cash consideration,

was $563,803,128.

The net proceeds to the company for the disposition of that

stock—net proceeds which they reported upon their books, was

five hundred and sixty-five millions, in round numbers, which was
100.29 of par. The prevailing market prices on contemporaneous

quotations is set forth according to the method I spoke of yester-

day, given on page 63, I think, as to how^ the market value was

arrived at. I will give you the exact page. Page 62 is the

explanation of the table form. Market price per cent of par;
based on contemporaneous prices, the price was 144.73 of 1 per
cent of par, and the market value therefore was eight hundred

and sixteen millions, or the excess of market value over net pro-

ceeds to the companies issuing these securities was $250,584,000.

The same way in the case of the funded debt, in this combined

statement. The total of all classes of funded debt—the next

column to the last, on the bottom of page 5—the excess market

value over net proceeds to the company was $9,120,124, or the

total excess of market value over net proceeds to the company
was $259,705,085, which represents the loss to the companies

through issuing the securities at lower rates than they could be

sold for in the market at prevailing prices.

Mr. Stone: Tliat is what you treat in the second line on

page 1, is it? That is what you mean when you say two hundred

and fifty million dollars there?

Mr. Lauck: $250,584,961 less than its market value, or

practically gave away this in the form of bonuses—all these

roads, through successive stock issues to their stockholders
;
con-

sidering the stockholders as a body, as a whole, and not looking
at it from the standpoint of the individual stockholder.

The next point that I make in this connection is that if tliese

securities, or if this money had been olitained—referring again
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to page 5, the amount of money which they actually received,

$565,000,000—had been obtained by selling stock on the open
market at the highest prices which could have been secured, they
could have gotten that money for much less security issue, of a

smaller amount, and, therefore, excess securities were issued, in

view of the fact tliat the money was secured by issuing securities

at par.

Referring to page 2—
Mr. Stone : You mean by that, Mr. Lauck, that the obliga-

tion on the road would be much less?

Mr. Lauck : Yes
;
if their stock was worth $150 per share

on the market, and they needed money to extend the road or to

improve the facilities of the road and they would have sold their

stock on the open market, for each share issued they could have

gotten $150 or some approximate amount, but if they issued it

at par to get this money, say they needed $10,000,000, they would
have to issue many more shares at $100 than they would at $150,

50 per cent more shares.

Mr. Stone: The fact remains they could have secured the

same amount of cash for building the new track, or improve-

ments, or anything else, if it had not been for these special

bonuses, by the issue of $373,000,000 less of capital stock?

Mr. Lauck: Yes, sir, exactly. And, of course, by issuing
the securities at par and issuing more shares, the company pay-

ing a dividend would thereby incur an added dividend, which

would be a drain upon the operating revenues of the company,
for which no consideration had been secured, and therefore

would be a drain upon the productive efficiency of the railroad.

Mr. Stone : And that $173,000,000 that has been added un-

necessarily is a drain every year on the resources of the rail-

road ?

Mr. Lauck : On the productive output ;
whether due to the

men or to the operating efficiency developed by the management.
Mr. Stone: What do the dividends amount to each year,

paid on this fictitious stock or fictitious value ?

Mr. Lauck: Eather unnecessary stock, I think, would be

the better term.

Mr. Stone: All right, we will change it to unnecessary
stock.

Mr. Lauck: On page 3 is a diagram showing that on these



6053

ten railroads in the fiscal year 1913, that paid in dividends $140,-

000,000 ;
this excess stock or unnecessary issue of stock, assum-

ing that they could have gotten the market value for it—probablj''

if they had disposed of it on the market it would have been some-

what lower—but assuming that they had approximately gotten

that, if they had issued it and sold it on the market, the propor-
tion of dividends in 1913 which was paid on this excess issue,

was $11,276,495 on these ten railroads. In 1913 the total cost

of engineers and firemen w^as $37,000,000, therefore, if the se-

curities had been marketed on the basis of prevailing prices, and
this bonus had not been given to stockholders in addition to their

regular dividends, the saving in revenue would have been equiva-
lent to approximately 25 per cent of the outlay for engineers and
firemen on these roads. The point I have in mind is not con-

demnatory of the practice, that does not interest me primarily,
but the fact that the method of marketing the securities consti-

tutes a drain upon operating revenue wdiich was unnecessary,
and if the securities had been properly marketed, this revenue

would have been conserved, either for the purpose of increased

wage payments, for improving the road, or for any other pur-

pose which might have been deemed wise.

Mr. Stone : If I get your figures correctly, Mr. Lauck, tak-

ing 25 per cent increase in w^ages, of the cost of engineers and
firemen for the year 1913, it would amount to $9,450,000!

Mr. Lauck: Based upon their outlay, as reported to the

Interstate Commerce Commission.

Mr. Stone: And that is less by almost two million dollars

than what w^as paid out on this unnecessary stock issue?

Mr. Lauck: Yes, sir.

Mr. Stone : And that is showai on page 1, as to the way it

is divided up between these several roads, or is that the bonus
which you sliow^?

Mr. Lauck : That is the bonus.

Mr. Stone: That is in addition to the other?

Mr. Lauck : That is the amount of bonuses which the stock-

holders as a whole received, and the excess capitalization is

$173,000,000; that is, they could have secured the money which

they did secure by the issue of $173,000,000 less securities, if they
had sold the securities on the open market, instead of giving the

difference between the par value and the market value as a
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bonus to tlie stockholders. Therefore, if they had done this, and

issued a less amount of stock, there would have been less divi-

dend liability on the part of the company, not only for 1913 but

for all years to come. You see, this constitutes permanent and

never-ceasing drain upon the productive efficiency of the rail-

road. It is not for one year, but this goes on forever, until some

change in the linancial organization of the road takes place.

That is, it is a permanent drain on the efficiency of the road.

Mr. Stone : And up to date there has not been any perma-
nent change of any kind

;
that system still goes on and carries this

load?

Mr. Lauck: Yes.

Mr. Stone: Does this amount include the underwriting
commissions 1

Mr. Lauck: No, sir; the underwriting commissions are

given on page 3, as shown —
Mr. Stone: That is over and above this?

Mr. Lauck : Yes, sir, this is just the stock.

Mr. Stone: This is the stock bonus?

Mr. Lauck: Yes, sir.

Mr. Stone : Then the underwriting commissions amount to

over $9,000,000 in addition to that?

Mr. Lauck : $9,000,000, yes sir. That is not only the under-

writing commission, but what they failed to get between the mar-

ket and the value of the securities, and what the^^ actually did

receive.

Mr. Stone : So they got a net cash proceeds of $841,000,000

for the total par value of $885,000,000. Is that correct?

Mr. Lauck: $850,000,000.

Mr. Stone: $850,000,000?
Mr. Lauck : Yes, sir

; $850,000,000, same line.

Mr. Slieean: Mr. Lauck, is that assuming that the entire

stock issue was actually marketed at the same figure that the

first four quotations of the stock are show^i at?

Mr. Lauck : That is assuming it could have been marketed

at the first four quotations following the announcement.

Mr. Sheean : Shown on page 62. You arrive at this result

by assuming that the entire stock issue could have been mar-

keted and sold at the first four quotations Avhich were shown,
after they appeared on the markets ?
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Mr. Lauck : First four quotations following the announce-

ment of the distribution of the bonus, the idea being that after

the bonus was announced—those ex-rights—after the bonus was

announced, the effect of the new issue would have been dis-

counted. Of course if you increase the capitalization of the com-

pany, you thereby increase its liabilities and proportionately de-

crease the prospect of dividends, which the stockholder would

always take into account. In other words, if you had $100,000,-

000 capitalization, and were paying 6 per cent and issued $25,-

000,000, the prospect is the stock would drop 25 points, on ac-

count of the possibility of the dividend being reduced.

Mr. Nagel : Does not that in itself prove that the new stock

could not have been sold for the price that ruled before the new
stock was announced?

Mr. Lauck : Yes, sir
;
I took that into consideration. That

is, I took the price ex-rights. Therefore, it would be discounting

the new issue—the effect of it on the previous market through
the old issue.

Mr. Stone: The fact remains that if this stock had not

been issued in that manner, that these railroads could have paid
20 per cent increase to their engineers and firemen and still been

in as good or better financial condition today f

Mr. Lauck: Exactly, yes, sir.

Mr. Stone : More than 25. I said 20, I believe.

Mr. Lauck: More than 25 per cent. Paid 25 and have

about $1,850,000 left. Of course if this stock had been—well,

you could not have conceived it being issued and not paying divi-

dends on a bonus of this kind. The maiii point is that by this

method of marketing securities, you have a constant liability

upon your operating revenues created, which was unnecessary
and for which no consideration was received. Therefore, if the

men became more efficient, or had to w^ork harder to produce
more revenue, the claim that we are putting forth is that those

revenues are liable to be used for this purpose, instead of being
used to remunerate the increased work.

Mr. Byram : "Wliat was the difference between the price of

this stock ex-right and with the rights ? Have you those figaires?

What was the value of the rights of subscription?

Mr. Lauck: I haven't those figures, Mr. Byram. It would

vary with each issue.
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Mr. Byram: Yes, I nnderstancl; but yon had quotations

there, ex-rights and with riglits.

Mr. Lauck : I have had those, but I haven 't them Avith me
now.

Mr. Stone: You can furnish them, though!
Mr. Lauck : Yes, sir

;
I can furnish those, if you would like

to have them.

Mr. Stone: But this does have a tendency to show, does

it not, Mr. Lauck, that if the railroads are in financial straits

and hard up, that this is one of the causes that is responsible!
Mr. Lauck : Yes, sir

; although that is not the point we are

primarily considering in this connection,

Mr. 'stone: I understand. This $11,000,000. that is paid
each year, the public pays that just the same as they pay every-

thing else, don't they, in the end?

Mr. Lauck: That is paid from the proceeds of the reve-

imes of the road, yes, sir.

Mr. Stone : And the public pays that in the end, do they
not?

Mr. Lauck: That comes from the revenue derived from

freight or passenger traffic.

Mr. Stone: So this cry that if we increase the wages of

the engineers and firemen, the public will have to pay it, the pub-
lic is already paying something else for which they get no bene-

fit, are they not!

Mr. Lauck: Oh, yes, sir; paying a great deal in that con-,

nection.

Mr. Stone : That is all you want to bring out on page 1 ?

Mr. Lauck : That is all, yes, sir.

Mr. Stone: Noav, on page 2, you show the unnecessary
stock and bond issues of these different roads!

Mr. Lauck: Yes, sir. The $196,000,000 there—the reason

that does not agree with the $173,000,000 on the preceding page

is, that that represents a statement of the roads, which follows

in detail, and is not confined to the period of 1900 to 1910. That

represents a longer period of time. There should have been a

sentence explaining that, but somehow it was overlooked in put-

ting in the statement.

Mr. Stone: But that is the reason why the two tables do

not agree?
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Mr. Lanck: Yes, sir; the one for the ten roads, 1900 to

1910, is $173,000,000 while this is for the period, I think,—1890,
in the case of some roads, to 1910, and, therefore, shows a larger

amount of excess issues.

Mr. Stone : And at the bottom of the page you show the

dividend disbursements during the fiscal year 1913?

Mr. Lauck: Yes, sir, for the ten roads, on the unnecessary

capital stock issued during the period 1900 to 1910, or $11,000,-

000. Total for the Burlington, St. Paul, North Western, Great

Northern and Northern Pacific, $11,276,000, which appears in the

chart on page 3 as a basis for the comparison which we were just

discussing.

Mr. Stone: That is only six roads, and you show on the

other side a total for ten representative roads. You only show

six here.

Mr. Lauck : That is due to the fact that some of the roads

secured more than the market value for stock issues, and that was

deducted. These are the roads that show the bonus.

Mr. Stone : Do you show anywhere the underwriting com-

missions for these railroads, considered individually?

Mr. Lauck: That follows immediately, yes, sir. This is

total for the ten roads, and then the detail for eighteen roads,

beginning with the Atchison, follows after page 7. In addition to

the ten roads, I show the Chicago & Alton; the Chicago Great

"Western
; Chicago, Rock Island & Pacific

;
St. Paul

;
the Omaha

;

the Missouri Pacific and the AYabash.

Mr. Stone : I wisli you would go into that, in detail, Mr.

Lauck.

Mr. Lauck: The tables on 6 and 7 are duplicates of the

tables we have been discussing.

Mr. Stone: Simply a repetition?

Mr. Lauck: Y^'es, sir
; pages 8 and 9—

Mr. Sheean : Pardon me, just before you pass that, please.

Mr. Lauck: Certainly.

Mr. Sheean : I am not quite clear on that. Some of them,

under this method of financing, got more than the market value

of some of the roads ?

Mr. Lauck: Y^es, sir.

Mr. Sheean : If you carried out in detail on the system, as

a whole, or treating them all as one system, offsetting the gains
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by this way of announcing, wliereb}' they got more than the mar-

ket value, as to what elt'ect—have you that in some other place 1

Mr. Lauck : Yes
;
that is shown in this table. Any credits

are deducted from the excess. I took into consideration all stock

issues, whether bonuses or not. Usually got more than bond

issues.

Mr. Sheean : On page 5, that is shown on bonds there?

Mr. Lauck : That is taking it into account there.

Mr. Sheean : On the table on page 5 ?

Mr. Lauck: Yes.

Mr. Sheean: By this method, there is something over

$6,000,000 more received by the railroad companies than the

market value of the bonds. I just wanted to clear that up as we
went along, to see whether I followed you on that.

Mr. Lauck : Referring to page 5, note 1, you notice $735,-

933 in the next to the last column, in the case of the issue of some

Collateral Trust 4 per cent bonds. That was in excess of market

value
; they received more than the prevailing market price.

The same way with the $6,000,000 you mentioned for the

plain bonds, debentures and notes, 4 per cent, $6,880,635, or the

total of $6,736,885. They Avere in excess, and were subtracted

from the deficit of $9,000,000 as the net loss. Does that make it

clear, Mr, Sheean!

Mr. Sheean : I was not quite sure as to carrying down the

totals.

Mr. Lauck : I took all stock issues and all bond issues, and

wherever the company did realize more than the market value,

that was issued as an off-set to the amount when they received

less than the market value, and the whole table considers the

stock issue from the standpoint of the stockholders, the company
as a whole, and not from the individual stockholder. Therefore,
the two amounts are the net amounts, although in the case of

individual roads you find that set forth in the tables which fol-

low, where there were amounts received in excess as shown for

the specific bond or stock issued in the detailed tables which

appear from now on to page 62.

Mr. Sheean: So that there were in some issues losses to

the people who took them; that is, the company received more

money in this way of financing than the market value of the bonds

that were put out.
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Mr. Lauck: Ob, yes, it might not have been a loss, but it

was this situation, that the company offered so many bonds and

they got more than the prevailing market price for them, because

their credit was good, or because the people thought it was an

exceedingly good investment to take it. I don't know the cir- .

cumstances. Something like—I don't know what the Pennsyl-

vania quotations were, but they sold their bonds recently at more

than par, probably at more than the prevailing market price.

I don't know the detailed facts there. But that was the gen-

eral situation in making up the tables.

Referring then to the tables on pages 8 and 9—
Mr. Stone : That is the Atchison, Topeka & Santa Fe Com-

pany !

Mr. Lauck : That is the Atchison, Topeka, & Santa Fe Com-

pany from the period of 1900 to 1910, inclusive.

The Atchison, during this period, did not issue any stock

for cash, but made numerous bond issues for cash, and the total

amount of imderwriting commissions is the difference between

the market value for the securities sold, and the amount the com-

pany received, 10,450,816.32, on total bond issues of $186,000,000.

Mr. Stone : This unnecessary capitalization of the Santa

Fe, and so on, is not shown in this table
;
that is shown over in the

history of the road, is it not?

Mr. Lauck: Yes, this just covers the period from 1900 to

1910.

]\[r. Stone : The actual issues during that period.

Mr. Lauck: The Santa Fe issued no stock during this pe-

riod. All the stock issues had been practically in 1896, at the

time of the reorganization, although there were some securities

issued by the Santa Fe which were used to convert stock into

bonds, I think, during this period.

Mr. Stone : They show a stock issue during that period of

$63,000,000, but it was issued evidently for some other purpose,

no cash.

Mr. Lauck: Yes, it was changed for convertible bonds, and

was not used to get cash. It was used to convert their stock into

bonds
;
that is, the stock was issued for the pui-pose of taking up

certain convertible bonds which had been issued beforehand.

Mr. Stone : Does it represent any real value anywhere, or

just an exchange*?
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Mr. Laiick : It represented whatever value was back of the

bonds.

Mr. Stone : Does that show anywhere in the history of the

Santa Fe what that was issued for?

Mr. Lanek: Do yon mean in this connection f

Mr. Stone : In this exhibit.

Mr. Lauck: Not in this immediate connection. It shows
h^ter in the exliibit on the Santa Fe.

Mr. Stone : All right.

Mr. Lanck: The next road is the Chicago, Burlington &
Quincy, the table for which is on page 11. Keferring to that

table it is seen that the road issued capital stock for cash to the

par value of $9,834,000, the proceeds from which issues were

$9,834,000, or par. The prevailing market price for this issue in

1901 was 149.51, and the market value $14,703,000, or an excess

of market value over net proceeds to the company of $4,869,000.

The excess of market value over the net proceeds received was
49.51 per cent of the proceeds actually received by the company.

Mr. Stone : That went where, to former stockholders, in the

shape of a stock bonus ?

Mr. Lauck : That went to the stockholders as a whole in the

form of a bonus.

Mr. Stone: Who owns this stock at the present time; is

there anything to show?

Mr. Lauck : I presume that is owned by the Great Northern

and Northern Pacific. I do not know, I have forgotten.

Mr. Stone: I do not think so. I do not think the control

of the Burlington was taken over at that time. I think it was

later.

Mr. Lauck: If it was taken over later, they own it, then;

if it was taken over before then, they do not own it.

Mr. Stone : I see. Of course, when they took it over they

took over the stock and everything else.

Mr. Lauck : Yes. The Burlington was taken over in April,

1901.

Mr. Stone : But the fact remains that somebody made $4,-

869,000 on the deal.

Mr. Lauck: Some one received that difference between

market and par value, or the proceeds to the company.

During this same period
—
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The Chairman: Is it your purpose to show by this table

that the stockholders got this amount, under the arrangement
which you have mentioned as to the other tables?

Mr. Lauck: Yes, sir, presumably. The primary purpose
is to show that as the result of these issues of stock at lower

prices than could have been secured by marketing the stock on

the market, that unnecessary capitalization was created and a

drain imposed upon operating revenues, which is an obstacle to

the granting of increased wages to employes.
The Chairman: As the basis for making this calculation,

have you ascertained what the stock would have brought at that

time, had it been put upon the market 1

Mr. Lauck: Yes, sir. That is, I have taken the market

quotation for four days following the announcement of the dis-

tribution of the stock bonus ex-rights to the individual stock-

holder, which would allow for the discounting of the effect of the

new increase in capitalization. That appears on page 62, the

explanation of the method. Of course I cannot say that they
could have gotten the prevailing market price, or even have got-

ten this price, but it is an approximate estimate of what could

have been obtained.

The Chairman: Yes, I just wanted to know the basis on

which it was made.

Mr. Lauck: Yes.

Mr. Stone : What were all these other issues during that

time, that you show in this table, Mr. Lauck?

Mr. Lauck: The other issues were bond issues, either for

the purpose of considerations other than cash for the exchange
of other securities, or for cash. The total amount of those was

$123,000,000, and the amount issued for cash was $111,000,000,

and the proceeds received from that were $108,000,000, or 97.97

per cent of par. The prevailing market prices were 10L12 per
cent of par, or an excess of market value over net proceeds to

the company, representing bankers' commissions and the differ-

ence between the prevailing market price and the amount

actually received by the company of $3,510,000.

On page 13, is shown a table in which the same computation
is made as in the case of the totals, as to the amount of dividends

or proportion of dividends which is applicable to this excessive
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stock issue. In 1913, or for tlie year 1913, it was $260,693 out of

total dividends of $8,867,000.

Mr. Stone: So the excess of market value during this

period, as shown on page 11, is $8,379,000, is that correct?

Mr. Lauck : The total, yes, sir
;
the total stock and funded

debt. The stock issues in the last column, or bond issues, are for

considerations other than cash. They are carried to show the

comparison between the amount issued for cash and the total

issues.

Mr. Stone : At the bottom of this page 13, below your table

there, you show what an increased wage allowance would mean.

How do you arrive at that calculation f

Mr. Lauck : I arrive at that by taking the total outlay for

engineers and firemen in 1913, by the Burlington Railroad, and

computing what 10 per cent, or 15 per cent, or 20 per cent, or

whatever the per cent might be, would be of the gross outlay or

cost to the Burlington, for engineers and firemen during that

period.

Mr. Stone : You show there that a 15 per cent advance in

the wages of engineers, firemen and hostlers would amount to

$627,000?
Mr. Lauck: Yes, sir.

Mr. Stone: That is for the entire Burlington System?
Mr. Lauck : That is the Burlington Eoad proper, yes, sir

;

not the Colorado & Southern.

Mr. Stone : And you show in the table $260,693 was paid
out for that excess stock?

Mr. Lauck: Yes, sir; that is the dividend which would
have been saved if the securities had been marketed at the pre-

vailing market price, and would have been available from reve-

nues for increased wage payments or for other purposes.

Mr. Stone: Then in your next paragraph you combine

that $260,000 with the interest on this excess capitalization, for

that time, do you not?

Mr. Lauck: Yes. The next paragraph I compute—say if

interest were allowed at 4 per cent on excess bond issue, it would
amount to $138,000 annually, which is a similar drain upon the

revenues of the company. The total amount being $399,180 an-

nually.
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Mr. Stone : Equal almost to a 10 per cent increase in the

wage paj^ments to the engineers, firemen and hostlers?

Mr, Lauck : Less. Lacking $19,000.

Mr. Stone: The next road is the Chicago, Milwaukee &
St. Paul.

Mr. Lauck : Yes
;
that appears on pages 14 and 15. There

we have numerous stock issues made during the period of 1900-

1910. A total of $68,000,000 in common stock, and of $75,000,000
in preferred stock, or a grand total of $144,000,000 of both

classes of stock having been issued, of which $134,000,000 was
issued for cash. The cash proceeds realized were 101.17 of par,
or $136,000,000, in round numbers.

The market price, based on contemporaneous quotations,
was 156,63, or the market value $211,000,000, in round numbers,
and therefore the excess of market value over net proceeds to the

company was $74,000,000 in round numbers, or the excess of

market value over net proceeds is almost 55 per cent of what the

company actually did receive. That is, there was—
Mr. Stone : You would consider that quite a good invest-

ment, wouldn't you?
Mr, Lauck: Oh, undoubtedly; that is a 74 per cent dis-

tribution practically, if issued share for share; but what the

company did receive was in excess of market value as com-

pared with that, of 54 per cent, which it might have received if

the securities had been issued at previous quotations.
In the case of the bonds there was a total of $57,165,000 in

bonds issued for cash. The per cent of par realized was 96.42.

The prevailing market quotations were 98.07 of par, or there was
a loss between prevailing market prices and the amount actually
received of $941,000, which was only 1.7 per cent of the net pro-
ceeds received, which was a very fair amount to receive, and
seems to indicate that the company did actually realize what it

could be expected to realize on its bond issues.

Mr. Stone : What was the total amount of stocks and bonds
issued during that time!

Mr. Lauck: The grand total of stock and funded debt or

bonds issued during this period, 1900 to 1910, both for cash and
for considerations other than cash, was $220,000,000.

By referring to the notes it will be shown there that—refer

to the last column—that a considerable portion of these secur-
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ities were issued in return for the securities of other properties
which were acquired during this period. That phase of the mat-
ter I have not gone into, any more than to indicate that that was
the fact.

You will note in the fourth common stock issue by this com-

pany in 1908 of $194,000,000—
Mr. Stone: $194,000.

Mr. Lauck: $194,000, that they realized more on the sale

of that stock than the prevailing market price. That is, they
realized 142 on the stock, and the prevailing market price was

only 118, or they realized $46,490 more than the prevailing mar-
ket i3rice.

The Chairman : Was that block of stock put on the market

outright 1

Mr. Lauck: I could not say; I don't know.

Mr. Stone: You can find that out, can't you?
Mr. Lauck : I can look that up ;

I don't recall.

Mr. Nagel: Do you think that a quotation in the open
market for stock can be safely accepted as the price that might
have been realized for the entire issue?

Mr. Lauck: I think that a series of quotations following
the announcement that they are going to issue new stock, suffi-

cient time being given to discount the effect of that—you have
to consider the earnings of the company, which the stock market
would do, and so on, and what would be the effect of the issuing
of this new stock—that the prevailing market price then w^ould

be approximately what the securities would bring if disposed
of on the market.

Mr. Nagel : Are not there frequently special reasons pres-
ent for wanting to buy a certain quantity of new stock, which

would not embrace the entire issue?

Mr. Lauck: To secure control, or something of that kind?

Mr. Nagel : Any reason of that kind.

Mr. Lauck: Oh, yes, sir.

Mr. Nagel: And do you think that an agreement to take

the entire issue would be a valid consideration for a somewhat
lower price than the quotations?

Mr. Lauck : I think so. That is, if a banking group would

agree to guarantee the company a certain price for its stock

issued, I think it would be a consideration to the company to
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have it handled in that way, because they could be assured

of the resourecs they would receive and free from any anxiety
as to whether or not they could sell it advantageously.

Mr. Nagel : Is it not true that generally a new issue would

not be made, unless the railroad was assured of its ability to

place the entire issue?

Mr. Lauck : I think that is right.

Mr. Nagel : In other words, the transaction involves a cer-

tain plan which depends on the ability to place the whole issue?

Mr. Lauck: Of course, that would be finally dependent

upon the financial status of the company at that time.

Mr. Nagel: Whatever the status might be, the assurance

is necessary—that is, the ability to sell it is a necessary condi-

tion to the issue?

Mr. Lauck: Yes, of course, it seems to me that, in part,

that condition should be a realization on the part of the com-

pany that it could sell; that investors will willingly take a stock

that is very profitable. That is, take, for instance, stock like

the Burlingion, paying 8 per cent. If that could be secured at

an advantageous price, paying dividends uniformly for a long

period, the company could feel assured that they could dispose
of that stock on the open market.

Mr. Nagel : Of course, if the company has the assurance,

it need not pay for it
;
but without speaking of these particular

profits, or the amounts, or the fairness or unfairness of them,
I want to know whether, in your opinion, a company might be

justified to take a somewhat lower price than the ruling quota-

tion, in consideration of a guarantee that the entire issue would

be placed within a given time?

Mr. Lauck: Oh, undoubtedly, yes, sir; because it would

enable them to—at least, I should think that would be mv atti-

tude, if I were a financial official of the company—because it

would enable me to carry out whatever plans I had for the use

of that money and feel assured that they would not be interfered

with.

Mr. Stone : And you sum up the table on the top of page

16, do you not?

Mr. Lauck: Yes, sir; and there is a diagram on page 18,

showing the relation between the dividends paid upon this

excess stock, and the certain designated increases to engineers
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and firemen. That is, the portion of the dividend of the St. Paul,
in 1913, applicable to this stock issue, as shown on page 18,

would be $2,853,000. The total cost of engineers and firemen

for this year was $5,421,000, and a 25 per cent increase would
have been less, considerably—over a million dollars less than

the dividend allotment to this mmecessary stock issue. The
next table—

Mr. Stone : Before going into that, I want to refer back to

page 17. Is that the same thing?
Mr. Lauck: That is the table which is the basis of the

diagram!
Mr. Stone : All right.

Mr. Lauck: Tlie next road considered is the North West-
ern table, on page 19. The diagram on page 21. The North
Western made five issues of stock, for cash, during this period,
and the excess of market value over the net proceeds to the com-

pany, from these stock issues, was $63,000,000. The excess of

market price of funded debt over the amount actually realized

by the company was $547,000, representing 2.7 per cent of the

proceeds to the company. The excess of market value in the

case of the stock issues was 70 per cent of the net proceeds actu-

ally received; or, in other words, 70 per cent more of the pro-
ceeds could have been realized, had the stock been marketed at

the contemporaneous market prices.

Mr. Stone : Is that what you call
' '

cutting a. melon ?
' '

Mr. Lauck: That is the usual Stock Exchange phrase for

operations of this kind, yes, sir.

Mr. Stone: That was "quite some melon."

Mr. Lauck: That was 70 per cent of the actual proceeds,
or 70 per cent to the stockholders, as a whole.

Mr. Slieeau: This was $6,600 worth of stock, was it not?

Mr. Lauck: $91,000,000.

Mr. Sheean : The 74 per cent you are talking about.

Mr. Lauck : 70 per cent
; page 19, on the stock bonuses. The

market price per cent of par.

Mr. Stone : In other words, they got $91,000,000, while the

market value of it was $154,000,000?

Mr. Lauck: Yes, sir.

Mr. Stone: So they got the benefit of the difference?



6067

Mr. Lauck: They got the benefit of the difference, which
was 70 per cent of what the company actually received.

Mr. Stone : And the fact remains that it now stands as a

bnrden on the company of the stock issues?

Mr. Lauck : They actually issued $91,000,000 of stock. The
excess was $37,500,000. Or, in other words, referring to this

small table, indented on page 20, under Capital Stock, they
could have gotten the same amount of money for a stock issue

of $37,000,000 less, and, therefore, an unnecessary issue to that

extent was created.

Mr. Stone: The fact remains that they will have to pay
that extra. $37,000,000 as an added burden on the resources of

the company !

Mr. Lauck: Yes, sir; it becomes a constant claim on the

operating revenue, so long as the credit of this stock is main-

tained. So long as dividends are maintained, disbursements

must be made on that large amount, annually, according to the

present rate of dividends, of $2,627,000.

Mr. Stone : Almost, in fact, just about one-half the amount

they pa}^ each year for engineers and firemen.

Mr. Lauck : Just about one-half, yes, sir
;
50 per cent of that

amount.

Mr. Stone : And almost double what a 25 per cent increase,

in wages to engineers and firemen, would amount to on that

road?

Mr. Lauck: Exactly, yes, sir.

Mr. Sheean: Mr. Lauck, did you make any investigation

with reference to the Milwaukee and North Western here, as to

whether or not these issues of stocks and bonds, in later years,

on which you make these comments, were made under the super-

vision of Utilities Commissions of the States through which they

run, and whether or not they were required to issue them in the

particular form that they were issued?

Mr. Lauck : I made no such investigation. I do not know,
but I suppose some states in the West require the sanction of a

Public LTtilities Commission.

Mr. Sheean: These last two roads, running through Wis-

consin ?

Mr. Lauck : Yes, they would in Wisconsin, undoubtedly.

Mr. Sheean: And the particular form of the issue and the
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manner of its being put out, is nncler the supervision of that

commission, is it not?

Mr. Lauck: I thiul^: they have a railroad commission in

Wisconsin, which passes upon stock issues. That is, it must

give its offiJcial sanction, before stock may be issued to the public.

Mr. Sheean: Well, or issued at all?

Mr. Lauck : Issued at all, yes.

Mr. Stone: At the rate they have been issuing, in the last

few years, it would not appear that they had much difficulty in

getting that sanction!

Mr. Lauck: I know nothing about the facts of that. It

would seem that way. I happen to know that Wisconsin has

a Eailroad Commission, but beyond that, I am not acquainted
with the situation in the West. I would imagine Wisconsin would

have one, though, if any state would have.

Mr. Stone: But tlie one fact does remain that they keep

right on issuing stock, from some cause or other, and they have

issued lots of it in the last ten years.

Mr. Lauck : Up to this period, yes, sir. There is not much
stock issuing being done now.

Mr. Sheean: But whether or not stock of an amount that

could avail itself of the market opportunities that are suggested

here, would be dependent on whether the commission of that state

would approve the issue in that particular form, would it not ?

Mr. Lauck : If they had such a law and such a commission,

yes.

Mr. Stone : Is it not a fact, Mr. Lauck, that railroads gen-

erally take advantage, whenever there is an unusually good year,

and money is plentiful, to get out these stock issues? They take

advantage of good times and capitalize prosperity at every

opportunity?

Mr. Lauck: They take advantage of the most advantage-
ous time to issue their securities, yes. Of course, any corpora-
tion would do that.

The next railroad considered is the Great Northern, pages
22 and 23, and the diagram on page 25.

Mr. Stone : It is very evident, from the looks of this table,

that they got somebody's consent.

Mr. Lauck : Yes, they made quite a number of stock issues
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from 1900 to 1910. You will note also that this table covers the

period, 1890 to 1913.

Mr. Stone: Yes, I nnderstancl.

Mr. Lauck: Having some issues as late as last year or

year before last. That shows stock issues from 1890 to 1913, of

$222,000,000, of which amount there was issued for cash $177,-

000,000, the prevailing- jier cent realized being 100 per cent of

par, the prevailing market price being 144-.47 per cent of par,
and the excess of market value over net proceeds to the company
being $79,136,000, or in other words, the company realized $177,-

000,000 of actual cash out of a total market value of $257,000,000.
Mr. Stone : And the stockholders got the benefit of the dif-

ference ?

Mr. Lauck: Yes, sir. This table is a very conservative

statement of the bonuses issued by the Great Northern, As a

matter of fact, they have .been much greater than that. The new
Great Northern has even issued first mortgage bonds at 10 per
cent of par to its stockholders, in order to distribute its increased

earnings, so the $79,000,000 there is exceedingly conservative.

Mr. Stone: And those bonds, at the time they were dis-

tributed, at 10 per cent of par, were worth more than par on the

open market, were they not?

Mr. Lauck: I have forgotten the exact quotation. They
were worth par, anyhow. They were bonds of the first order,

and there was a 40 per cent dividend given to the stockholders

in that form immediately prior to 1890, I think during the latter

'80 's, by permitting them to subscribe to the highest class bonds

at 10 per cent of their value, which, distributed over the entire

stock, made a 40 per cent dividend.

On page .25, is the diagram bringing out the relation between

the dividends paid upon the excess capitalization and the cost of

engineers and firemen. The dividends or the proportion of the

dividends applicable to the excess stock was $3,833,000 ;
the total

cost of engineers and firemen was $3,249,000, which was—well,

the dividend was more than 100 per cent of the cost of engineers
and firemen.

Mr. Stone: So here we have a road carrying a load that

amounts to more each year than the entire cost of its engineers
and firemen?

Mr. Lauck : Yes, sir.
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Mr. Stone : And it all has to be paid for out of productive

efficiency ?

Mr. Lauck : It has to be paid out of the actual earned

operating revenues of the road, which may arise from the work
of the men, operating efficiency of the men, or other cause.

While we are on the Great Northern, I would refer to pages
70 and 71. On those two pages will be found a detailed statement

of the different bonuses in greater detail, made by the Great
Northern during the period, 1890 to 1910.

In 1890, this company had a stock capitalization of about

$20,000,000. From that time forward it was constantly in-

creased : In 1892, there was a bonus on a bond issue of $4,125,-

000. In 1893, a special stock bonus, which is considered in the

preceding table. In 1898, they declared a stock dividend of 50

jDer cent, and the same year they—
Mr. Stone : The same year they doubled the capitalization

of the company also, did they not?

Mr. Lauck: Yes, sir; and in the same year they also dis-

tributed indirectly a dividend on the Manitoba stock, or a bonus
of about $23,000,000. And in 1899, 1900, they gave bonuses on
stock issues. These bonuses are considered in the preceding
table.

In 1901, they also gave another large bonus, and in 1905-6

the same. Then, in 1906, occurred the so-called distribution of

ore certificates, which were estimated at the time of this dis-

tribution to the stockholders $127,000,000, or a conservative

estimate of all these bonuses issued by the Great Northern to

its stockholders during this period would amount to about $300,-

000,000, which represents the distribution of that much of the

resources of the company, which if they had been conserved,
would have been yielding revenues which would have been

available, either for better wage payments to employes, or for

the improvement of the property or for the reduction in charges
to the public. Conservatively speaking, though, about $300,-

000,000 was given away by this road during this period. The
interest on that would amount to about a 40 to 50 per cent in-

crease in wages to all the employes of the Great Northern Eail-

road.

Mr. Stone: To say nothing about touching the principal?



6071

Mr. Lauck: No, for the engineers, firemen or any other

class of employes.
Mr. Stone: All employes?
Mr. Lauck: Yes, sir.

Mr. Stone : Eeferring back to page 25—
Mr. Lanck: I think we had finished with the Great

Northern.

Mr. Stone : Yes, the Illinois Central comes next.

Mr. Lauck: The table for the Illinois Central is shown

on page 26 and the diagram on page 28. In the case of the

Illinois Central, during the period 1901 to 1909, inclusive, they

issued stock for cash to the par value of $49,296,000, for which

they received par in cash. The prevailing market prices were

143 per cent of par, and the excess of market value over net

proceeds to the company was $21,000,000. In other words, they

received par, $49,296,000, when, if the stock had been marketed

approximately at the quotations prevailing, they would have

received $70,497,000.

Mr. Stone: So that the stockholders got the difference

between $49,000,000 and $70,000,000, or $21,000,000!

Mr. Lauck: Exactly, which was 43 per cent of what the

road actually did receive.

Mr. Stone: It really amounts to a stock bonus of that

much, does it not?

Mr. Lauck : Yes, 43 per cent, if they had got par. If these

securities had been issued at approximately market quotations

they would have been relieved from the necessity of having
issued $14,825,000 of capital stock, on which dividends are now

being paid, or the operating revenues of the company, refer-

ring to page 28, would have been freed from the annual burden

of $889,000, which is slightly more than 20 per cent of the total

amount paid to engineers and firemen annually by the Illinois

Central Eailroad.

Mr. Stone : In other words, what they pay out on this un-

necessary issue would more than pay a 20 per cent increase in

wages to engineers and firemen?

Mr. Lauck: Yes, sir.

Mr. Stone: And that burden, of course, is carried by the

road and has to come out of the earnings of the road?
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Mr. Lauck: Is carried indefinitely so long as the credit

of the company is maintained.

The next road is the Northern Pacific Railway, which ap-

pears on pages 30 and 31.

During this period, from 1897 onward to 1907, the North-

ern Pacific issued a total par value of stock of $323,000,000, of

which $93,000,000 was issued for par, on which they realized

par, and of which the prevailing market price was 114 per cent

of par, or an excess of market value over net proceeds to the

company of $13,252,000.

That is also a very conservative estimate, for the reason

that the market prices taken there, as in the case of the Great

Northern and some of the other roads, in some instances, it was

impossible to follow the method pursued by the Railroad Se-

curities Commission, and in order to be absolutely conservative,

the lowest market price which prevailed during the year was

taken, instead of the four quotations following immediately

upon the announcement of the distribution.

Mr. Stone : There were a few times that the prices soared

clear out of sight, were there not, during the fight for su-

premacy ?

Mr. Lauck : I think this stock sold at about $1,000 a share,

practically that, when Mr. Morgan and Mr. Harriman tried to

get control of the stock, about 1900 and 1901. But that would

not enter into this at all, or did not. (3f course it would not be

considered, and the lowest market price that could be found for

the year was taken, where we could not follow the method of

the Railroad Securities Commission.

Mr. Stone : And even with that it show^s a difference be-

tween $93,000,000, the amount they received, and $106,000,000,

what the market value of the stock was?

Mr. Lauck: Yes.

Mr. Stone: Or a diiference of $13,000,000!

Mr. Lauck: $13,252,000.

Mr. Stone: And the stockholders got the benefit of the

difference ?

Mr. Lauck: Yes, sir. That is shown in bracket form on

page 33, the total dividend pajmients being $17,000,000; the pro-

portion applicable to this excess stock, according to this method

of computation, being $812,000, which was slightly more than



6073

20 per cent of the total outlay for engineers and firemen during
the year 1913.

On pages 66 and 67 will be found more detailed data rela-

tive to the Northern Pacific and to the special disbursements

to stockholders during this period.

Mr. Stone : Have you summed them up ?

Mr. Lauck: This is just for the two years 1907 and 1908,,

I should have said.

During- 1907 they made a special disbursement to stock-

holders, according to the then prevailing market price, or bonus,

of $80,000,000, which does not appear in this table, and which

is impossible to get the exact quotations for. But, taking it on

the basis of quotations issued at that time, it was about

$80,000,000.

The same year, the North Western Improvement Com-

pany, which it will be recalled was the subsidiary of the North-

ern Pacific, to which it transferred a large proportion of its

land grants, declared a dividend of 629 per cent on its stock,

from the proceeds of land sales, and other activities in which it

was engaged on behalf of the Great Northern, from the sale of

timber lands, primarily, I think, to the Amalgamated Copper

Company and the Weyerhaeuser Lumber Company—they de-

clared a dividend of 629 per cent, which resulted in a special

dividend of $11.26 per share to the Northern Pacific stockhold-

ers. This dividend w^as declared out of the accumulated surplus

of the company at that time, the surplus being especially created

for that purpose by the company, which had not carried a sur-

plus up to that period.

Mr. Stone: They also accompanied that with an an-

nouncement, did they not, that no part of that had been derived

from the transportation business?

Mr. Lauck: Yes.

Mr. Stone: They wanted that distinctly understood, that

it had come from somewhere else?

Mr. Lauck: Yes, this North Western Lnprovement Com-

pany, which still exists, and which is the subsidiary which

handles the lumber operations primarily of the Northern

Pacific. This dividend was a great surprise to the stockhold-

ers of the Northern Pacific, because they had not Imown any-

thing about the North Western Improvement Company, prac-
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tically, and they were very pleasantly surprised by the special

disbursement, not realizing that any such assets were being
held by the Northern Pacific Company.

It was noticed also that this special dividend was paid, of

$17,000,000, if I remember correctly the total amount of the

dividend—
Mr. Stone: Paid in cash?

Mr. Lauck: Was paid in cash, at the same time that new
stock was being issued at par to stockholders, which was selling

at $180, for the purpose of securing additional funds for the

road. It would seem that if additional funds had been needed,

it would have been better financing if the proceeds of the profits

made from its operations had been used for the purposes for

which funds were needed, rather than to issue new stock at par to

stockholders, which was selling at $180 a share on the open mar-

ket, or to give them a special bonus at this time. In other words,
the two things were inconsistent.

Mr. Burgess : Well, Mr. Lauck, explain this last paragraph.

Why is it necessary to issue new stock and at the same time

distribute accumulated surplus! I don't understand that. There

is a whole lot about this book that I don't understand. I want

to convey that very clearly. But I would like a little explana-
tion on that, if you can give it to us.

Mr. Lauck : From the standpoint of the company, it seems

to me it was indefensible. That is, the idea was, from the stand-

point of the stocldiolders, that they were accumulating earnings
so rapidly that they were making these different distributions.

But, the inconsistent thing was to issue stock to get money or

capital for additional extensions or improvements of the road,

and simultaneously to declare a special dividend of $17,000,000.

And it would seem that the interests of the road as a whole, or,

from our standpoint, the output of the road, would have been

better conserved by putting the money back into the road, or by

issuing the stock at the prevailing market rate.

But it would be inconsistent if you needed money, to issue

stock at a very great discount to the stockholders, and at the

same time disburse $17,000,000 to stockholders which was held

in the treasury of the company.
Mr. Nagel : Would it have been improper to retain the sur-

plus and issue stock for it?
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Mr. Laiick: It would have been perfectly proper, yes, sir.

That is. they would have the right to do that.

Mr. Nagel : In other Avords, yon think it is proper for a

railroad to issue stock for increased value of its property?
Mr. Lauck : I think that Mr. Sheean and I were discus sing-

that yesterday, and my personal opinion was that it was not—
that is-, I would have to hold that that would not be proper ;

other-

wise, the accumulated results of the operation of the road could

be capitalized at any time, and absorbed in that way, the sanie

way they could any stock against earning power.
Mr. Nagel: Then, in your opinion, the stockholders would

always be restricted to a dividend upon the original issue?

Mr. Lauck : Upon the amount which they actually invested

in the road, yes, sir.

Mr. Nagel : Should the dividend be restricted !

Mr. Lauck: If it was, it ought to be guaranteed, I think,

but it should not be restricted.

Mr. Nagel : Then, what is the diiference between a large

dividend on a small issue of stock, and a small dividend on a large

issue of stock?

Mr. Lauck : Well, in practice, no difference.

Mr. Nagel: What is the essential objection to issuing new
stock to cover an increased value of property?

Mr. Lauck : Well, this value of property—I am looking at

this from the standpoint of a railroad being a quasi-public insti-

tution. This new property has developed. We don't know how
it has developed. If it has developed from the managerial

ability, or from the stockholders taking the risk, then surely they
should have the right to acquire that property, through a stock

issue, or through its being distributed directly to them, but if it

is the result of the accumulated development of the country, or

if it is a result of the efficiency of employes, which has not been

distributed to them, but which has been accumulated, then it

would seem to me that no one, either the employes or the public,

could ever expect any benefit from the operation of the railroad.

Mr. Nagel: Of course, I appreciate these several consid-

erations, but assuming that the men have been adequately taken

care of, and that beyond all -pf the considerations that you have

mentioned, there is an increased earning power, that increases

the value of the property, does it not?
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Mr, Lauck: Yes, sir.

Mr. Nagel: And that value may be expressed, either in

higher dividends upon the existing stock, or an increase of the

stock issue and correspondingly lower dividends?

Mr, Lauck : Yes, sir.

Mr. Nagel : It comes to the same thing, does it not !

Mr. Lauck : Yes, sir. I would say that if the men had been

properly compensated—if it should be estimated that they have

and that the public had received fair treatment in the way of

charges, which would be the contention of the public, why, then

the stockholders would be entitled to it in any way they want
to take it. I was going to add that my contention here is that it

has been claimed by our opponents that there has not been suffi-

cient gain from productive efficiency, to meet the new capital

commitments which have been made by the railroads, and I am
endeavoring to show that if the roads had conserved their re-

sources and had not indulged in improper financial practices,

that the resources would have been conserved, and they would
have been yielding revenue, which would have been sufficient for

capital requirements, and leave something, if it should be deemed
the engineers and firemen should have something more.

Mr. Nagel : If such an increased issue of stock had, with-

out first taking care of proper charges, including the men and

considering the public, tjiat would, of course, simply be a squeez-

ing of the lemon.

Mr. Lauck : Yes, sir.

Mr. Nagel : Such an issue could be justified only after full

consideration has been given to all of these obligations ?

Mr. Lauck : Yes, sir. Then I should thoroughly agree, with

the statement that the stockholders were entitled to all the prop-

erty accruals and earning power. I am making this argument,
because of

the^
statement on the other side that there is not avail-

able, or productive efficiency has not been attended with, any
profits.

Mr. Nagel: Then, that is one manner in which the stock

issue may^take place in an organized concern?

Mr. Lauck : Yes, sir.

Mr. Nagel: Another is when the company undertakes to

raise new cash for a stock issue, and that new issue may be sold

to existing stockholders, pro rata?
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Mr. Lauck : Yes, sir.

Mr. Nagel : Do you think it would be justifiable to sell such

new issue to existing stockholders at par, Avhen the ruling price

is 170?

Mr. Lauck. No, sir, I think not. Despite all considera-

tions, I think that they ought to get the prevailing price for the

stock. I think it would be much more justifiable to capitalize the

accumulated assets.

Mr. Nagel : In other words, in your opinion, such a trans-

action would protect the stockholders and be fair to them, but

would, incidentally, put a burden upon the public?

Mr. Lauck: Yes, sir; it would be a standing argument

against reduction in freight charges, or increases in wages to

employes.
Mr. Nagel : And the transaction would be justified only if

a reasonable price is obtained, and it might be recommended

if it rendered possible a ready and prompt sale.

Mr. Lauck: Yes, sir, if the credit or conditions were bad,

like they were last summer, or some such condition as that

prevailed, that would be a justification for it. If the company
had to have money and could not get banking support, yes. Other-

wise, I see no ground for it.

Mr. Nagel : Then, the new issue might be placed with one

concern, as you have instanced here several times?

Mr. Lauck: Yes, sir.

Mr. Nagel: And again, a lower price than the ruling quo-

tation might be justified as a consideration for a prompt" sale

of the entire issue?

Mr. Lauck: In times of emergency, or normal times, even,

if the commission is moderate.

Mr. Nagel : And again it becomes a question of proportion

of price and amount of commission?

Mr. Lauck : Yes, sir.

Mr. Nagel: "VVliether they are in themselves reasonable or

not.

Mr. Lauck: Yes, sir, the fundamental consideration there,

it seems to me, is as to how far the institutions which control

credit use or abuse that power, and to what extent they should

be regulated.
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Mr. Nagel; And finally you may offer the entire issue to

the pubhc?
Mr. Lauck: Yes, sir,

Mr. Nagel : That is fair in theory and may prove disastrous

in practice?
Mr. Lauck: It may be, yes, sir; although, if it is a good

issue, we must naturally expect, or would expect the public to be

very glad to subscribe to it.

Mr. Nagel: And that "if" is a very significant condition?

Mr. Lauck : Well, of course, in the case of bond issues, there

would not be much liability there that the public would not sub-

scribe. As to the stock, they would probably want the sanction

of some banking house back of it, unless it was an old established

stock, like the New Haven used to be, when it was a favorite in-

vestment among savings banks and people in New England, or

individuals in New England.
Mr. Nagel: And these several roads have, from time to

time, employed these several methods?

Mr. Lauck: Yes, sir.

Mr. Nagel : With every grade of margin in the transaction?

Mr. Lauck: Yes, sir. Another significant thing has been

that of the stock distribution. The significant outcome of it is,

it seems to me, and where it is deplorable, if you issue the new

stock at par, when it is selling liigh on the market, of course that

indicates that the earning power of the company is high, because

they expect to use the earnings to keep the market value sus-

tained. If there is a reverse in business conditions, or a reverse

like the case of the flood in the South, which caused the Illinois

Central to lessen its dividends, you are running the risk of de-

stroying the credit of the company and also increasing the risk

to the investors. For that reason, I should say, issuing stock

at par to the stockholders, and not realizing the full value which

can be realized, is a bad practice from the standpoint of the rail-

road and the investor also.

Mr. Stone: Is there not this difference between a high

dividend on a stock, perhaps during a high earning period, and

the issuing of a whole lot of stock which becomes a permanent
burden on the property?

Mr. Lauck : Yes, sir
;
that is, if you would—

Mr. Stone : You might pay 15 or 20 per cent on that stock
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during these years of your high earnings, while, instead of pay-

ing that, if yon issued some more stock, it would become a perma-
nent burden forever, would it not?

Mr. Lauck: Yes, it becomes a permanent claim upon the

operating revenues of the company. That would be the same

point I was just mentioning. The stock bonus is capitalizing

earning power as distinguished from what Mr. Nagel stated was
a capitalization of assets. If you capitalize earning power you
create a much larger volume of liability against earning power
than you would if you capitalized assets.

Mr. Stone : And that is what has brought the railroads into

the present condition that they find themselves in today, is it

not?

Mr. Lauck : That is one of the primary causes, I think, yes,

sir.

Mr. Nagel : Your answer was based on the ability to ascer-

tain a reasonable valuation for this further capitalization.

Mr. Lauck : Yes, sir—I beg your pardon, I did not get that

question.
Mr. Nagel : Your answer was based upon the abilit}^ to es-

tablish a reasonable valuation for the further capitalization. Mr.

Stone is making a distinction between a present high dividend

and—
Mr. Lauck : I meant simply to carry out a little further the

point that we were discussing. I believe I said you stated that.

I stated that, I beg pardon. I did not mean to attribute it to 3"ou.

It was that with the cai^italization of assets there would probably
result a much smaller volume of security issues than the capitali-

zation of earning power.

Mr. Stone: But in this case here, on the Northern Pacific,

we have an example of where a company is dividing a profit of

$17,000,000 in a special dividend, or a cash bonus, while at the

same time they are trying, with a new stock issue, to raise funds.

Mr. Lauck: Yes, sir.

Mr. Stone : And instead of putting that new stock issue on

the market at $186, at which it was quoted, they sold it to their

stockholders for par?

Mr. Lauck: Yes, sir.

Mr. Stone : So, in addition to the cash bonus of some eleven
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or twelve dollars per share, they also got the benefit of the dif-

ference between par and the 186 on the new stock issue?

Mr. Lauck : The stockholders did, yes.

Mr. Stone: Yes?

Mr. Lanck: Yes, they got a special dividend.

Mr. Stone: And it does not look consistent, distributing

money which they have stored up, and being out on the market

trying to get money with a new stock issue at the same time.

Mr. Lauck : It is inconsistent from the standpoint of get-

ting new capital and was inconsistent from the standpoint of

needing capital. If they needed capital
—

Mr. Stone: They might have used some of this $17,000,-

000?

Mr. Lauck : They might have used some of this $17,000,000

and reduced the new issue of $93,000,000, I believe, to about

$66,000,000.

Mr. Stone : But instead of that, they distributed $17,000,-

000 and put out $93,000,000 of stock, Avhich became a permanent
burden on the earnings of the road I

Mr. Lauck : On the earning power of the road.

Mr. Stone: And, incidentally, the stockholders got the

benefit of the difference between par and 186, and incidentally

they got the benefit of $17,000,000 that was distributed in cash?

Mr. Lauck : Yes, that is, the stockholders got this benefit,

which left a liability, in addition to the par value of the stock

issued, which is a permanent liability and will be a permanent

claim, which, according to present methods of distribution of the

output of the railroad, or of operating revenue, is a claim which

is urged as taking precedence over wage demands, or reduction

in freight rates, or any other matters of that kind. That is, the

capital charge must be met first.

Mr. Stone: The next is the Southern Pacific?

Mr. Lauck : That is on page 33, and the table is on pages
34 and 35. There we have, in the case of the Southern Pacific, a

par value of stock issued during the period 1900 to 1907, for cash,

of $74,000,000 in round numbers, the market value of which was

$83,000,000 in round numbers, and the company realized 100 per

cent of par value, or $8,409,000 less than the prevailing market

prices.

This is another case where we had to use the low market
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quotation for the year, the lowest market quotation we could get,

instead of the quotations following the announcement of the

stock issue, which gives every benefit to the consideration of the

other side of the question,

Mr. Stone : There was quite a difference between the high
and low market quotations for the stock for the year, was there

not?

Mr. Lauck : Yes, sir, the computation is based on the low-

est that was quoted for the year, however, in order not to seem
to claim any more than the minimum that could have been

secured.

Mr. Stone : Thev also issued a great manv bonds for other

than cash?

Mr. Lauck: Oh, yes, they were used primarily for the

Southern Pacific Railway Company and the Central Pacilic Rail-

way Company.
Mr. Sheean : Does that mean, on getting that $8,000,000,

that if they had sold during that particular time, they would
have made that, but they paid 100 cents on the dollar for all of

that stock issued as shown there, and any one who paid that 100

cents on the dollar and held it today, on the market quotations,

would get 82 for it.

Mr. Lauck : I do not know what the quotation is. If that

is the quotation—
Mr. Sheean: That is yesterday's paper, Southern Pacific

high 8234 and low 82. Now, this table shows that every one paid
100 cents on the dollar for that stock.

Mr. Lauck: Exactly.
Mr. Sheean : And anyone paying his 100 cents on the dol-

lar and holding that share of stock until today, if he sold it

today, would have to sell it at 82, or 82%?
Mr. Lauck: Well, of course, at the present time, market

prices are abnormal, Mr. Sheean.

Mr. Sheean: And if wdthin four months of the time he

had actually sold it, at the fig-ure of 109, there would have been

this difference?

Mr. Stone: And if he had taken advantage of the high

spot, and held it at 139%, he would have had more yet.

Mr, Lauck: This is the lowest quotation for the year. I

was just explaining that in some cases we could not get the
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quotation for the four days immediately succeeding the an-

nouncement, as per the method of the Railroad Securities Com-

mission, and this is based upon the lowest quotation for the

year, the bonus there, and if he had sold it at that, he would

have made this amount of $8,409,000, or would have made $9.00

per share. Of course if he would sell that stock now, and he

paid $100 for it, he would lose $18.00 a share, but it seems to me
that the prevailing market prices are not normal at the present

time.

Mr. Sheean: I just wanted to make sure that I under-

stood the table. This assumes that if they had sold the entire

issue at this price, there would have been this profit?

Mr. Lauck: Yes.

Mr. Sheean: But if any of these people who paid 100

cents on the dollar, have been so unfortunate as to hold it until

today, all that they could get for what they paid 100 cents on

the dollar for is 82 cents ?

Mr. Lauck : That is correct. Of course, they have gotten

all kinds of benefits, probably. Not all kinds of benefits, but

they have also received other benefits from the stock during

this period.
Mr. Stone : It is also true, is it not, Mr. Lauck, that there

were times during that period when they could have sold their

stock on the market for 139Vs ?

Mr. Lauck: Oh, the very time the stock was issued the

highest for the year was 139.

Mr. Sheean: How many shares sold at that price?

Mr. Lauck: I do not know; w^e took the highest, in order

to be ultra-conservative, so that no claim could be made that

we were trying to claim more than the minimum.

Mr. Stone : If we had gone to the other extreme, as they

did in the application of some of our articles, we would have

taken the 139?

Mr. Lauck : Well, it would have been the maximum which

he could have gotten, yes, sir.

If no further questions, I will pass to the Chicago & Alton.

Mr. Stone: Just before you leave this. You say these

bonds were all issued for other than cash value, to take up
securities of the Southern Pacific and Central Pacific roads?
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Mr. Lauck: Tliey were probably issued for that purpose,

yes, sir.

Mr. Stone : What was the amount of bonds issued during
that time!

Mr. Lauck : The total amount of bonds issued during that

time was $30,815,000. That is, during the period of 1900 to 1912.

And subsequent to that time there were other bond issues and

equipment trust issues, for some of which quotations could be

secured, and for some of which no quotations were available

whatever.

Mr. Stone: You have no chart for those?

Mr. Lauck : No, we have no chart. We were not able to

get quotations to enable us to make a very comprehensive show-

ing for the Southern Pacific. Market quotations were lacking.

Mr. Sheean: Just a moment, Mr. Lauck, please. Ap-
parently, on the first line there, you show a low market quota-
tion of 30 and a high market quotation of 44, both issued at par.

Do you give credit for all the difference there in carrying
that out?

Mr. Lauck: Just for the low market quotations.

Mr. Sheean: Well, in the credit for the possible profit,

do you give a credit for the stockholders there taking that ?

Mr. Lauck: Not at the high, no. The low. That is, the

point is, if the company had sold this at the lowest quotation

prevailing during tlie year in which it was issued, it could ap-

proximately have gotten $8,000,000 more for these two stock

issues. Looking at it from the standpoint of the company or

the stockholders as a whole, they did receive par, but if they
had taken it, not at the quotation immediately following upon
the announcement of the distribution, but upon the lowest price,

they could have gotten $8,000,000 more than par.

Mr. Sheean: Well, is that not only on those two issues of

1905 and 1907?

Mr. Lauck: That is only on those two issues, yes, sir.

The others were issued for considerations other than cash, and

I do not take those into consideration at all. The 1900, 1901, 1902,

1909, 1910 and 1911 issues, of course, were principally issued

exchange for the securities of the Central and Southern Pacific,

not issued for cash, and therefore I do not consider them. This
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table is somewhat different in form. That is probably what

has confused you.
Mr. Sheean : Yes. I did not see how they were given any

credit in the cases—
Mr. Lauck : No, they were issued for considerations other

than cash, and the form is somewhat different, because in the

case of the Southern Pacific securities during this period, for

some reason we could not get any satisfactory quotations, as in

the case of other roads. That was the case also in the case

of the Omaha Road, and another road which I mentioned, 1

think it was the Northern Pacific, the Great Northern.

Mr. Nagel: Mr. Lauck, you distinguished between assets

and earning power?
Mr. Lauck: Yes, sir.

Mr. Nagel: Stating justification for the issuing of in-

creased stock?

Mr. Lauck: Yes, sir.

Mr. Nagel : Is there any rule by which you can determine

that distinction, in the last analysis?
Mr. Lauck : In the last analysis, it would have to depend—

well, it would be exceedingly hard, because a lot of their assets

would be carried according to their earning power, the book

value of their assets.

Mr. Nagel: In the last analysis, is not the value of the

assets tested by earning power?
Mr. Lauck : I think so. Unless it was—well, yes, undoubt-

edly it would be. It would be tested by earning power. That is

what I meant by assets was the accumulated resources which

they carried in their property investment, or in their other

investments, like the Northern Pacific would carry this North-

western Improvement Company; or they might carry invest-

ments in any proper kind of investments. That investment

would be probably carried though at a capitalization of its earn-

ing power.
Mr. Nagel: That is tangible assets?

Mr. Lauck: Yes, sir. I don't know whether that answers

the question or not.

Mr. Nagel : 1 wanted to get what your view was.

Mr. Lauck : My idea was tangible assets was not the real

physical thing that you could hold or see, but the accumulated
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assets that Mr. Slieean and I were speaking of yesterday, that

had through process of time been accumulated and were carried

on the balance sheet of the company as part of their real assets,

at a certain book value.

Mr. Nagel : Your conversation did not get into the record,
did it?

Mr. Lauck: I don't know whether it did or not. I

remember we were discussing it vesterdav. I don't believe we
went over it to explain what assets, either hidden or real, were,
but we were just talking about the point.

Mr. Stone: Well, is it not a fact, Mr. Lauck, if the assets

or surplus were invested in the property that the assets would
be increased in that amount?

Mr. Lauck: If you would invest the surplus in the prop-

erty you would theoretically increase earning power, which
would give an added market value to the property.

Mr. Sheean: If I may go back just a minute, Mr. Lauck.

Mr. Lauck: Yes, sir.

Mr. Sheean: A few moments ago, j^ou drew a distinction

between accumulating and surplus, through managerial effi-

ciency. In that case you said it would go to the stockholders, but

if this surplus was accumulated through their employes, it should

go to the employes.
Mr. Lauck : Yes, sir.

Mr. Sheean: Eepresenting a Managers' Committee here, I

w^ondered why you drew that distinction, that anything that is

brought about by and through managerial efficiency should go to

the stockholders. Just why do you place the manager on a differ-

ent plane or basis in the matter of employment, than any other

employe 1

Mr. Lauck : Well, I think the manager is the personal rep-
resentative of the stockholders, char<red with the custodv and

operation of the property, in view of the fact that there are so

many stockholders that tliey can not, of course, give their per-

sonal attention to it, and the administrative officials must do

that. Now, the point that I made, or was attempting—or was

discussing, rather, not that I made, was that if the employes have

gotten what they deserve, and if the public has got what it

deserves, then all the rest should go to the stockholders. But I

am claiming as against the argument that productive efficiency
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has not been attended witli profits, that there has not been the

due conservation of resources, which would, if they had been

conserved, yield returns which would meet the demands of the

increased work and productive efficiency of the men.

Mr. Sheean: Now, at just what step in Mr. Curry's career

between tlie time he was locomotive engineer and the time he

was superintendent of motive power, or member of the Managers'
Committee—at what point would his activities cease to accrue to

the benefit of the engineers, and begin to accrue to the benefit

of the stockholders? Just where do you draw the line! You

spoke of its being brought about by managerial efficiency in one

case, and that going to the stockholders is brought about by
efficiency of the employes.

Mr. Lauck : I think that the manager is an employe of the

stockholders, just like the engineer and fireman are. That is,

that any manager, if he is an exceptional man, or according to his

skill in managing, or according to his work he should be remuner-

ated accordingly. Take Mr. Loree, who got $.450,000 for leaving
the Baltimore & Ohio and coming to the Rock Island, and got

$75,000 a year on the Rock Island. Probably he received more
than the usual manager, and that was a recognition of his skill in

attending to the business of the stockholders.

Mr. )Sheean : Well, in that case, would you draw the line on

anv fixed amount of salarv that would distinguish whether or

not he was accumulating a surplus for the benefit of himself and
other employes, beyond which, whatever he accumulated should

go to the stockholders, or just where do you distinguish, or how
do you distinguish between managerial efficiency and any other

kind of efficiency?

Mr. Lauck : I do not know whether I get that point exactly,

Mr. Burgess : Mr. Sheean, pardon me just a moment, but I

was trying to follow Mr. Lauck very closely, and I did not under-

stand it just as you have put it.

Mr. Sheean: I thought you said that if the surjDlus had
been the result of managerial efficiency, then it should go to the

stockholders.

Mr. Burgess : My understanding, Mr. Sheean, was, that if

the assets or the product of managerial efficiency and productive

efficiency of the employes, and all of these factors had been prop-
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erly compensated, then what was left should go to the stock-

holders.

Mr. Lauck: That was what I was going to mention, I

think the railroad president and the manager is as much of an

employe as any other class, and he should receive his due share

in this accumulated surplus. But after they have all been re-

munerated, of course—after all employes have secured a proper

participation, according to what they contribute to the output
of the road, why, then, the balance should go to the stockliolders.

Of course, the practical method is that all classes of employes

get what they can, and the* stockholders keep as much as they

can, and it is really a question of bargaining jDOwer and of col-

lective action, or individual action in participating in that.

Mr. NaselXI

Mr. Stone

Mr. Lauck

Where does the public come in??

They pay the freight rate.

The railroads seem to think the public are very
effective in their demands now.

Mr. Stone : Mr. Lauck, coming back to the question of Mr.

Curry of the Northern Pacific, who is mechanical superintendent,

just about how much say did he have about the Northern Pacific

distributing these special bonuses and declaring these special

dividends ?

Mr. Lauck : That would be entirelv a matter for the finan-

cial officers to act upon, after ratification by the Board of

Directors, and ultimately, the stockholders.

Mr. Stone: And the operating officials, the manager and

mechanical superintendent, and all the other operating officials,

perhaps, were not consulted and did not know anything about it,

any more than the employes did?

Mr. Lauck : No, sir
;
there would not be any occasion for

that.

Mr. Stone: They are supposed to earn these dividends.

They are there to get results, that is all. They are not consulted

by the financial administration of the road at all, are they?
Mr. Lauck: Not at all, no, sir. I don't think so.

Mr. Stone : Well, suppose we see what is the matter with

the Alton now?
Mr. Lauck: The table for that road appears on page 38.

During the period 1900 to 1910, the Alton did not issue any stock,

for cash, but issued $39,000,000 worth of stock for considerations



6088

otlier than casli. That stock was issued, as will be shown later,

as a result of the consolidation of the old Chicago & Alton Rail-

road and Eand Railway Company. During this same period,

however, funded debt was issued, for cash, to the par value of

$20,650,000, on which 87.40 per cent of par was realized. The

market value wliicli was realized was 90.09 per cent of par ;
or

the excess market value over net proceeds to the company was

$550,000. The stock issues of the Alton were entirely limited to

stock exchanges, under the control of Mr. Harriman and the

consolidation of the old and new Alton Companies, and there

were no stock issues for cash.

Mr. Stone : Have you a special page for that, or does that

show in the history of the Alton?

Mr. Lauck : That is taken up in the liistory of the Alton.

Does not come under this topic, directly, that we are speaking.

The next road is the Chicago, Rock Island & Pacific, the

tables for wliich^—
Mr. Stone: Chicago Great Western, is it not?

Mr. Lauck: Chicago Great Western. The table for that

appears on page 40. That road also issued no stock, for cash,

but the stock issues were for purposes of reorganization in

1909 and 1910, and which will be taken up in connection with the

topic of reorganizations. They made a bond issue in 1910, for

cash, of $2,000,000, ujion which they realized $1,724,000, or

$34,600 less than the market in-ice.

Mr. Stone : They realized $1,690,000, did they not ?

Mr. Lauck: Yes, sir; while the market value was $1,724,-

600, the difference being $34,600.

Mr. Sheean : Could vou tell how manv sales of those bonds

were ever made at 86.231

Mr. Lauck: How many sales?

Mr. Sheean: Yes, sir.

Mr. Lauck: No, sir.

Mr. Sheean : They succeeded in disposing of them at 84.50,

apparently ?

Mr. Lauck : Yes, sir.

Mr. Sheean : The Great Western sold at 84.50 ?

Mr. Lauck: Yes.

Mr. Sheean : Xow, do you know how many sales were ever
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made as high as 86? Did your investigation show that? You
have got the average price of 86.

Mr. Lauck : I have not the figures for it.

Mr. Sheean: They seem to be selling now at 69. I was

wondering how many sales were ever actuall}^ made as high

as 86?

Mr. Stone : It is a wonder they are selling at that, for the

amount of capitalization the road has got.

Mr. Lauck : I think those bonds w^ere taken by J. P. Mor-

gan & Company.
Mr. Stone : Is it not a fact that J. P. Morgan & Company

took the entire out])ut of this issue, in their reorganization?

Mr. Lauck : He took an issue of about this amount. I am
not absolutely certain whether this is the issue or not—about

$18,500,000 to provide cash for the road, out of which w^as paid an

underwriting profit of $6,000,000, and $600,000 as personal fee

for reorganizing the road.

Mr. Stone: What was there left after they got through
with that?

Mr. Lauck: About $11,000,000 he gave to the road, for the

$18,000,000 which they issued to him.

Mr. Sheean : I am wondering where you got the informa-

tion on which jou put the market price of 86.23. How many sales

were there at a price of 86 ?

Mr. Lauck : I took no record as to that Mr. Sheean.

Mr. Stone : You simply take it from the market quotations,

from the open market, on the Stock Exchange Board. That is

where you get the price ?

Mr. Lauck: As a matter of fact, this quotation was taken

from the record of the former Railroad Securities Commisssion.

Mr. Stone: You did not take it at all, then?

Mr. Lauck: No; I simply took their word for it.

Mr. Stone : The next is the Rock Island. Mr. Lauck, were

you through w^itli the Great Western?

Mr. Lauck : I was just looking up that bond issue on the

Great Western. I can take it up later, though.

Mr. Stone: Get to that later; get it in the history, any-

way.

Mr. Lauck: The next railroad considered in this connec-
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tion is the Cliicago, Rock Island & Pacific Railway Company.
This is the operating company.

Mr. Stone: Explain just what that is, the railway com-

pany?
Mr. Lauck: The railway company is the real railroad in

the system of Rock Island finance. That is, it is the one operat-

ing road in the three other roads which have been built upon
this as a superstructure. That is, the railway company is the

operating road, which is owned by the railroad company. The

holding company, developed in 1901, by Mr Reid. and the rail-

road company is owned by the Rock Island Company, a holding

company in New Jersey, which was created at the same time.

Mr. Stone: Neither one of them are real railroads!

Mr. Lauck: Neither of them. Both of them are simply

corporate entities, without any real assets, except the assets

which they finally got by holding this railway company, which

is the real railroad. There is about $275,000,000 capitalization

built upon this railroad, as an operating unit.

Mr. Stone: But the holding companies who managed it

got all of the milk out of the cocoanut, did they not f

Mr. Lauck: That was the object, yes, sir. They were not

very successful in prosecuting that object.

Mr. Burgess: Let us get clear. The Chicago & Rock

Island Company owns the Chicago & Rock Island Railroad Com-

pany, and that company in turn owns the Chicago & Rock Island

Railroad—
Mr. Lauck : Railway. There was originally, back, I thijik,

in about 1880, a Chicago, Rock Island & Pacific Railroad, and

they reorganized and doubled the capital stock and then they

called it a railway. Then when the so-called Moore-Reid syn-

dicate came along, in 1902, it was knoA\^l as a railway then, as

the result of changing the name and increasing the capital stock

through reorganization. They operated it for a while and then

they created a Railroad Company under the laws of Iowa, capi-

talized at $150,000,000, I believe, or $125,000,000, for the pur-

pose of holding the stock of the Railway Company, Avhich is the

operating company. Then they, in turn, created another com-

pany called the Rock Island Company, under the laws of New

Jersey, the stock of which they exchanged for the Railroad Com-

pany of Iowa, and therefore the Rock Island Company of New
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Jersey hold the Raih^oad Company, which, in turn, owns the

Railway Company, the operating company, or the ultimate con-

trol is in the Rock Island Company of New Jersey.
Mr. Stone: Is that the reason Avhy finance is so hard to

understand, because they make it so plain like that!

Mr. Lauck: I noticed in Mr. Reid's testimony before tlie

Interstate Commerce Commission several days ago, he became

confused himself in the names of these companies.
Mr. Burgess: That is perfectly clear now, Mr. Lauck.

Mr. Lauck: Well, this is the operating company at any
rate.

Mr. Stone : This is the real railroad.

Mr. Lauck: Yes.

Mr. Stone: That actually handles the business and trans-

ports freight and passengers.
Mr. Lauck: It is the operating unit which develops the

revenues upon which this superstructure of corporation securities

was built.

Mr. Stone : They all rest on the operation of this raih'oad

here.

Mr. Lauck: Yes, sir. This railroad, during the period

under consideration, 1902 to 1910, issued securities for cash to the

par value of $18,222,000, upon which they realized par. These

securities had an average market price, however, of 162.43, and

the excess of market value over the amount actually realized

by the company was $11,376,000, or 62.43 per cent of the proceeds
of the stock. In other words, the aggregate loss or aggregate dis-

tribution in the form of a bonus was $11,376,000, upon an out-

standing issue of $18,222,000.

The bonds issued during this period, or the total funded

debt issued for cash, amounted to $158,000,000, upon which $146,-

000,000 or 92.54 per cent of par was realized. Based on con-

temporaneous quotations, $152,000,000 could have been secured

if the market prices had been obtained, or there was an excess

of market value over net proceeds to the company of $5,698,000.

Or, for both bonds and funded debt, the excess of market value

over net proceeds was $17,074,000.

So far as the stock is concerned, by referring to page 44,

the table—
Mr. Stone: Before you leave this table, I see for the first
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time in any of these issues you show collateral notes of an indi-

vidual. I see down there you show collateral notes of John
Scullins and David R. Francis.

Mr. Lauck: You mean in Note 7!

Mr. Stone : On page 42.

Mr. Lauck: Yes, that was not issued for cash. That was
issued for the purpose of buying a railroad. The St. Louis,
Kansas City & Colorado, I think, was bought from these two

gentlemen, Mr. John Scullins, and Mr. David R. Francis, for a

certain amount of Rock Island stock, $5,000,000 worth of Rock
Island stock, and also notes of the Rock Island were given to

them in jiart payment.
Mr. Stone: That is the first time anything of that kind

has appeared in any of these tables.

Mr. Lauck: That is put in here because the table is sup-

posed to cover all stock issues, whether for cash or for considera-

tions other than cash, and these were considerations other than

cash. That was a road worth about $2,000,000, according to the

estimates, for which the Rock Island paid seven or eight million

dollars in its stock.

On page 44, the middle of the page, it will be noticed that

the excess capitalization computed upon the- basis of the fore-

going computations, or the smaller amount of capital stock that

could have been issued to secure this amount of funds, was $7,-

000,000. Page 45 shows the amount of dividends declared and

the proportion applicable to excess stock, or $350,000 which could

have been saved each year from operating revenues if the securi-

ties had been marketed at their full value.

Mr. Stone : The history of the reorganization of the Rock

Island is covered in another place f

Mr, Lauck: Yes, sir.

The next road considered is on irdge 46, and is the Chicago,

St. Paul, Minneapolis & Omaha. It was difficult to get quotations

for that road, owing to the fact that it is a road that is owned

by another company, the securities of which are not active, and

very little was shown in the way of excess value received for

securities. In a number of instances the Omaha was found—as

in the case of one stock issue, and two bond issues—to have re-

ceived for its security issues more than the market value of the

securities. I thought it best, however, to use the table, to indi-
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cate that the good was shown along with what we were consider-

ing improper.
The next railroad is the Soo Line, shown on page 49. There

it is shown that this railway issued during the period of 1908 to

1912 capital stock to the par value of $5,603,000, the market value

of which was $7,636,000, but only the par value being realized,

there was an excess of market value over net proceeds to the com-

pany of $2,033,000, which represented an excess capitalization of

$2,635,000, and the portion of dividends applicable to this, as

shown on page 52, was $184,475 annually, or that much of an

annual drain created upon the operating revenues of the road,

Mr. Stone: And a 10 per cent increase to the engineers
and firemen would only amount to $158,200 per year?

Mr. Lauck : Yes, sir, which would be less than the amount

which is annually lost if—has been annually lost, assuming that

this stock could have been issued at market quotations.

The next road considered is the Missouri Pacific Eailway.
That is the consolidated railway company of 1909. It has not

issued any capital stock for cash, as would be expected, but dur-

ing this period of 1910 it did issue $83,000,000 for reorganiza-

tion purposes, which will be taken up later.

There w^as a bond issue in 1910, upon w^iich the net pro-

ceeds were 5.38 less than the prevailing market quotations, or

on a bond issue of the market value of $28,110,000, only $26,-

674,000 was realized, or there was an excess of market value or

commission paid for the issue of these bonds of $1,434,000.

The next railroad to w^hich I will call your attention is the

Wabash Railroad Company, which appears on pages 56 and 57.

As would also be expected, the Wabash has not issued any
stock for cash. There have been a number of issues for consid-

erations other than cash
; $25,000,000 of common and $15,000,000

of i^referred, the $10,000,000 of common having been exchanged
for the capital stock of the Wabash-Pittsburgh Terminal Eail-

road, which was a disastrous investment on the part of the

Wabash Eailroad proper.

During this period, however, there was issued a grand
total of $55,635,000 in funded debt, upon which the Wabash

Company realized, in round numbers, $50,088,000. The con-

temporaneous market prices, as a rule, were 92.61 per cent of

par, or $51,524,000; or the market quotations were $1,436,000
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more than the amount actually received by the Wabash Railway

Company; or the commissions paid by the Wabash for issuing
these bonds were 2,86 jDer cent of the net proceeds of the bond
sales of the Wabash Eailroad Company.

Mr. Stone: This doesn't deal with the reorganization of

the Wabash, or the present financial trouble at all?

Mr. Lauck: No.

Mr. Stone : And there is nothing in these figures on this

particular table to show" why they are in the hands of the re-

ceiver at the present time?

Mr. Lauck: Nothing at all, no, sir. This is just a con-

sideration of their security issues during this period, the value

of the securities on the market
;
the value actually received

;
the

amount received by the stockholders
;
or the difference between

the market and par value, or the net proceeds to the company;
what the company lost and how they might have saved them-

selves increased capitalization and liabilities on earnings if they
had marketed the securities at the prevailing market prices.

Mr. Stone : I note you state at the bottom of page 58, Mr.

Lauck, Appendix A, that the foregoing tabulations have been

prepared from unpublished data. Do I understand that nearly
all of these tabulations, or all the data for these tabulations is

now on file with the Interstate Commerce Conunissionf

Mr. Lauck: Yes, sir, for about twelve out of the eighteen
roads.

Mr. Stone : And then you follow that up with this form
that the Interstate Commerce Commission uses in compil-

ing this?

Mr. Lauck: The Railway Securities Commission.

Mr. Stone: The Railway Securities Commission?
Mr. Lauck: Yes, sir.

Mr. Stone : Why was that never published !

Mr. Lauck: I don't know.

Mr. Stone: Lack of funds, or what?

Mr. Lauck: I don't know. No, sir, it was not lack of

funds. 1 think that the reason it Avas never published was that

not a sufficient number of examples were collected. The Com-
mission probably ^vanted the same data for all railroads, and

thought it probably would not be well to publish any unless they

published all.
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Mr. Stone: But the information tliey do have for the

twelve roads is secured in identically the same way?
Mr. Lauck: Yes, sir.

Mr. Stone : That same form was used all the way through?
Mr. Lauck: Except in the cases where I indicated it was

impossible for us to follow the method.

The Chairman: Will you suspend! Mr. Nagel desires to

make a correction in the record.

Mr. Nagel: At page 6021. Mr. Lauck 's answer is credited

to me. I have received so much credit from Mr. Lauck, I want
to correct it. The answer: '^Yes, I think Mr. Morgan's activi-

ties were of the highest order, according to the business ethics

under which he worked," was not my statement, but Mr.

Lauck 's answer.

Mr. Lauck: Yes, sir.

(Yfhereupon, at 12:30 o'clock P. M,, a recess was taken

until 2:30 o'clock P. M.)

After Recess.

W. JETT LAL^CK was recalled for further examination
t

and having been previously sworn, testified as follows :

Mr. Stone: I think, Mr. Lauck, when we adjourned for

lunch, you had just finished up one part of your exliibit!

Mr. Lauck: Yes, sir; on stock bonuses and underwriting
commissions.

Mr. Stone: Up to page 63, the Northern Pacific, part 2,

which yon had already handled, had you not?

Mr. Lauck: I had covered Northern Pacific and Great

Northern, incidentally, in connection—
Mr. Stone : With that exhibit ?

Mr. Lauck: Yes, sir.

Mr. Stone : So that brings us up to Part 4, the Atchison,

Topeka «& Santa Fe Company?
Mr. Lauck : Yes, sir.

Mr. Stone : All right. I wish you would take that up, ex-

plain their plan of reorganization, how they did it and what

happened.
Mr. Lauck: The next general topic I wish to take u]) in

presenting the matter, is the topic of reorganizations and to
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what extent they have connection with the banking interests

which have handled them, and, especially the excess capitali-

zation which has resulted therefrom.

The first reorganization that I wish to consider is that of the

Atchison, Topeka & Santa Fe Railroad, in 1896. Referring to

page 77—
Mr. Stone: 74 or 77?

Mr. Lanck : 77. We have there a table which shows the

total amount of securities issued by the Atchison, Topeka &
Santa Fe Railroad, since the close of its receivership and the

reorganization in 1896, or a total to date of stocks and bonds of

different kinds of $654,731,000. The proceeds which the com-

pany received from these securities, were either cash or consid-

erations other than cash. The cash considerations are shown in

the table on pages 86 and 87, and have already been considered

in connection with stock bonuses. That is, they received a total

consideration for different bond issues, which were sold for cash,

of $208,000,000, and the market value of which was— They re-

ceived $200,000,000, the market value of which was $211,000,000,

or the difference of $11,000,000, which was considered in the

table this morning in speaking of underwriting charges. The

securities issued for considerations other than cash, are shown

on page 78. Par value issued during this period, amounted to

$446,631,000, for which the company reported that they had re-

ceived value in proceeds equivalent to $445,133,000.

Referring to the table at the top of page 79, of this $446,-

000,000 which the company issued, for considerations other than

cash, it will be seen that common stock to the extent of $101,000,-

000, preferred stock to the extent of $104,000,00, general mort-

gage bonds to the extent of $96,000,000, and adjustment bonds

to the extent of $51,000,000 or a total par value of securities

issued of $354,000,000, were issued for reorganization purposes
in 1896. Those are the securities to which I wish to ask special

attention. The company claimed that it received full value for

these securities, but this contention does not seem to be correct.

In the table, in the middle of the page, is shown the market

value of the securities which were retired, and for which the new

securities at the time of reorganization were issued. The total

market securities retired were $127,000,000, and in addition to

that the reorganization managers paid in, or the holders of old



6097

securities paid into the new company $13,767,000 in cash, or the

new company received a total market value for the old securities
—or received a consideration in market value, of the old securi-

ties and cash paid in, $140,000,000 only, for the issue of $354,000,-

000 par value of new securities, or the amount of consideration

received, in terms of market value and in cash for the new securi-

ties, aggregating $354,000,000, was only 39.74 per cent of the par
value of the new securities issued. That is further corroborated

by the table on page 80, where it is shown that the market value

of the new securities issued, which reflected the consideration

which had been received, was only $140,000,000, or 39.55 per cent

of the total par value of securities issued. It therefore appears
that for the consideration of $354,000,000 par value of liabilities

incurred by the new company, only about $140,000,000 of consid-

eration was received.

Mr. Stone : Do I understand that this $354,000,000 is still

a part of the load which the Santa Fe carries at the present time?

Mr. Lauck: That is part of the present capitalization of

the Santa Fe. which was created by the reorganization in 1896,

and on which dividends or interest jDayments are now made by the

Santa Fe Company from its operating and other revenues.

The conclusion would be, from that comparison, that about

$228,000,000 of the securities issued were excessive or fictitious

and represented no real values
; or, in other words, a liability was

created against the assets of the company, or against the earning

power of the company, of $228,000,000 for which the company
received no consideration.

At tJie time of or shortlv after the reorganization, the Atchi-

son also bought the Western Division of the Atlantic & Pacific

Railroad, for which it issued its securities. The par value of

securities which it issued in consideration for this railroad which

was bought in the name of the Santa Fe Railway Company, I

think, was $17,553,600. The market value of that property, at a

liberal estimate, was $4,594,600, or only about 26 per cent of the

par value of the securities issued for it at the time.

The tables on the succeeding pages—
Mr. Stone: Before you leave that particular part, at the

time they bought the Atlantic & Pacific Company, they had out-

standing some guaranteed 4 per cent bonds, had they not?

Mr. Lauck: The Atlantic & Pacific?
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Mr. Stone: Yes.

Mr. Laiick: Yes.

Mr. Stone: Wliat did the bondholders get out of it I

Mr. Lauck : Well, I do not know just the per cent of par,
but they got for $1,500,000 of these bonds, the market value was

$975,000 and they had also some 6 per cent income bonds which
were only worth .83 of 1 per cent of par at that time, that is, the

Western Division of the Atlantic & Pacific.

Mr. Stone: Those are the particular income bonds that I

referred to.

Mr. Lauck: They were practically worthless. They had
been issued against this property, and allowance was made for

them on that basis, in making the comparison.
I was about to state that pages 82 and 83 show the issue of

convertible gold bonds which were made by the Atchison in order

to take up certain portions of its common stock.

The conclusions which I have drawn from this reorganiza-
tion are found on ]^ages 74, 75 and 76.

Mr. Stone: Just what do they consist of—your conclu-

sions ?

Mr. Lauck : The conclusions are there was $228,000,000 of

excess capitalization issued as the result of this reorganization,
which has become a standing liability against the operating
revenues of the Atchison system.

This is represented, as regards stock, by the fact that 86.42

per cent of the $101,000,000 of common stock would be excessive,
and the dividends on that stock are made stock issue that repre-
sents no consideration—for which no consideration was secured.

The dividend record on that stock from 1901 to 1910-12, is given
at the bottom of page 75. 1901, SVz per cent was paid ;

1902 to

'05, 4 per cent
; 1906, 4^2 per cent

; 1907, 6 per cent
;
1908 and '09,

5 and SMi per cent
; 1910-12, 6 per cent. Up to June 30, 1913,

thirty-two cash dividends had been paid on this common stock,

aggregating a total disbursement of more than $55,000,000. In

other words, this amount would have been available from operat-

ing revenues during this period for increased wages to locomo-

tive engineers and firemen and other labor, or for any other pur-

poses, had not this excessive stock been issued at the time of the

reorganization, for which the Atchison Company received no
consideration.
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The same way when the Atchison was reorganized, there

was $104,000,000 of preferred stock issued, upon which divi-

dends were paid of 2i/4 per cent in 1899, 4 per cent in 1900
;
from

1901 to 1913, 5 per cent.

The total dividends upon this excessive stock issue up to

June 30, 1913, were approximately the total of $57,100,000. The
annual dividend requirements at 5 per cent is $3,990,000; or

taking both classes of stock together, there was an inflation there,

without any consideration being received, of $166,000,000, and

the annual dividend requirement upon that stock is $9,167,000,

or in other words, each year, out of the earnings of the Atchison,
more than $9,000,000 was paid upon stock which represented no

consideration at the time the road was reorganized in 1896.

Mr. Stone : And that is more than double the annual wages

paid to engineers, firemen and hostlers on that road!

Mr. Lauck : Yes, sir
; according to the 1913 returns to the

Interstate Commerce Commission.

By the same method of reasoning, the 100 year, 4 per cent

General Mortgage Bonds, issued at the time of the reorganiza-

tion, had a market value of only 77.96 per cent of par. I there-

fore drew the conclusion that $21,000,000 of these bonds repre-

sented no real investment value, and that the interest charge

upon this is $846,000 annually, in addition to the distributions

on the stock or during the life of these bonds, will approximate
about $84,000,000, which must be made out of the operating
revenues of the Atchison.

Mr. Stone : That is during the time for which these bonds

were issued?

Mr. Lauck: Yes, sir, 100 years.
Mr. Stone : And that interest is not compounded, is it?

Mr. Lauck: That is simple interest.

Mr. Stone: Simple interest?

Mr. Lauck: Yes, sir. I took no account of the interest

upon the use of this money for this Board.

In the same way, $51,000,000 of 100-year 4 ]^ev cent adjust-

ment bonds had a market value of only $24,000,000, at the time

of the reorganization, and therefore, about 52 per cent of these

had no real investment value. And tlie annual interest payment
upon this is now more than $1,000,000 annually, or during the

life of the bonds will constitute a lien upon the productive effi-
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ciency of the road, or upon the earnings of the road, of $108,000,-

000.

In other words, the general conclusion is that as a result

of this reorganization, the contents of securities which represent

no real investment value, and which were issued without any
value back of them, hut were issued primarily on the basis of

the future earning power of the Wabash Railroad, that the stock

requires dividends of more than $9,000,000 annually, and the

funded debt interest payments are considerably more than

$1,000,000 annually, or during 100 years life of the bonds, a per-

manent obligation is created against the operating revenues of

the railroad, and an indefinite (as to time) obligation is created

against operating revenues on the stock issue.

Mr. Lauck: I think what has taken place here is prac-

tically the same as we were discussing in the case of the Steel

Corporation's common stock. This stock was worth about $15

a share in 1896. It is now worth—I haven't looked at the quota-
tion—approximately worth par, and it was issued to absorb the

future earning power of the Atchison system, which it has done.

Mr. Stone: So it is very evident that for the next 100

years, during the life of these bonds, the Atchison will have this

load to carry?
Mr. Lauck : It will have these interest payments to meet,

from operating revenues, and indefinitely, as regards the stock.

Mr. Stone: Up to June 30, 1910, what was the total

fictitious capitalization of the Atchison, Topeka & Santa Fe?

Mr. Lauck: I estimate it to be $228,000,000 of stocks and

bonds both. That is, stocks and bonds issued without the com-

pany having received any consideration.

Mr. Stone : AVliat percentage of its outstanding capitaliza-

tion represents water and nothing else! That is, represents
no real value? We commonlv sav ''water."

Mr. Lauck: This would constitute about 40 per cent rep-

resenting no investment value having been put in the property.
Mr. Stone : And what did you say the total amount of an-

nual interest and dividend pa;^anents was on this fictitious capi-

talization?

Mr. Lauck : The total amount of distribution necessary on

the present rate of returns on the preferred and common stock

is $9,167,000 annually. On the 100-year 4 per cent bonds the an-
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iiual interest cliarge on the part representing no investment

value is $846,000, and upon the 100-year 4 per cent adjustment
bonds is $1,080,000, or approximately $1,900,000, or a total,

together with the stock, of approximately $11,000,000 annually,
which is considerably more than double the disbursements for

engineers and firemen upon this road.

Mr. Stone: Disbursements for engineers and firemen, as

I recall it, are about four and a half million doHars a year—
somewhere near that.

Mr. Lauck : Yes, sir, about four million.

Mr. Stone : And that all is expected to come, before labor

gets any increase, from the viewpoint of the railroad f

Mr. Lauck : Yes, sir. These stocks and bonds, of course,
have been passed from hand to hand—passed from the hands of

the original holders, and are really a claim against vested right,

and a claim against the earnings of the Atchison system.
Mr. Stone : They are in the hands of innocent purchasers,

are they?
•

Mr. Lauck: I presume so, yes, sir.

Mr. Stone: But before they got there, somebody got the

money out of them, did they not?

Mr. Lauck: Some one that had held these bonds in 1896,

until the earning power of the Atchison developed, after the re-

organization, would have received the accrual in value—w^ould

have been reflected in the stock market and could have sold them
at a large profit. Of course this reorganization in 1896 repre-
sented—the reason these stocks and bonds were issued, it was

continuing the financial excesses which had been perpetrated in

the past, by the Atchison management. That is the reason the

stocks and bonds had such a small market value at that time.

There had been an over-capitalization in stock dividends, and^

paying excessive amounts for property, before 1896, which had

finally forced the Atchison into the hands of receivers, and then,
when it was reorganized, the persons who had held these stocks

and bonds in the past, were given this opportunity of jiarticipa-

tion. It was really a continuance of the previous financial prac-
tices which had wrecked the road and forced it in the hands of

a receiver.

Now, since 1896, since the Atchison has been so efficiently

managed and developed, the earning power has been developed
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and lias been used to pay dividends and to give a tangible value

back of these fictitious securities.

Mr. Stone: So, it was really capitalizing the hope of the

future, was it not?

Mr. Lauck: Yes, sir, that is what it fundamentally was.

Mr. Sheean : In that connection, Mr. Lauck, do you know
whether or not, as a matter of fact, there was more or less money
originally put in than was represented by these securities which,
in 1896, were substituted for other securities issued long prior

to that, but which had a market value away down to the vanish-

ing point?
Mr. Lauck : I think so, undoubtedly. Previously, the Atchi-

son had made a great many stock distributions—or, not a great

many ;
it made four or five, and carried stock dividends of 50 per

cent and 20 per cent, without any consideration whatsoever.

Mr. Sheean : But in reaching this conclusion here, you have

taken the actual market value of what you call a wrecked property

>jat that time!

Mr. Lauck: Exactly.

Mr. Sheean: And in substituting or changing new securi-

ties, representing liens that people had on that same property,

you count as profit the difference between the then junk value

of the property and the face value of the securities f

Mr. Lauck: I assume that the value of the property was

reflected in the stock market at that time, and that, as a legiti-

mate basis of reorganization, securities should have been issued

approximately in accordance with that value.

Mr. Sheean : That is, that the person who held a bond which

was worth .8 of one per cent per $100, should only receive the .8

of one cent in the form of a new bond, although he might have

paid $100 for it.

Mr. Lauck: Yes.

Mr. Sheean: That is 3"ou give no consideration to the right

to reorganize or to endeavor to bear some relationship to past

losses and past investment in that property, through reorgani-

zation!

Mr. Lauck: No, mj^ point of view is that these securities

which had represented the financial mismanagement of the past,

and which were discounted in the stock market, when they re-

organized, should have been scaled down proportionately to
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what the real vahie of the proijerty was. For instance, if yon
continue to reorganize a property which has been marked by
financial excesses

; say, for instance, the Wabash at the present

time; if you would reorganize it and convert some of its secur-

ities into stocks, or reduce the rate of interest upon them, and

continue them, you thereby give a prospect or a chance to people
who have the securities, but at the same time you create a liabil-

ity against the earning power which should not exist, it seems

to me.

Mr. Sheean : Do I follow you, that in reorganizing,- then,

the securities which you issue must be in proportion to the then

market value of the old property?
Mr. Lauck : Should be, approximately, yes, sir.

Mr. Sheean : Just how are you going to reorganize, or what

is the reorganization, if what you get is to be just the same value

as the present market value?

Mr. Lauck: The present market value reflects what the

business world has set as the value of that property.
Mr. Sheean : Wliat is the reorganization that you have in

mind, that could be conducted on such a basis as that, that you

get today the same thing in market value that you had

yesterday ?

Mr. Lauck: Undoubtedly not, if it was a going concern,

and its earning power w^as increasing, and so on, and I would

not take it on any one day, but say for a period of six months,
or four months, like this is, preceding the reorganization and

four months subsequent to the reorganization, these values are

computed.
Mr. Sheean: But I mean in a constructive w^ay of reor-

ganization, in 1896, I would like to get your thought on that as

to what these men should have clone. What is the criticism you
make? "\Miat would you have done had you had this oppor-

tunity to rebuild a constructed property?
Mr. Lauck: Do not misunderstand me. I am not criticis-

ing them, but am simply stating what was done on the basis of

these values. What was done here was to reorganize the prop-

erty and continue all the old obligations against the property in

some form, which might yield to the holders some revenue in

the future. Thereby you continue, if you have had financial

mismangement or indefensible financial practices in the past,
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you simply carry them forward in a new form for the future

and continue the load of liabilities on the road, and make it a

liability against future earning power of the road.

Mr. Sheean : Well, Mr. Lauck, when you say that you do
not criticise, or that there is no criticism of it, do you mean
then simply that the Atchison might have gone out of business

at that time, or that, so far as you know% this was the best and

only feasible plan of reorganization that was possible in the then

conditions ?

Mr. Lauck: I do not know about tliat, whether it was the

best or only means of reorganization; but personally I do not

approve of this method of reorganization. I like the English

system somewhat better. But I am developing the point that

there was a certain value there that was capitalized to this

extent. That is, par value or liability w^as developed against
a certain market value, and thereby a liability w^as created

against future earning powers of the road.

Mr. Sheean: If I followed your table, Mr. Lauck, there

is about $320,000,000 par value of the old companies, but that

par value had shrunk away down to the vanishing point prac-

tically, as to some of them.

Mr. Lauck: Yes.

Mr. Sheean: Now, they reorganize, as I follow your fig-

ures, by putting in some $13,000,000.

Mr. Lauck: About $20,000,000.

Mr. Sheean: About $20,000,000 in money?
Mr. Lauck: Thirteen million dollars in money and $20,-

000,000 more in par value.

Mr. Sheean: Well, they took a property which had out-

standing par value of $320,000,000—
Mr. Stone: You say par value, or capitalization of that

much ?

Mr. Lauck : Well, the par value, the face value of the se-

curities.

Mr. Stone: Was that much?
Mr. Lauck: Yes.

Mr. Sheean : Yes, $320,000,000, and by putting $13,000,000

in money into it, they brought about a corporation with a total

par value of $354,000,000?

Mr. Lauck: Yes.
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Mr. Slieean: That is substantially correct, is it!

Mr. Lauck: That is right, yes.

Mr. Sheean: And in doing so, they produce efficiency in

such a way, that they have been able to earn, beginning at 2

per cent, and running up to 5 or 6 per cent upon this amount
since then. What I am trying to get at, when you say there

were so many millions of Avater there, is what, if any, construc-

tive suggestion you have to make, as to what should have been

done that was better than this.

Mr. Lauck : I would personally think that the security

issues at the time of reorganization should have been scaled

down approximately to the real value of the property. It is

perfectly evident that the Atchison was not worth. $354,000,000,

or was not worth half of that.

Mr. Sheean: How do you reach that conclusion?

Mr. Lauck : From the value which the business world had

placed on the property.
Mr. Sheean : So in the end, you get down to the estimate

that the Stock Exchange placed upon it at that time?

Mr. Lauck: Exactly, which is—
Mr. Sheean: And that is arrived at by the market value

of those stocks!

Mr. Lauck: The market value four months—
Mr. Sheean : And you ignore entirely whether there may

have been $500,000,000 actually put into that property by the

people who held these stocks!

Mr. Lauck : I do not consider that at all.

Mr. Sheean: You do not consider that at all?

Mr. Lauck: No. Of course—
Mr. Sheean: Then, Mr. Lauck, you take out of the prop-

erty here, by placing a Stock Exchange estimate upon it, what-

ever money may have gone into it, and reduce it to the Stock

Exchange estimate, in arriving at its real value?

Mr. Lauck : You say I take something out of the property?
As a matter of fact—

Mr. Sheean : Take out of the par value, I say, take away
from their capitalization whatever deduction there may be by
the Stock Exchange estimate of value?

Mr. Lauck : Exaetlv, ves.
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Mr. Sheean : You ignore entirely what the investment may
have been!

Mr. Lanck: Yes, sir.

Mr. Sheean : What may have gone in.

Mr. Lanck : Of course, we know, in the case of the Atchi-

son, that the investment was not this amount; that is, the

Atchison was built practically out of its land grants, a large

portion of it.

Mr. Sheean: Yes, but can you ignore the question whether

those grants had any value or not?

Mr. Lanck : I ignore that, yes.

Mr. Sheean: Or whether the land grants were, in fact,

w^orth $320,000,000, or any other sum?
Mr. Lauck: Yes, sir.

Mr. Sheean: And in arriving at the conclusion that there

was water in it, you take the Stock Exchange value, or the

market value of the stocks on a particular day?
Mr. Lauck: That is the best indication, it seems to me,

you could possibly take, in that it is what the business world or

the stock dealing world places as a valuation on any property.

Mr. Sheean : Well, then, do you give the like consideration

to that estimate in your suggestion as to the sales of the

securities on the other tables which you have presented here?

Mr. Lauck : I do not just get that. On the stock bonuses ?

Mr. Sheean: Yes.

Mr. Lauck: The same consideration, the same basis is

used, that is, the company receives so much in the way of actual

investment value, and the market said that this security which

it gave for this consideration was worth so much more. There

you have exactly the reverse case as compared with this. Here
the market says this property is worth so much, or this security
which has been issued against this property, represents, say
so much value, $15 for each $100.

Mr. Sheean : Yes, and I was wondering if you used them
as being a safe basis in both cases, or as the foundation for the

building of your conclusions.

Mr. Lauck : Yes, in both cases.

Mr. Sheean : In both cases?

Mr. Lauck: Yes, sir.

Mr. Sheean : The net result of all on the Atchison, as I
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follow it on page 80, is that with a corporation in which there

were stocks, bonds and mortgages, which aggregated $320,000,-

000, under a plan of reorganization by which they put in $13,-

700,000 in money, there evolved ont of that a corporation with

a capitalization of $354,000,000?

Mr, Lanck: Considering it from a par vahie standpoint,

yes. At tliat time, however, according to the stock quotations

preceding the reorganization and following it, the real value of

the $354,000,000 of original issues, was only about 40 per cent of

the par value.

Mr. Sheean : Well, the value was the same behind both of

the issues, was it not? „

Mr. Lauck : The physical value was the same.

Mr. Sheean: Now, whatever that value was, carrying us

back to '96, when the reorganization committee took hold of it,

they found outstanding, in the way of mortgages and deben-

tures and bonds and stocks, $320,000,000 against this property?
Mr. Lauck: Exactly.
Mr. Sheean: x\nd they put in $13,700,000 in money, and

with that additional money and that situation as to stocks and

bonds, and various claims of indebtedness, evolved a $354,000,000

corporation ?

Mr. Lauck: Yes.

Mr. Sheean: That is the last analysis of this whole tran-

saction!

Mr. Lauck : That is the par value analysis. My contention

is there, though, that by doing that, they hyjDothecated revenues

of the road improperly.
Mr. Sheean: Well, weren't these same revenues hypothe-

cated by the $320,000,000 issue?

Mr. Lauck : Undoubtedly, and which the stock market had

declared to be an improper hypothecation, from the standpoint
of actual values invested.

Mr. Sheean : That is, they had declined to deal in it to any

greater extent?

Mr. Lauck : They declined to say this was worth 100 cents

on the dollar.

Mr. Sheean: They also declined with the .$354,000,000?

Mr. Lauck: Undoubtedly. The new securities were iden-

tical in market value, almost, with the old securities.
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Mr. Slieean : By putting in $13,000,000 in inone}' into that

concern, as it stood at that time, they evolved another railroad

company with $20,000,000 greater capital. That is the sum and

substance of it, is it not?

Mr. Lanck : According to the par value. But that is sim-

ply perpetuating what had been improperly done in the past.

Mr. Slieean: Well, then, you would have to go further

back than 1896 to get at that, wouldn't you I

Mr. Lauck: We would have to find out where the im-

proper capitalization had originally been used. We w^ould have

to go back.

Mr. Sheean: And this only takes us back to 1896.

Mr. Lauck: Yes, this starts out with 1896.

Mr. Stone : The chances are they worked their printing

presses long before that, issuing stock!

Mr. Lauck: Prior to 1896, the Atchison in the first place

built its road out of its land grants principally. Then, in build-

ing its subsidiary lines, it gave different bonuses to the people
who paid the money to build those lines, or for each thousand

dollar bond a stockholder of the Atchison would subscribe to

they would give him $1,000 or more in stock of the Atchison

Company. Then, in 1880, it declared a stock dividend of 50

per cent, and in 1882 a stock dividend of 20 per cent, and in

that way the stock had been increased, the capitalization had

been increased, and the Atchison did exactly the same thing

prior to 1896 as the Frisco did subsequent to 1896, by these ex-

tensions, and by buying properties at ruinous prices, and issiir

ing their stock far beyond the value of the property, increased'

the capitalization to this extent, upon which this stamp was

placed in 1896 by the business world, or in 1893.

Mr. Stone : Mr. Lauck, how long would a mercantile busi-

ness live under like conditions ? They would go into the hands

of a receiver and go bankrupt and insolvent. Would they cap-

italize his debts and start him over again, or would they try

and pay off part of his debts?

Mr. Lauck : You mean an individual, or a corporation ?

Mr. Stone: Either one. Take the individual who fails

in business. What do they do with liim?

Mr. Lauck: Well, it depends on the action of the credi-

tors.
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Mr. Stone: He makes an assignment and goes into tlie

hands of a receiver?

Mr, Lauck: This situation, to put it in nsual terms, is

this, which is evident, I think; that when they reorganized

they had to reduce the fixed charges, and, of course, they made
the fixed charges as low as possible, in order to keep as small

a drain upon revenues at that time as possible. Then as the

securities were of different variety of precedence, they gave
them the same precedence in the new company. Then, to the

man who had the stock issues, which were of no value before

1896, or reduced to $15 a share on the original stock, they gave
him that as a consolation prize. That is, there was something

you could keep, and if things went well you would get some-

thing on it in the future; if things did not go well you would
not get anything. And it happened through the efficient man-

agement of this road that it has developed this earning power,
and made these stocks worth practically par, and made them
worth a dividend return of 5 and 6 per cent. The same here.

The Frisco was reorganized, and the same process was gone

through, and the Frisco holder of the security is just as bad

off today as he was before, on account of the management of

the Frisco since that time.

Mr. Stone: In this particular case it was the stockholders

who profited by the efficient management of the raih"oad, and

the employes did not?

Mr. Lauck: That is the point I want to bring out. That

is the only point I had in mind in presenting this.

Mr. Burgess: How much of this $320,000,000 represents

actual money?
Mr. Lauck: According to the stock market, the Atchison

at that time, about 40 per cent represented actual investment

value.

Mr. Stone: How much did it represent in the actual be-

ginning, Mr. Lauck? Is there anything to show?

Mr. Lauck: Nothing to show except the previous history

of the road, being largely constructed from land grants, and

with practically no money being put in back of the capital stock,

being the usual method of construction of roads at this time,

of putting money in for the bonds, and getting the stock as

bonuses.
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Mr. Nagel: Mr. Lauck, is it safe to accept stock quota-
tions as a test of asset value?

Mr. Lauck: Not to get a high degree of accuracy, I

woukln't think so.

Mr. Nagel : What would you do in the case where the mar-

ket fluctuates 50 to 100 points? Would the assets correspond
with these fluctuations?

Mr. Lauck: No, of course, market quotations might fluc-

tuate through conditions that were not connected with the rail-

road. It might be the money market.

Mr. Nagel: Hope, fear and ignorance, and all these ele-

ments would enter into this.

Mr. Lauck: Or the dumping of securities on the American
market.

Mr. Nagel : Well, in some measure these factors are pres-

ent always?
Mr. Lauck : Some measure, yes, sir. These are foiur

months' quotations, averaged.
Mr. Nagel: Even so.

Mr. Lauck: Even so, there is that element of variation,

yes, sir.

Mr. Nagel : For instance, if the information about a sur-

plus of $17,000,000 is Avithheld and not known to stockholders,

that element of value would not be expressed in the quotation?
Mr. Lauck: No, sir.

Mr. Nagel : And if the market quotations are a safe index

of value, why is Mr. Prouty taking the trouble to value the rail-

road properties? We have all of the issues of stock and bonds.

Mr. Lauck: It would not seem that he would take the

trouble at all.

Mr. Burgess : Mr. Lauck, I was trying to follow Mr.

Sheean's question here, which impressed me somewhat. If I

understood you right, Mr. Sheean, you were trying to develop
the point in Mr. Lauck 's theory wherein he stated he thought it

should be scaled down to the market price, and even though, as

you expressed it, there had originally been $500,000,000 put into

the property—
Mr. Sheean: That is the" way I understood. He did not

give any consideration as to whether money had or had not

gone in.
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Mr. Burgess: It seems then, Mr. Sbeean, to my mind at

least, to be proper to inquire whether this $320,000,000 was
actual money, or whether it was fictitious capital, before the

$13,000,000 was put into the property at the time of the reorgan-

ization, so that we might understand whether this $320,000,000
was actual money or not. That is what my question was.

Mr. Lauck: Well, that point is partially covered in the

supplement to this exhibit, which ]3robably we will get to later,

if we have the time. It is a brief history of the Atchison, given
in that exhibit, but the point in which I am interested is not as to

whether the practice was proper, or whether the market value

was exact at this time, or whether it was only approximate, or

might have been a considerable variation, but here we had a case

of security issues being put out by the Atchison, which would
absorb future earning power, as compared with the amount of

money which might be available for employes, or for other pur-

poses. That is the only point that I had in mind. I do not want
to prove that the Atchison was worth so much money.

Mr. Burgess: Mr. Lauck, if I caught the meaning of Mr.

Sheean's question, it implied to my mind, at least, that money
might be put into a property and it might depreciate in value,
as far as the market was concerned, and then it might recover its

full value, and even go above par.
Mr. Lauck: That might be possible.

Mr. Burgess : And I thought his question implied that, to

some extent, it was fair to give consideration to the original

money put into the property, because there was a possibility

of any business recovering full value.

Mr. Sheean: I had that in mind, yes, Mr. Burgess. Mr.

Lauck said he did not give any consideration to whether it

had or had not.

Mr. Lauck: I could not.

Mr. Sheean : This did not purport to show whether it had
or had not.

Mr. Lauck: No, that is impossible, because I tried that

in the case of particular railroads and you cannot tell. That is,

that would be the real thing to have, if you could get it, as to

what the real investment value was by the original investors, and

it might possibly be in some enterprise that that was greater.

It might be, through different conditions in the country, that
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would depreciate in value, aud then take an upward turn, but

it is impossible to get that.

Mr. Burgess: That is what I was trying to ascertain.

There is no real way of finding out whether this $320,000,000

re^Dresents actual dollars put into the property or not, is there^?

Mr. Lauck: No, sir; there is no exact way. The only light
we can get on that is from the history of the road and how it was

financed, prior to 1896, which would throw some light on it in

the way of the fact that the Atchison got the Kansas land grants
and largely built the road from those, and from its policy of

building branch lines, b}'^ giving stock bonuses to the purchasers
of the bonds. To that extent, we know that a considerable por-
tion of the stock represented no real money paid into the prop-

erty. Just with any degree of accuracy, to say this much repre-
sented investment value, I think it would be impossible to get
that.

Mr. Stone : Is there anything to show, Mr. Lauck, whether
or not the original owners of this stock, before the reorganiza-

tion, and who, by their policy junked the road, were the same
ones who reorganized it under the new capitalization?

Mr. Lauck: I did not, in the case of this reorganization,
make any investigation as to who the reorganization committee

were. Of course, all the holders of previous stocks and bonds

participated in the new issues. That is, they turned in their old

issues, and according to the plan established by the reorganiza-
tion committee received securities in the new company.

Mr. Stone: But after you get all through, the one fact does

remain that after the reorganization, they had a total capitaliza-

tion of about $354,000,000?
Mr. Lauck: $354,000,000, par value.

Mr. Stone: And now, at the present time, they have a capi-
talization of $654,000,000?

Mr. Lauck: Yes; that increase in capitalization, since that

time, has been due presumably to legitimate capital issues, how-
ever. That is, from stock and bond issues, used to obtain capital,

which may have been issued, as we saw this morning, part of

which represented stock l)onuses. No; there are no stock

bonuses issued by the Atchison, since 1900. There is $11,000,000

jOf
the bond issues, but presumably represented underwriting

commissions. Presumably, the entire issue of stocks and bonds
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since that time have been legitimate. That is, the $300,000,000

increase. The point as to the excess capitalization upon which

I am making the contention, is in the reorganization itself. That

is, I am claiming that the market valne was $140,000,000, I be-

lieve, against the issue of securities of $354,000,000.

Mr. Nagel: You claim that the market value of the stock

should have controlled, at that time?

Mr. Lauck: Yes, sir.

Mr. Nagel: You don't contend that the valuation of the

property itself was necessarily unreasonable?

Mr. Lauck: No, sir. I think probably if you "vvould value

the Atchison at its present going price, it would be worth more

than $654,000,000.

Mr. Nagel: Is not the very circumstance that dividends

are paid on this new stock, since then, some indication that there

was foundation for their valuation?

Mr. Lauck: Yes, sir; and also, of course, we have to con-

sider there the development in operating conditions and the effi-

ciency, and the development in population of the country, which

led to increased business.

Mr. Stone : And it might also be possible, might it not,

that the bonds represented the actual cost of the road, and the

stock represented no value whatever, so far as money was con-

cerned, even before the reorganization?
• Mr. Lauck : That is true. The stock before the reorganiza-

tion might not represent any investment value, but as a result of

the development of the country and the unearned values which

have accrued, tlie physical valuation of the property now might
be worth the capitalization, but did not represent investment

value of that amount.

Mr. Stone: They simply capitalized the hope of the future.

Mr. Lauck: Tliat is what my contention is here, thereby

creating a demand upon operating revenues in the future, which,

carrying the contention further, would be that when you once

started to paying dividends upon securities, issued upon a pros-

pective value of this kind, you are thereby preventing—you are

perinanently hypothecating revenue, because that will be a per-

manent ol)stacle to any wage increase that might otherwise come

in the future. Tf you took part of this money to pay a wage
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increase now, you would be interfering with the vested right, it

seems to me, according to—
Mr. Stone: According to the theory of the railroads?

Mr. Lauck : Yes, sir
; according to general theory, also.

Mr. Stone : Property comes first and labor comes last,

Mr. Lauck : Well, that is the system that applies under the

plan under which we are living at the present time.

Mr. Byram : That is not the way the revenues of a railroad

are distributed, is it, property first and labor last? Is that the

way revenues of a railroad are distributed 1

Mr. Lauck: No. Of course, the payments to labor come
first. Your operating expenses are paid before capital partici-

pates, but the point I had in mind, Mr, Byram, was that if this

stock had not been issued, you would have had more revenues.

Mr. Byram: I understand what you meant, but your
answer to Mr. Stone's question did not give that impression.

Mr. Lauck: The impression that was intended was that

capital is the controlling factor in the distribution of the out-

put, so far as it can be. Of course, you have to pay your operat-

ing expenses.
Mr. Byram : You are speaking now of profits ?

Mr. Lauck: Yes, sir; my answer to Mr. Stone's question
would apply more to any profits that are remaining,

Mr. Byram: Profits instead of revenue?

Mr, Lauck : Yes, sir, that would be the point,

Mr. Stone: It is a fact, though, they try to have the cap-

italization heavy enough, so that there will not be much left to

quarrel about, after they pay their necessary dividends?

Mr. Lauck : I think the tendency has been to develop cap-
italization and keep pace with earning power,

Mr. Stone : That is the reason why we will still be paying
this load and this debt, a hundred years from now, or our chil-

drens' children will be paying it?

Mr, Lauck: Yes, sir, it is a permanent obligation, espe-

cially the bonds against the earning power of the company,

Mr, Stone : Is there anything further on the Santa Fe that

you want to say, Mr. Lauck?

Mr. Lauck: No, sir, I believe not,

Mr, Stone : Take up the Texas roads.
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Mr. Laiick : I want to take up the Chicago Great Western.

There is another reorganization. It is on page 188.

Mr. Stone: Yon are not going to forget the Frisco, are

you?
Mr. Lauck: No, sir; I am taking them np according to

general topics. Having taken np bonuses, I am now taking up
several examples of reorganizations.

Mr. Stone: All right.

Mr. Lauck : Pages 188 to 195, give an account of the reor-

ganization of the Chicago Great Western, which is based upon
the same method of computation as in the case of the Atchison,

Topeka & Santa Fe.

Eeferring to the table on 191—the text table at the bottom

of the other table, we have, prior to the reorganization of the

Chicago Great Western in 1909, a total par value outstanding-

capitalization of $106,991,351. The market value of these se-

curities, based on quotations for the last six months during
which they were dealt in on the New York Stock Exchange, was

only $23,214,443. The new company received cash from the re-

organization committee, amounting to $10,000,000, and, there-

fore, received a total value, in terms of market quotations, of

$33,214,443, for par value issue of securities of $104,768,000.

Or, the consideration received was only 31.7 per cent of the par
value of securities issued against it. In other words, $33,000,000

in cash and property, as reflected in market value, was secured

and $104,000,000 in par value securities were issued against it.

On page 188, a summary is given of the whole reorganiza-
tion. On page 189, the statement is given, at the top of the page,
which shows that on the basis of these relative values, par value

with market value, about 70 per cent of the total outstanding

capital stock, was excessive of the new company ;
50 per cent of

the preferred was excessive, and 86 per cent of the common,
and invested capital of the company, therefore, in terms of capi-

tal stock, amounted to $20,600,000 preferred, and $6,240,000

commoti. Of course, if the reorganization had taken place, ap-

proximately upon a basis of this kind, the Chicago Great West-

em would be a road paying a very high rate of return at the

present time, instead of having difficulty in meeting its preferred
dividends alone.
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Mr. Slieean: Well, difficulty in meeting—liave there been

dividends paid by the Great "Western?

Mr. Lauck: My impression—I may be wrong about that.

I thought they paid 4 per cent. Perhaps I am wrong. They
become cumulative on June 30 of this year, I recall, but it might
have been they were not cumulative in the past.

Mr. Sheean : I was wondering whether any of this ten or

fifteen million dollars had, in fact, received any returns since

it went in there, in 1909?

Mr. Lauck: I do not know whether there are any divi-

dends being paid or not: I was under the impression that the

4 per cent dividend was being paid. I think what I had in my
mind though was the fact that 4 per cent was to become due

cumulative on June 30th of this year, and will cumulate as a

liability against any earnings that will develop.

Mr. Stone: I don't think they have paid anything as yet.

I don't think they have got over the cost of the reorganization,

up to date.

Mr. Lauck: Anyhow, if they have not paid on preferred,

on June 30th of this year the preferred becomes cumulative,

and hereafter will cumulate a liability against the revenues of

4 per cent, each year, until dividends are paid.

Mr. Sheean : Does this show anywhere what the par value

of the securities of the old underlying companies, the Minne-

sota & North AVestern and the Chicago, St. Paul & Kansas City

were?

Mr. Lauck: No.

Mr. Sheean: How much money had actually been poured
in there, through pre^dous years?

Mr. Lauck: No.

Mr. Sheean: You just take up the last reorganization,

in 1909?

Mr. Lauck: Yes, sir.

Mr. Sheean: And the then market value of the outstand-

ing securities?

Mr. Lauck: As compared with the j^ar value. It was

evidently over-capitalized, prior to 1909. I think the capital-

ization, per mile of line, was about $146,000,000.

Mr. Stone: How much?
Mr. Lauck: One hundred and forty-six million dollars.
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Mr. Stone : Per mile of line ?

Mr. Lauck: Per mile of line, yes, sir; if I remember cor-

rectly.

Mr. Stone: Surely not. You don't mean that.

Mr. Slieean: Thousand, Mr. Lauck?

Mr. Lauck: Did I say millions? Oh, $146,000. I beg

your pardon. I am getting so used to millions.

Mr. Slieean : Well, was not the effect of this reorganization
to reduce the capitalization per mile of line in 1909, even—

Mr. Lauck : Slightly. I think there was about $2,000,000

total capitalization less after reorganization, par value, than

before. It was very slight, however.

Mr. Sheean: Well, there were some millions of money
which went into it, ten or eleven million dollars of money went in

in 1909?

Mr. Lauck: Yes, sir.

Mr. Sheean: And the capitalization per mile of line was

reduced, notwithstanding this ten or twelve million dollars that

went in?

Mr. Lauck : Well, the capitalization per mile of line was
of no consequence. There was a slight reduction. It was reor-

ganized by J. P. Morgan & Company, for which they received a

fee of $600,000, and this $10,000,000 was derived by the company
turning over—the company never had any funded debt before

this, I think, but they had had some income bonds probably,
or some participating preferred stock, but they turned over to

Mr. Morgan this $18,500,000 of bonds to which you referred this

morning, and he gave back in return for that, $10,000,000, and
the difference between the market value of those bonds and
what the company got was the fee made by the underwriting

syndicate, which was about $6,000,000. I think these bonds sold

at about 82, market value. In other words, the underwriting syn-

dicate, composed here of the bankers who reorganized this road,

got a profit of $6,000,000 for selling practically—for incurring
no risk whatsoever, and for the reorganization ]ilan, as put for-

ward by Mr. Morgan, he received a fee of $600,000, for evolving
that plan; which did not reduce the capitalization to any appre-
ciable extent.

Mr. Stone: I think that the fee was $500,000, Mr. Lauck,
instead of $600,000.
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Mr. Lauck: $500,000. I got that confused with the $6,000,-

000.

Mr. Sheean: Well, Mr. Lauck, is it not in the last analysis
the case, as shown on page 194, that $20,000,000 of money was

. furnished in 1909, and with that $20,000,000 thus furnished, and
which thus went into the propertj^, the outstanding obligations

against that property, per mile of line, were reduced f

Mr. Lauck: Slightly, yes.

Mr. Sheean : Slightly reduced ?

Mr. Lauck: Yes.

Mr. Sheean: And whether those obligations were large or

small, that notwithstanding the $20,000,000 that went into the

property as it stood in 1909, that neither on that $20,000,000 nor

any other money that had previously gone into the property, has

any dividend been paid to capital?

Mr. Lauck: No dividend has been paid. But the point
that I would like to make there would be that we now have out-

standing the common and preferred stock, which will become a

liability against the revenues of the company, the preferred

especially, which becomes accumulative on June 30th of this

year, and the stock issues will in course of time, just like the

Atchison—here you have a case like the Atchison, which j)rob-

ably has not had time to develop yet. It has only been three

years since the reorganization, and when they develop the

earning power—there have been remarkable gains in earn-

ing power on the Great Western, when they commence to make

earnings they will begin to pay dividends on stock.

Mr. Sheean : But not so great a lien on the earnings as ex-

isted per mile of line previous to reorganization?
Mr. Lauck: Slightly lower, yes.

Mr. Sheean: Well, how much do you mean by slightly?

Mr. Lauck: I am going entirely on my recollection. I

thought that the—the total par value of the securities prior to

organization was $106,000,000, subsequently it was $104,000,000,

so there is $2,000,000 difference.

Mr. Stone: And to get that $2,000,000 it cost them about

$6,000,000 in underwriting and fees to get a reduction of $2,000,-

000 in the capitalization?

Mr. Lauck: It cost them that to bring about this reorgan-
ization.
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Mr. Sheean: Well, with the later reorganization, $102,-

000,000 then is $20,000,000 more in the capitalization, and $2,000,-

000 less obligation.

Mr. Lauck : There is part of that money—yes, that would

be—there is $20,000,000 more money was put in.

Mr. Sheean : And after the $20,000,000—
Mr. Lauck: Ten of it came out in the case of Morgan, or

$6,000,000 w^ent of it to the underwriting syndicate.

Mr. Stone : They really got $10,000,000 in cash to put in

in the end, didn't they, after they got all through?
Mr. Lauck: Yes, from the assessments on the stock and

from the bond sale.

Mr. Sheean: "Well, no matter where it came from, Mr.

Lauck, as shown on page 194, there was cash furnished of

$20,653,000 by the syndicate, wasn't there!

Mr. Lauck : Yes.

Mr. Sheean : And after furnishing the cash, the outstand-

ing obligation against the Great Western property is $2,000,000

less than it was before any of that $20,000,000 was furnished!

Mr. Lauck: That is correct, yes.

Mr. Park: How much a mile is that, Mr. Lauck!

Mr. Lauck: I think I have the mileage here. The last

paragraph on page 195, the bonded indebtedness per mile is

$27,000, but I thought I had a compilation on a total basis.

Mr. Byram: Is $27,000 an unusual amount per mile!

Mr. Stone : That is just the bonds.

Mr. Lauck : That is just the bonds. Why, the gross capital-

ization of the Chicago—
Mr. Stone: What is the mileage of the road!

Mr. Lauck: The gross capitalization of the Chicago &
North Western is $34,000.

Mr. Stone : The Chicago Great Western.

Mr. Lauck: I was going to make a comparison; $34,718;

Chicago, Milwaukee & St, Paul, $33,359 ;
the Chicago, Burlington

& Quincy, $29,831. I thought I had the Great Western. I don't

seem to have.

Mr. Burgess : Here it is. The miles of road.

Mr. Lauck : No, per mile of line.

Mr. Sheean: You have the total miles given here, 1,496.

Then your total capitalization is given above.
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Mr. Lauck: I think it is about $o3,()00 a mile. That is my
iinderstandius". That is mv recollection.

Mr. Biu'gess: Is this what you were looking for?

Mr. Burgess: Is this what you are referring to? (Hand-

ing paper.)
Mr. Lauck: One hundred and forty-two thousand dollars

a mile. That is prior to the reorganization. I will look that

up. I do not recall what it is.

Mr. Sheean: I notice in the text here on page 195, Mr.

Lauck, you state :

' ' The total present capitalization of the Chi-

cago Great Western Railroad proper is $108,768,315, or about

$8,000,000 less than the total capitalization before the reorgani-

zation." So we were in error in talking about $2,000,000, were

we not?

Mr. Lauck: Where is that, Mr. Sheean?

Mr. Sheean : It is right near the middle of the page,
' ' or

about $8,000,000 less than the total capitalization before the

reorganization.
' '

Mr. Lauck: Yes. I cannot remember all these things.

Mr. Sheean : No, and I had not seen this in the text w^hen

I asked you before.

Mr. Stone : My figures are correct, Mr. Lauck. You have

a bond issue of $27,561 per mile, and a stock issue of a little

over $57,000 a mile.

Mr. Lauck: What is the total, Mr. Stone?

Mr. Stone: Eighty-six million, two hundred and sixty-

eight thousand, one hundred and fifteen dollars is the total

amount of stock issued, and there are approximately 1,500 miles

of road, 1,496 miles. You say right in the second paragraph on

page 195, "If the whole common stock were wiped out, and the

preferred reduced to something less than two-thirds the present

amount, the capitalization of the road would be then somewhere

near the proper figTire, having in mind the extent of assets be-

hind the stocks."

Mr. Lauck: Yes, as represented by the market value at

that time, and the actual reduction in par value of capitaliza-

tion is about $8,000,000 since the reorganization.

Mr. Stone : If your figures are correct, at the top of page

195, there is over $59,000,000 of stock that is water.

Mr. Lauck : The $59,000,000 of excess in stock, based upon
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market values of that kind, upon which, as I stated before, I

am not claiming these figures are exactly what represent the

investment value of this property, but they are a comparison
between par value and market value, and indicate the point
which we have in mind, that there has been a capital liability

issued which is a drain upon earning capacity, and which will,

in the future, absorb the productive efficiency of the road.

Mr. Sheean: Mr. Lauck, just to get clear on that, in the

use of the term "water" it would not make any difference

whether it was money that went in, in years past, before it

got down to a time where they could not earn a return on that

money, if the stock so depreciated in value that it was no longer

making a return, then to the extent that that was below par,

you would treat it as water, within this question!
M]'. Lauck: Yes. My contention is the difference between

investment value as represented by stock market appraisement,
and par value.

Mr. Sheean: A dollar, say, has shrunk to 30 cents; is 70

per cent water now!
Mr. Lauck: 70 per cent water, yes.

Mr. Stone : Suppose there never was a dollar to start with

and it was never anything l)ut water, then what !

Mr. Lauck : It would be purely a fictitious investment. The
main point I wish to contend for, however, is not to what extent

there was water, or whether this was wrong or right, or whether

it was a proper practice, or improper, but it is tlie tendency to-

ward the increase of capitalization or creation of capital against
future earning power or productive efficiency of the road.

Mr. Stone : It is not anv theorv of anv kind at all, but it is

a condition which confronts us!

Mr. Lauck: Yes.

Mr. Stone : Here is this load on these railroads, and they

expect them to pay.
Mr. Lauck: Yes.

Mr. Stone : And they are going to try to take enough pro-

ductive efficiency out of the men to make it pay, are they not!

Mr. Lauck: Yes, it is a condition wlierebv a railroad has

its capital obligations to meet and its obligations to its em-

ployes. And in reply to the contention that there is not sufficient

revenue to meet the capital obligations, we are setting this forth
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to show that there has been more than an equitable participation
of capital in a great many of these cases, and that securities have
been issued which continue to absorb the increased productive

efficiency of the employes.
Mr. Nafi-el: How are we to get rid of the securities?

You cannot do it.

In other words, we are dealing witli a condi-

tion and not a theory?
Mr. Lauck: You are dealipg with conditions actually and

not a theory. If it is found, it seems to me, that there were funds

available—the jooint is that it was shown here, or it was claimed

the men were making higher earnings also, and the inference

was that they had received more than a fair participation in the

earnings, and we are also setting this forth to show, or attempt
to show that capital has had more than its participation, in a

great many instances, and therefore the decision, it seems to me,
would be between who should get anything, if there was anything
to get.

Mr. Stone: If labor has to wait, Mr. Lauck, until all these

additional burdens that are constantly being placed upon rail-

roads are taken care of, when will labor get its fair share of what

it produces ?

Mr. Lauck : Of course, if it had to wait, it could never get

its additional share, if capitalization kept pace with earning

power, as the tendency seems to be.

That is all I have to say about the Chicago Great Western.

Mr. Stone: Take up the next road. Before you leave it,

Mr. Lauck, in summing the whole matter up as to the Chicago
Great Western, w^hat is the cause of the financial difficulties of

this company, in a general way?
Mr. Lauck: There are certain operating difficulties which

the compan}^ has to contend with, which, of course, are not of

interest here, as I understand it, but the point—
Mr. Stone : Is it not always staggered under a heavy load ?

Mr. Lauck : It has always had a large amount of excessive

capitalization, even before the reorganization. But the point

which I wish to present at this time is that the securities which

are not now recei^dng payments, constitute a capitalization of

the future earning power of the road, and may be used as a

means of diverting revenues or absorbing revenues, and consti-
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tute a claim against the employes getting increased compensa-
tion in the future.

Mr. Byram : Well, Mr. Lauck, do you understand that any
aAvard that this Board may make, will apply to the Chicago
Great Western?

Mr. Lauck: I thought it was a party to this proceeding,

yes, sir.

Mr. Byram : Yes, and it is : And in that event the award
of this Board would apply?

Mr. Lauck: Yes, sir.

Mr. Byram : Do you understand that there is any way for

the Great Western to escape the consequences of an award, if it

does involve an increased payment to the employes?
Mr. Lauck: None whatsoever, no sir. That brings up the

point that Mr. Nagel and I were discussing, that it is a condi-

tion and not a theory that confronts us.

Mr. Byram: And whether the Great Western is able to

pay or not, is not the question in this case, is it?

Mr. Lauck: No, sir, and I am not presenting this or any-

thing in that connection, in this Exhibit, as indicating ability

to pay, but in reply to the claim that productive efficiency has

not been profitable and in reply to the claim that more than an

equitable participation has been secured by engineers and fire-

men, that capital has also secured and will secure, through capi-

talization of future earning power, participation in the revenue,

and attempting to show that productive efficiency has already
been capitalized to a large extent. Of course, in the case of this

road, there has been no payment upon this capitaliation except
the bond issues of $18,500,000.

Mr. Byram: But it has paid its employes?
Mr. Lauck : Oh, yes.

Mr. Byram: And it has paid them in recent years, more
than in the past, has it not?

Mr. Lauck : I presume so, yes.

Mr. Byram: They have really been paid increased wages,

although capital has received no return upon this particular rail-

road. The men have received an increased compensation, say in

the last ten years, although capital has not. Is not that the way
the Great Western stands?

Mr. Lauck: None of the capital, at the time of the reor-
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ganization, in the form of stocks, has received any return up to

the present time.

Mr. Bvram : When was the reorganization ?

Mr. Lauck: In 1909.

Mr. Byram : Then the employes have received an increase

in pay since then, have they notf

Mr. Lauck: I understood in 1910. I am not certain.

Mr. Byram: Yes; so that as to the engineers and firemen

on the Great Western, they actually have participated in in-

creased compensation, although capital has not.

Mr. Lauck: No, except that—
Mr. Byram: And they will have to participate, if there is

any advantage to them accruing out of this award, the employes
will still get the benefit of it!

Mr. Lauck: Yes.

Mr. Byram: Even though capital may not.

Mr. Lauck: Yes. But if the operating development of this

Great Western goes forw^ard as the country develops, then capital

will participate to the extent of these large amounts which have

been issued, without market value.

Mr. Byram: The employes will have to have whatever in-

crease they are entitled to, first, will they not!

Mr. Lauck: According to the method of wage adjustments,

yes, sir.

Mr. Byram: That, of course, is what we are operating
under,

Mr. Lauck: I understand that does not enter into the con-

sideration.

Mr. Stone: That would be, Mr, Lauck, unless the Board

should adopt the clever theory advanced by Mr. Sheean, with

which we do not agree, that they should take the poorest road

to fix their award by; and, of course, that would be some road

like the Chicago Great Western, that they would scale their

award by.

Mr. Lauck: I do not think that the Chicago Great Western

could be selected as the poorest road. It is a remarkably good
road in operating efficiency and from the standpoint of legitimate*

capitalization.

Mr. 'Stone: But is it correct to say that capital has not
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received anytliing since the reorganization in 1909? Have they

not received a great deal of money on their bonds?

Mr. Lauck: I stated that the interest on the funded debt

had been paid, part of which was issued—the only funded debt

they had grew out of the reorganization, $18,500,000.

Mr. Byram: Well, would that be considered as' a profit,

interest on the bonds, or would that be considered a necessary

part of the expenses of the operation of a railroad ?

Mr. Lauck: That would lie more a payment for borrowed

capital.

Mr. Byram: It would not be profit, would it, any more

than any other operating expenses ?

Mr. Lauck : That would not be profit in the strict sense of

the word.

Mr. Stone : It would be interest on investment, wouldn't it?

If I had invested my money in the bonds of that road, and they

paid the interest charge on these bonds, I would get it,

wouldn't 11

Mr. Lauck: Oh, undoubtedly, from the standpoint of the

individual holding the bond it is an investment. From the stand-

point of the road it is a payment for borrowed capital, which

theoretically they may have put in the road but which in this

case was not put in the road, except possibly $10,000,000 of the

$20,000,000 was put in the road.

Mr. Stone: That is all. Take up your next. Any other

reorganizations that you want to take up?
Mr. Lauck: The supplement has not been submitted yet.

Mr. Stone: No. We can submit it at any time. We
have it.

Mr. Lauck: I think it would be well to submit it now. I

would just like to refer to one or two.

While we are waiting for the supplement, I will refer to

page 182, organization and capitalization of the Missouri Pacific

Eailway Company. That consists of a consolidation which is in

direct line with the topic we are discussing; the Missouri Pacific

Eailway Company, which is the result of a consolidation which

took place between the old Missouri Pacific Railroad and the

constituent companies, the stock of which they liad largely owned

prior to 1909. The table on page 186 shows the capital stock

which was issued by the Missouri Pacific Railroad Company in
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accordance with the consolidation agreement of May 29, 1909.

There we had a consolidation between six companies, the large

proportion of the stock of which the old Missouri Pacific owned,
and the new Missouri Pacific Railway Company. These com-

panies are given in the small text table at the bottom of the large
table on page 186.

To make the market value comparison with par value, it

was impossible to get any quotations for these smaller com-

panies, due to the fact that most of the stock of these companies
was owned by the Missouri Pacific Railroad and was not traded

in, and also due to the fact that all of them are practically

worthless, because all of them as operating units had large
deficits. I think the total deficits were about $30,000,000.

The average price of the Missouri Pacific Railway Com-

pany, however, for the four months ending May 31st, 1899, was
71.81 per cent, and it would therefore appear that the stock for

which the new Missouri Pacific Railway Company exchanged

$79,000,000 worth of its stock was worth something less than

$57,500,000.

A more detailed compilation as to the exchange of stocks

is also shown on page 183. This excessive capitalization arose

largely from the consolidation which took place in 1880 of the

old Missouri Pacific Railway, and also from a previous consoli-

dation of the company with some of its properties.
The point that I wish to bring out is that as a result of

this consolidation of the parent company and some of its prop-

erties, par value securities were issued $22,000,000 in excess of

a liberal estimate of the market value of the constituent com-

panies, and that will constitute a burden upon the future earn-

ings of this system, and may he used to absorb future productive

efficiency.

Mr. Sheean: Mr. Lauck, I notice you say, page 182, that

many authorities expect a resumption of dividends within a

few years. How do you account for the fact, if that is so, that

the stock is selling at 12 f

Mr. Lauck: That statement is based upon the operating

efficiency developed by the Missouri Pacific, the putting of

earnmgs back into the property, and the managerial ability

which has been displayed in attempting to rebuild and put on a

good basis this system. Of course, if the stock is selling at 12
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it would not seem to be the market's idea that there will be any
immediate resmnption of dividends.

Mr. Sheean : I was wondering how long ago this text was

prepared that "many authorities expect a resumption of divi-

dends, within a few years," in. view of the fact that the Mis-

souri Pacific, for some months at least, has been around IOV2,
or whether market quotations can be relied upon as a fair in-

dex of the value?

Mr. Lauck : Of course, we are in an abnormal period now,
but my impression of the Missouri Pacific in the year 1913 is

it was earning about 18 per cent on its funded debt, or some-

thing like that amomit, which would leave something over for

the stock, if it were not put back into the property, which has

been done for a number of years up to the present time.

Mr. Stone: Is it not possible to bring out here and tell

what is the matter with the Missouri Pacific! Does not that

show it? Does not it show it here in the capitalization and the

financial management of it, the history of it?

Mr. Lauck: It shows here that the Missouri Pacific has

undergone manipulation of its securities in 1880, resulting in

an increase in its capital stock without any consideration.

Mr. Stone : They put in $10,000,000 of water in 1880, did

they not?

Mr. Lauck: Yes. That was at the time that Mr. Jay
Gould and his associates made a previous consolidation, which

was reflected in the consolidation of 1909 again, and which is

represented in my mind by the $22,000,000 at that time, which

is bringing up to date the previous financial practices.

Mr. Stone: The fact remains that on this increased capi-

talization, from 1880 up to the present time, there has been

over $10,000,000 paid in dividends, has there not?

Mr. Lauck: Yes. The dividends, together Avith the use of

the money which had been paid in dividends.

Mr. Stone: So that one item alone means a loss to the

company of over $20,000,000?

Mr. Lauck: Yes, sir; it is evidenced by the capitalization

of the Missouri Pacific prior to 1880 that there had been stock

inflation before that time. That is, it carried, if I remember

correctly, a high capitalization per mile of line prior to 1880.
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Mr. Stone: In 1876, when it was bought in, it had from five

to seven million dollars of water even then, did it not?

Mr. Lanck: As I recall. Yes, sir, that is what I had in

mind.

Mr. Stone: A little road of only some 295 miles at that

time. I see on your page 182, Mr. Lauck, you have the history
of it. 1876, the Missouri Pacific was bought in at foreclosure.

Mr. Lauck : Yes
;
this is a brief history of the Missouri Pa-

cific. Briefly stated, there was some over-capitalization accord-

ing to mileage capitalization prior to 1880. In 1880, Mr. Jay
Gould inflated the stock. Dividends were paid upon that. The
whole thing was reflected in this new consolidation by issuing
securities at par against securities less than par, or $22,000,000

represented the accumulated financial practices of former years.
Mr. Stone: And when they were consolidated in 1909, it

was really worth about $72 per share of stock, and they paid
$100 "for it, paid par?

Mr. Lauck: Yes, sir, on securities of the new compan3\
So that made a loss of about $28 per share?

Yes.

For what the stock was worth on the open

It aggregated a total difference between par
value and market value, of $22,000,000.

Mr. Stone: The result of that was that there is about

.$22,000,000 of capitalization in the present company that was
made permanent by that deal at that time, was it not?

Mr. Lauck: Exactly. That is the point I was mention-

ing. It was taking the financial practices of the past and con-

tinuing them up to 1909.

Mr. Stone : What was that $1,522,000 of 5 per cent bonds

issued for in 1910, for which they secured no consideration?

Mr. Lauck: That is shown in the table on page 186. That
is the case we were speaking of this morning, of the underwriting
commission of 5.38 per cent, or excess of market value over net

proceeds to the company in that bond issue of $1,435,000.

The point I have here is the same as in connection with the

Chicago Great Western. It shows that securities are outstand-

ing on this road which may be used to absorb x^roductive effi-

ciency in the future, and for which no consideration was received

Mr.
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by the road, or no addition made to the earning power of the

road.

Mr. Stone : Tlie result is this increased load is on the pres-

ent Missouri Pacific Company to carry!

Mr. Lanck: Yes, sir.

Mr, Stone : And pay dividends on, if they can ever get to

that basis?

Mr. Lanck: If they can develop either the operating re-

sults to that liasis, or if they develop the country, and traffic

leads to that basis.

Mr. Stone : I have the supplements here now, if you want

to refer to any more of them.

Mr. Byram: Do you understand that the Missouri Pacific

is paying the going rate of wages to its engineers and firemen

now, for the territorv in which it is located!

Mr. Lauck: Yes, sir, I think so.

Mr. Byram : Then how have the men been injured by this

performance 3^ou have been describing and criticising!

Mr. Lauck: AYliat!

Mr. Byram : How have the engineers and firemen been in-

jured, if any, by the transactions that you have been describ-

ing!
Mr. Lauck : So far as I know, they have not been, compar-

atively speaking, as compared with other roads.

Mr. Byram : Well, you would not expect the Missouri Pa-

cific to pay their men more than other railroads!

Mr. Lauck: Not at all.

Mr. Byram: How can they be injured if they have been

receiving the same rate of pay as the men on the other roads!

Mr. Lauck : They have not been injured.

Mr. Byram: How!
Mr. Lauck: I am not criticising what has been done, but

simply offering as a counterstatement to the fact that it is

claimed the men should not participate further until capital

which was invested without consideration to earning power has

been receiving returns, and there is capital outstanding which

may become a burden upon the earning power in the future.

Mr. Byram: That would be a (juestion to demonstrate.

Mr. Lauck: Yes.

Mr. Byram: You are capitalizing a fear, aren't you!
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Mr. Laiick: Well, it is a capital obligation outstanding,

which will surely receive returns as soon as it is possible to give

it a return, and as soon as it does receive a return, of course,

then, if you have wages which interfere with that you injure the

credit of the railroad.

Mr. B^Tam: You would not expect a railroad in this terri-

tory that had not been handled in the objectionable way you

speak of (if you could find one) you wouldn't expect that road

to pay any different rate of pay to its enginemen for similar serv-

ice from its neighbors, on account of tlio fact there was a differ-

ence in its financial history?

Mr. Lauck: Xo, sir. This is contained in the form of an

anticipatory refutation of what has been claimed by the other

side relative to productive efficiency.

I am attempting to show that if it is claimed that engineers

and firemen have participated too greatly, that, in many cases,

capital has improperly participated, and in many other instances

there have been huge distributions to stockholders like we are

speaking of.

Mr. Byram: Has it been claimed anywhere that the men
have participated to that great an extent by any of the railroad

companies?
Mr. Lauck: I inferred that from the tables presented as

to the earnings of the men.

Mr. Byram : That they had been paid too much ?

Mr. Lauck: I inferred that was the claim.

Mr. Byram: You didn't hear any witness say so, did you?
Mr. Lauck : No, I didn 't hear any witness say so. A good

deal of matter you have to take by way of inference or anticipa-

tion. Some of the exhibits I could not tell what was going to

be argued on the basis of them. Moreover, I think in some of the

testimony the claim was made that through the evolution of

special rules and through the element of special schedules, that

there had been an unfair participation.

Mr. Byram: Wasn't that more in the nature of an unfair

distribution as between the enginemen themselves?

Mr. Lauck: I did not know. I am largely having to base

the argument on what I fear may be argued from the evidence.

Mr. Burgess: But, Mr. Lauck, there was evidence by man-

agers, given to this Board, that they were not in condition to
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make any further increases in compensation to the engineers and

firemen, was there not?

Mr. Lauck: There were statements made to that effect.

Mr. Burgess: While on the witness stand?

Mr. Lauck: Yes, sir.

Mr. Burgess: And there have been statements made, made

publicly in different periodicals, that one of the reasons why the

railroads were in this financial condition, was because of the

continuitv or cvcle of the increases in wages. Is that not a fact?

Mr. Lauck: A great deal of discussion of that, kind was
made in the press. I suppose it would not be a matter of cogni-
zance here, however.

Mr. Burgess: No, but it is a fact that the press attributed

those statements to very prominent railway managers and presi-

dents?

Mr. Lauck : I remember specifically, Mr. Higgins said that

the Missouri Pacific had not paid dividends for three or four

years, and could not stand a further wage increase, because

the payroll had increased to some amount, and it seemed to me,
from the history of the Missouri Pacific, that it was probably

just as good a claim for labor to receive an increase, as it would

be for some of the capital stock to receive a dividend.

Mr. Slieean: They are not getting it, are they?
Mr. Lauck : No

;
as between the two, both of them are

future prospects.

Mr, Byram: How would your theory apply to a railroad

that did not earn enough to pay its operating expenses, without

regard to profits or interest on bonded indebtedness? Did not

earn enough to pay its operating expenses?
Mr. Lauck : Of course, if a railroad was in that condition,

it would have to be in the .hands of receivers, and operated as

a matter of public policy, rather than as a business concern.

Then the wages would be paid according to whether or not it

was a matter of public ]:)olicy to operate the railroad.

Mr. Burgess : Well, Mr. Lauck, do you or do you not know
that the courts have held, in many instances, that roads that

are in the condition referred to by Mr. Byram, shall pay the

going rate of wages?
Mr. Lauck : I understand that is the attitude of the courts,

yes, sir.
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Mr. Stone : It is a fact also, is it not, Mr. Lauck, that in a

number of cases, as soon as a receiver was appointed, they pnt
the road on its feet financially

—got it up to the point where it

was a paying property, or where they found somebody, at least,

who was ready to reorganize it and take it oif their hands?

Mr. Lanck: Yes, that is the usual case, to use a receiver

to keep the property going, until a method of adjusting its

difficulties may be worked out.

Mr. Stone : You also heard, did you not, that a number of

these engineers are so highly paid that they are drawing more
than the governors of different states? Did you infer from

that that the governors were not paid enough, or that the engi-

neers were paid too much?
Mr. Lauck: I didn't infer one way or the other about it.

Mr. Stone : Coming back to this railroad like the Missouri

Pacific, is it not a fact that when a railroad is heavily loaded,

that everything is strained, up to the breaking point, almost, to

make it pay, and everything in the shape of equipment, and

roadbed, and everything else, is run down to the lowest possible

point, consistent with safety, in order to make it pay?
Mr. Lauck: Eeturns on the capital?

Mr. Stone: Yes.

Mr. Lauck : "We have numerous cases of that. I think that

is clearly shown by the history of the Frisco
;
on the Chicago &

Eastern Illinois and Rock Island, where everything was sacri-

ficed to keep the road from becoming insolvent.

Mr. Sheean: But they weren't able to, in any of those

cases?

Mr. Lauck: No; quite naturally, too.

Mr. Stone: The Rock Island is not in the hands of a re-

ceiver yet.

Mr. Chairman, we desire to introduce Exhibit 62. It is

really a supplement to 61, and after 61 was in print, we found

we had a little more time and we added some more to it, in the

form of a supplement. Mr. Lauck wants to use it just now,
because he wants to refer to a reorganization of a road that is

covered in the supplement.

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 62.

March 3, 1915.")
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Mr. Lauck : I thought, while we were on the reorganization,

I would just make brief reference to two, that occur in this ex-

hibit, one on page 43 and one on page 49, the reorganization of

the Northern Pacific, and the reorganization of the Kansas City

Southern Eailway. Both of these are worked out in the same

way that the two reorganizations were which I have discussed.

Mr. Stone : Have you got an extra copy of that ?

Mr. Lauck: No, sir.

Mr. Stone : Never mind.

Mr. Lauck: And by comparison of par value with par

value, of market value at the time of the reorganization, with

par value, and of par value of new securities with market value

of old—the Northern Pacific occurs on page 45, and on page 47,

there is a table, showing the new securities and the exchange
for old securities, on the basis par for par; par for previous

market value ; and the Kansas City Southern, the same way, on

page 51. I don't think it will be worth while taking the time of

the Board to go into these, in detail, but simply submit them as

further examples of reorganizations, of this kind.

The main point that I am interested in, is the theory under-

lying it, not so much to go into the detailed facts in each in-

stance.

Mr. Stone : It is a fact, though, is it not, Mr. Lauck, with.

the single exception of the Chicago Great Western, that every

time they were reorganized they increased the capitalization of

the road.

Mr. Lauck : That is the procedure, or at least, to maintain

the old capitalization. I think that is distinctly the financial

practice in America, which has been developed by the syndicates

which have reorganized the different roads.

Mr. Stone: There are a few questions on that Northern

Pacific that I should like to ask you. I think you covered part

of it this morning in your bonuses. I was particularly interested

in that cash bonus from that land company that you spoke about

this morning.
Mr. Lauck : The North Western Improvement Company ?

Mr. Stone : Yes. As I recall it, that was a special dividend

of $11.26 per share, in that case.

Mr. Lauck : Yes.

Mr. Stone : Or a total of some $17,000,000 ?
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Mr. Laiick: It was a dmdencl of 629 per cent upon the

stock of the North Western Improvement Company, which, when
transferred to the Northern Pacific Stock, amomited to $11.26

per share.

Mr. Stone: And as I recall your statement this morning,
this special dividend was paid while at the same time new capital

was being secured by the sale of stock?

Mr. Lauck : Yes, sir.

Mr. Stone: And I think you further made the statement

that the stockholders knew nothing about this asset until the divi-

dend was announced.

Mr. Lauck : No, it w^as not generally known. In the early

history of the Northern Pacific, there was not the publicity of

railroad accounts that wo liave at the present day; there were

no strict, rigid requirements as to reporting to the Interstate

Commerce Commission; and the Northern Pacific's policy was

especially secretive
;
that is, it did not disclose as much relative

to its affairs as other railroads. And when this dividend wan

announced, it was a matter of considerable surprise, even to the

stockholders in the Northern Pacific.

Mr. Stone : It was concealed, was it not, by the book value

of the stock; that was tlie way it was concealed?

Mr. Lauck: Yes, as I recall it, the North Western Im-

provement Company's stock was carried at a valuation of only

two million or three million dollars upon the books of the North-

ern Pacific.

Mr. Stone: Yet it declared a cash dividend of $17,000,000,

w^hen they got ready to divide it up?
Mr. Lauck: Yes.

Mr. Stone: On a book value of some $2,000,000?

Mr. Lauck: Two million dollars, I think, or $3,000,000.

That was due to its dealings in land. Considerable of the

tracts of land which the Northern Pacific had secured from the

Government were transferred to the North Western Improve-
ment Company.

Mr. Stone: Have any other railroad companies any con-

cealed reserves or assets like this?

Mr. Lauck: Well, we have no means of knowing, except

so far as we have discussed them here in the case of the South-

ern Pacific. And the Northern Pacific timber holdings, of
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course, are an asset wliicli it does not carry among its assets.

As I nnderstand it, the Northern Pacific timber holdings are

worth about $50,000,000, and it has been the practice of the

Northern Pacific to charge off against the cost of its- property
the proceeds from previous land sales, and these proceeds now
have more than offset the cost of this land to the Northern

Pacific; so, to use a popular phrase, their timber holdings
which they have now are all ''velvet."

Mr. Stone: Just how could the Northern Pacific Com-

pany manipulate its accounts to pay this dividend?

Mr. Lauck: I do not remember the exact details of that.

I think that before this time the Northern Pacific had not

shown any surplus to profit and loss, and—
Mr. Stone : It created a profit and loss surplus by charg-

ing improvements prior to 1906, to property investment, did

it not!

Mr. Lauck: That is my recollection, yes, sir. That is,

they charged uncapitalized improvements, and thereby got a

surplus; they put them into assets, and got a surplus, and
out of this surplus got the dividend of $17,000,000.

Mr. Stone : This arbitrarily increased the capital invest-

ment to that amount, did it not I

Mr. Lauck: Yes, sir.

Mr. Stone: Can this property investment be manipulated
the same way by other railroads!

Mr. Lauck : It could be done, yes, sir. We have even worse

examples than that, if you are interested in that feature. We
have a case in 1909, I think it was, that Mr. Harriman sold a

bond issue, and out of the proceeds of the bond issue declared

a dividend of 30 per cent on the Chicago & Alton Railway, and
then there were no assets among the Chicago & Alton assets

which could be used to pay a dividend then, so he went back

prior to 1865, about fifty years previously, and found that some

improvements were made to the property at that time which had

never before been capitalized, so he credited the company with

those as uncapitalized investments in the past, in order to con-

ceal the dividend from the accounts of the company, and de-

clared this 30 per cent out of the bond issue which he had sold

in that j^ar.

Mr. Stone: Back of all that, Mr. Lauck, what is the sig-
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iiificance of this practice f What does it lead up to, what does it

mean, when yon g-et up to a labor arbitration like this?

Mr. Lanck : The only signiticance I see to it is the fact that

an increased property investment may be used against it, if

the ground of inabihty to pay is contended, or it may be the fear

that accounts are not properly kept and that the financial status

or other status of the railroads is not shown correctly. I do not

share in tliat fear, personally; I think that most of the acconnts
are properly kept.

Mr. Stone : That is all on that. Take up your next.

Mr. Lauck : I will next take up the Chicago & Alton Rail-

way.
Mr, Stone: The reorganization!
]\lr. Lauck: That is a consolidation and stock manipula-

tion. That appears on page 198.

This affords an illustration of a consolidation; Mr. Harri-

man and his associates, the so-called Harriman Syndicate, hav-

ing brought about a consolidation of the old Chicago & Alton

Railroad with the new Chicago & Alton Railway, which consisted

of about iifty-eight miles of railroad that they had recently ac-

quired ;
also as to the extent to which, in some instances, the

stocks of a company may be manipulated and excessive capitali-

zation issued, which becomes a burden upon future earning

power and productive efficiency.

Mr. Stone: The Chicago & Alton has quite a history, has

it not?

Mr. Lauck: Yes, it has quite a history.

Mr. Stone: And in order to get it right, you have to start

"back early.

Mr. Lauck: Yes, sir. It was a very prosperous road and
bad been developed to a very high state of efficiency and financial

success, by the former president, Mr. Blackstone, I believe, when
the so-called Harriman syndicate, composed of Mr. E. H. Harri-

man and his associates, Mr. Mortimer L. Scliitf, of Kuhn, Loeb
& Company, Mr. James Stillman, of the National City Bank of

New York, and Mr. George J. Gould, and it is also stated in some

quarters, that Mr. John D. Rockefeller was also a member of this

syndicate, but they are the publicly recognized members of the

syndicate, acquired control of the Chicago & Alton.
' As a be-

ginning to that, or as a preliminary step, they offered more than
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the market price of the shares for the stock, and they were op-

posed by the former president, Mr. Blackstone, but finally the

stockholders sold a controlling interest to the syndicate, and

they became, in 1899, I think it was, the controlling parties in

the management of the Alton Eailroad.

Mr. Stone: At that time what was its capitalization?

Mr. Lauck: At that time the gross capitalization was $33,-

000,000; and during the next seven years, I think $19,000,000

more was put into the property in improvements, making a total

capitalization in 1906 of $52,000,000, representing, presumably,
a real investment value. At that time the so-called Harriman

Syndicate consolidated that with the Chicago & Alton Railway,
which was a corporation they had created on the basis of 58

miles of raili'oad, which they had bought, which was the North-

ern Division of, I have forgotten the name of the road, but the

Illinois Central bought the Southern Division and they bought
the Northern Division of this road, a small road 58 miles in

length. As the result of that consolidation in general, Mr. Har-

riman testified that $62,000,000 in fictitious capitalization, or

that did not represent any commitment in the property, was

issued.

Mr. Stone: Then they had a capitalization of $114,000,-

000?

Mr. Lauck: Yes, as the result of consolidating this 58 miles

of road with the old Chicago & Alton Railroad proper.

Before that time, however, there had been considerable

manipulation of the stock, and a considerable number of finan-

cial transactions, which increased the value of the old company's
stock by the so-called Harriman Syndicate before the consolida-

tion took place. They are given briefly on page 199; that is, I

have divided the i>eriod of control into that prior to 1906, when
the consolidation took place, and from 1906 to 1910.

Mr. Burgess: Mr. Lauck, could all these manipulations
of finance, in part or in whole, come under the term used as

''pyramiding" here during these hearings?
Mr. Lauck : Yes

;
it was meant by that, an increasing cap-

italization on the basis of the same old assets. That is, put two

things together and add their real investment value, why, you
would have the aggregate real investment, but if you increased

proportionately the capitalization, you keep on building upon
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the same thing. The Kock Island Railroad Company affords

the best example of that, with about $275,000,000 pyramided

upon $71,000,000 real value.

Mr. Burgess : We had heard a great deal about pyramid-

ing in this hearing, and I was wondering what relation the

pyramiding of the financial end of the history of the railroad

would have, to the pja^amiding of the wage scale, or whether

it came under that particular meaning or not!

Mr. Lauck: I don't know what pyramiding of the wage
scale is.

Mr. Nagel: It is all constructive, more or less.

Mr. Lauck: I think we have examples of it, in capital-

ization, I don't know about the wage scale, Mr. Burgess.

Mr. Stone : In this, period, from 1906 to 1910, what took

place towards improving the financial condition of the Alton,

from the Harriman standpoint?

Mr. Lauck: From 1906 to 1910?

Mr. Stone : The first period, before they merged it.

Mr. Lauck: Before the consolidation of 1906!

Mr. Stone: Before 1906, I should say.

Mr. Lauck: The funds, improperly diverted from the

treasury of the Chicago & Alton, principally through the mani]3-

ulation and deals of the underwriting syndicate or the so-called

Harriman syndicate, which was the same as the owners of the

property, amounted to about $24,000,000. That is, you had a

case here of this banking control we spoke of yesterday—or

an example of how improperly that banking control might be

carried out. You have the syndicate, centering about Kuhn,
Loeb & Company, who acted as fiscal agents of the road, the

stockholders—the people who owned the road and the syndi-

cate, being identical, and the stockholders selling to themselves,

as a syndicate, or bankers, securities of the road and disposing
of them to the public at an immense profit. For instance, the

profits received in 1899 by the stockholders who sold to the

syndicate, or to themselves, $32,000,000 of 3 per cent bonds, at

65 cents on the dollar, and then, as a syndicate, they disposed

of them at 93 cents, making a profit of about $8,000,000. All of

this difference between the actual amount received and what

the stockholders sold the bonds to the syndicate, as themselves.
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should have gone into the treasury of the Chicago & Alton

Railroad.

Mr. Stone: They cleaned up $8,000,000 on that one sale,

alone?

Mr. Lauck : Yes, sir
;
the condition was, as I have pointed

out, that the syndicate and the stockholders were the same.

Mr. Sheean : Mr. Lauck, was it not the result of this report

of the Interstate Commerce Commission made in 1906, by virtue

—which was based upon Avhat the law was, changed in 1907, so as

to require accounting in railroad financing?

Mr. Lauck: I don't know. That may be true.

Mr. Sheean : But the law was amended, shortly after the

report of the Commission?

Mr. Lauck: It was amended in 1907.

Mr. Sheean: And the uniform system of accounting

adopted since that time?

Mr. Lauck: It was adopted at that time. I don't know
whether this Avas the occasion for it or not. It surely was a

justifiable action.

Mr. Sheean: I did not know, Mr. Lauck, but that you
would remember. I am not saying that this is the case, but in

reading a part of this investigation, my recollection of it was

that following the part that you set out here, the Commission

made a recommendation as to giving them power as to uniform

accounting. Have you had this before you, recently—this Vol-

ume 12?

Mr. Lauck: I don't remember that part.

Mr. Sheean : I may be in error.

Mr. Lauck: I know they recommended probably, which

they have constantly, the regulation of security issues, but I

don't know whether accounting was in there or not. I have it

over at the hotel. I will look it up.

Mr. Sheean : I thought you would remember it.

Mr. Lauck: I haven't read it for quite a while.

Mr. Stone: You show on page 199, in paragraph 2, that

this syndicate had declared a dividend of 30 per cent, paid to

the stockholders, when there was no surplus from which such

dividend could be legitimately paid?
Mr. Lauck : Yes, sir

;
that is all based, I might say, upon

the report referred to by Mr. Sheean, which was an investigation
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made by the Interstate Commerce Commission. The Interstate

Commerce Commission having heard of the so-called Harriman

Syndicate activities, instituted an investigation on its own order,
as I recall, and these facts were disclosed at this investigation,
in which Mr. Harriman appeared, as a witness, and Mr. Schiff,

of Kuhn, Loeb & Company.
Mr. Stone : If dividends of 30 per cent can be paid out of

the funds of the road when there is no surplus, is there any
reason why standard wages cannot be paid out of the funds of

a road, when there is no surplus there?

Mr. Lauck : You can make an issue of bonds and replenish
the surplus. It could be done in the same way which was done
here. That is, bonds were issued and the proceeds of the bonds
used to pay a dividend, which was contrary to all sound prac-

tices, of course.

Mr. Stone : And then they went ahead and made two, or

three, or four more moves, during that same time manage to

clean up a few dollars'?

Mr. Lauck : Yes, sir. One of the most significant things in

this connection was the improper banking practices that were
used. That is, you have a case here of where the banking control,

or the credit control was used improperly, and on a good many
roads, we noticed this morning that the ULuderwriting commis-

sions, it seemed to me, were not excessive—what you might ex-

pect a road to pay, but here you have a direct and deliberate

exploitation, by a certain banking group, or certain syndicate

controlling credit. That is, the syndicate owmed the railroad.

They sold the securities of the railroad to themselves. Then,

they sold them at a higher price to the public. For instance, they

bought bonds at 65, from themselves as stockholders, sold them
to the public at 93, and the proceeds, representing a difference

which should have gone to the railroad, they took themselves as

underwriting commissions. The same system was practiced by
this syndicate, in the case of the Union Pacific, when it bought
the Northern and Southern Pacific stock, when it attempted to

get control of the Northern Pacific and the Burlington, which it

failed to do, however.

Mr. Stone : But the fact remains that on a stock issue of

$32,000,000, that the bankers did clean up $8,000,000. Is that

right?
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Mr, Lauck: Yes, sir.

Mr. Stone : Or the underwriters ?

Mr. Lauck: Bond issues.

Mr. Stone : Then, after thej got all the money out of it in

that way that they could, then, in 1906, they sold and reorgan-
ized the road?

Mr. Lauck: Yes, sir; and added to the capitalization.

Mr. Stone: That is the time they put in how much—$62,-

000,000?
Mr. Lauck: Altogether there was $62,000,000 added, with-

out any addition to the earning capacity of the company, and

there was also some more added, but that has never been

correctly ascertained up to the present time.

Mr. Stone: And that is a burden on the road to this day?
Mr. Lauck: Yes, sir.

Mr. Stone: And that is one of the reasons that the Alton

at this time finds itself in the condition that it is?

Mr. Lauck: Yes; and when the total issue of fictitious

bonds, as disclosed by these investigations, was about $34,000,-

000, the interest charges ui:)on which were considerably more

than $1,000,000, the result is that the operating revenues were

permanently handicapped, or the productive efficiency of the

road i^ermanently saddled with more than $1,000,000 annual pay-
ment during the life of these bonds, whicli should be available

for increased rates, or for improving the property, or for in-

creased wage payments. I should have said decreased freight

charge, instead of increased. This is probably the most inde-

fensible financing in connection with Western railroads. It is

briefly summed up on page 211, in the report of the Interstate

Commerce Commission, which has this to say about it. This

paragraph is entitled: "Indefensible Financing." The report
states :

' ' From this brief synopsis of the exploitation of the Chicago
& Alton, it is e^ddent that its history is rich in illustrations of

various methods of indefensible financing. First came the profit

to the stockholders arising out of the sale to themselves of $32,-

000,000 of bonds at 65 which sold for several succeeding years
for 821/fs to 94. Second, came the 30 per cent dividend based on

amounts expended from income for improvements, much of it

nearly thirty years before and recently capitalized. Third, came
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the pseudo trausfer to Stanton and his contract under which the

new company paid $10,000,000 in cash for preferred stock which
had cost less than $7,000,000. Fourth, came the conversion of

183,224 shares of common stock in the Railroad Company into

195,428 shares of common stock, plus 194,890 shares of the pre-
ferred stock in the Railivay Company, part of which was sold

to the Union Pacific at 86| a share. Fifth, came the sale of

the St. Louis, Peoria & Northern, for $3,000,000 cash. Sixth,

came whatever interest the syndicate may have had in the sale

to Kuhn, Loeb «& Company of $22,000,000 of bonds at 60 cents on
the dollar. Seventh, came the fee of $100,000 to Mr. Harriman
for financing the enteriDrise. This analysis is no doubt incom-

plete, but it is suggestive. By wecy of justification or excuse we
are told that the methods of the financing of railroads which pre-
vailed in the year 1900 are now obsolete owing to a higher

degrees of conscientiousness among* financiers
; and, moreover,

that the Chicago & Alton should not be regarded as an isolated

instance, inasmuch as it was dealt with much as many other roads

were at that period.
"

Mr. Stone : Read the next paragraph.
Ml". Lauek: "The first of these statements is, we trust,

true; the latter statement is not calculated to uphold the value of

American railroad securities. It is true, however, as contended,
that a close examination of the method of capitalization adopted
in the case of the Chicago & Alton shows that while the total

of bonds and stocks was doubled, there was no such proportion-
ate increase in the fixed charges of the railroad. Under the

Blackstone management when 8 per cent was paid on the stock

and but a small bonded debt rested on the property, the yearly

charges for dividends and interest amounted to $2,792,986,

whereas, with the greatly increased present capitalization the

yearly fixed charges amount to but $3,471,590."
And the paragraph goes on to state that the plan was to

substitute long term bonds, with a low rate of interest, for stock

paying a high rate of dividends, and then concludes :

"However, these bonds must some time be paid; they live

for fifty years as a debt of the railroad, and the stock will con-

trol a property which it did little, if anything, to create. ' '

Mr. Stone: Is this not the road, Mr. Lauck, that surveyed
a line down in the southern part of Illinois and bonded it and
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the bonds are uo^\' shown as one of the assets of the road, and

the line never was built?

Mr. Lanck : Yes
; they sold the bonds. I have forgotten the

exact—they made a l)ond issue to construct the road, sold the

bonds, and did not construct the road—or sold most of the

bonds.

Mr. Stone: Something- like $3,000,000, as I recall it now?

Mr. Lauck: Something like that figure.

Mr. Stone: All there was there to show for it was a

line of survevor's stakes across the country.

Mr. Lauck: Yes. All of these bonds, which were really a

liability of the company, w^ere carried as an asset under Mr. Har-

riman's control. That is also true of the Missouri, Kansas &

Texas Railroad. They have issued, in some cases, bonds, for one

reason or another, and the road was not built, and the bonds have

no basis, so far as tangible property is concerned.

Mr. Stone : Is that all you want to say about the Alton ?

Mr. Lauck : That is all I think it is worth while. I do not

think it is necessary to go into detail about these things. The

fact I am attempting to put forward is that capitalization has

been issued to absorb productive efficiency, and, possibly, to pre-

vent increases in wage payments, and that to get an inequitable

participation in revenues.

The Chairman: Will you suspend:

(Whereupon, at 5 o'clock P. M., on March 3, 1915, an ad-

journment was taken to March 4, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

ARBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-
MEN AND ENGINEMEN

under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

Chicago, Illinois, March 4, 1915.

Met pursuant to adjournment at 10 :05 A, M.
Present: Arbitrators and parties as before.

Mr. Stone: Mr. Chairman, I desire to make a correction,

before taking up the hearing. On page 6052, last line of the

fourth paragraph, I say: ^^$373,000,000." It should be $173,-

000,000.

The Chairman: Are there any other corrections to make?
Mr. Lauck : Mr. Chairman, I made a mistake the other day

that I would like to correct, if I may. I said the Pennsylvania
bond issue was over-subscribed 19 times. I should have said

5 times.

W. JETT LAUCK was recalled for further examination,
and having been previously sworn, testified as follows :

Mr, Stone : I think you had finished up what you were dis-

cussing last night. If you will turn to the St. Louis & San Fran-

cisco on ])age 91, I would like you to relate the early financial

history of this railroad company.
Mr. Lauck: Immediately after 1870, when this road was

constructed, it was bought by the Texas & Pacific, which shortly

went into the hands of the receivers, and the St. Louis «& San
Francisco then became an independent line. The present road,

after the receivership was established or started in 1876, from
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that time forward developed a very profitable traffic, and was

paying dividends nntil 1890, when it was acquired by the Atchi-

son system, and in 1893 it went into the hands of the receivers.

Mr. Stone : Mr. Lauck, would you prefer to take it up in

detail along as it comes, and then make the summary at the end?

Mr. Lauck : Just as you like.

Mr. Stone : I think it would be better, perhaps.
The Chairman: "What road are you discussing now*?

Mr. Stone : The St. Louis & San Francisco, on page 92.

Mr. Lauck : The St. Louis & San Francisco. The first few

pages, from pages 91 to 95 are concerned with the early history

of the Frisco, in the way that I have indicated.

Mr. Stone: Well, I think it would be better to give the

summary on the start-off, and then take the details of the special

ones.

Mr. Lauck: All right, sir.

After 1876, it became very profitable, paid dividends of 7

per cent, and the stock advanced from I think about 10 per cent

of par to practically par. In 1890, it was acquired by the Atchi-

son, and in 1893, along with the Atchison, went into the hands of

receivers. In 1896, at the same time the Atchison was reorgan-

ized, the St. Louis & San Francisco was divorced from the Atchi-

son and reorganized as an independent system. It at that time

had a market value, according to contemporaneous quotations,

of about $10,000,000, against which securities of a par value of

$56,000,000 were issued, leaving, according to this method of

comjDarison, $46,000,000 of securities against the road, which

represented no real investment value.

After 1896, it followed a different policy from what the

Atchison followed. The Atchison, profiting by the previous ex-

perience which it had in the way of unwarranted expansion and

acquisition of new lines, entered upon a policy which made it

a very profitable and one of the leading railroads of the West.

The St. Louis & San Francisco adopted an entirely different

policy, one of too rapid expansion, the absorption of branch lines

at ruinous prices, and far beyond their real value, and in this

attempt to build up an immense system, it was greatly over-

capitalized, and a great deal of its funds and resources were

wasted, until it finally went into the hands of receivers, in last

year.
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Its whole management, during this period, was character-

ized by reckless issue of securities, by a very great overcapitali-

zation, by the buying up of branch lines by officials of the com-

pany, and selling them to the parent company, at exorbitant

prices, and thus adding to the capitalization and to the burdens

upon the revenues of the railroad proper.
The Chairman: Do you mean that they bought up branch

lines and sold them to the parent company, for an amount in

excess of the amount that the officials had paid for them?

Mr. Lauck : Yes, sir
; they bought up branch lines, or built

branch lines, in some instances, through forming a syndicate, in

which the directors and the president of the Frisco took part,

and then they sold them at a greater cost than they had incurred

and the syndicate profits were participated in by them. This, of

course, led to an increased capitalization, and according to our

contention, a dissipation of resources, and a burden upon the

operating revenues of the railroad proper.
Mr. Stone : Going back to the beginning of the Frisco, Mr.

Lauck, what was the original cost of the Frisco road !

Mr. Lauck : At the time of the reorganization, the market

value in 1896 was, according to contemporaneous quotations and

the estimates at that time—was about $10,000,000. Against that,

$56,000,000 securities were issued, leaving $46,000,000 of ficti-

tious securities which have persisted up to the present time and

which are now a part of the capitalization of the Frisco.

Mr. Stone : That is a part of the load the Frisco is stag-

gering under at the present time.

Mr. Lauck: And dividends all through the checkered his-

tory of the Frisco,—dividends were paid upon the stock. It

seemed to be the idea of the directors or the managers of the

system, if they would continue to pay dividends that the credit

of the company would be assisted, and they would have greater
ease in disposing of the new security issues.

Mr. Stone: That is, they could build more lines and buy
more lines, with new issues of stock?

Mr. Lauck : Yes, sir
;
but this was a continual drain upon

the real operating revenues of the Frisco. It is conclusively

shown by previous history of the road, prior to its acquisition by
the Atchison, from the period 1876 to 1890, that it was a very

prosperous road. It had remarkable earning power and possi-
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bilities, and if the road had been managed like the Atchison was,
after 1896, it would have shown immense earning powers, and
immense net revenues.

The Chairman: Is that road a party to this controversy?
Mr. Lauck: Yes.

The Chairman: You say it is in the hands of a receiver

now?
Mr. Lauck: Yes, sir.

The Chairman: How long has it been in the hands of a

receiver 1

Mr. Lauck : Since May, 1913, 1 think.

Mr. Nagel : That is about right.

Mr. Lauck : It is in the hands of a receiver, and also some
of its subsidiaries, the Chicago & Eastern Illinois and the

Kansas City, Ft. Scott & Memphis, which the Frisco acquired.
Mr. Stone : Well, the Chicago & Eastern Illinois has been

divorced from the Frisco, at the present time, has it not, and is

in the hands of a different receiver entirely ?

Mr. Lauck : They have different receivers
;
and also the

St. Louis, Brownsville & Mexico.

Mr. Burgess : Is the Evansville & Terre Haute part of the

C. &E. LI
Mr. Lauck: I don't know.

Mr. Stone: Yes, sir.

Mr. Burgess : Is it in the hands of a receiver, too, Mr.

Stone?

Mr. Stone : I understand it is, as a part of the C. & E. I.

system. I am just speaking from memory now. I have not a

check.

Mr. Lauck: If it is a part of the C. & E. I., it is in the

hands of a receiver.

Mr. Stone : I wish you would give us the detail of it, Mr.

Lauck, from the time it went in the hands of a receiver until it

went through the reorganization, and what has happened to it

again, if you can?

Mr. Lauck: After it became an independent system and

entered upon an independent career after 1896, with this inflation

of $46,000,000—

Mr. Stone: How did it get away from the Atchison,
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Topeka & Santa Fe at that time! During the reorganization

plan?
Mr. Lauck : Both of them in 1893, at the time of the panic

of that year, went into the hands of receivers. They remained

in the hands of receivers until 1896, and in the reorganization the

St. Louis & San Francisco was divorced from the Atchison and
both became independent roads and were reorganized in 1895

and 1896.

Mr. Stone : To show the splendid condition of the property-

prior to that, I think it would be well to read the President's

statement at the bottom of page 94.

Mr. Lauck : It was one of the best properties in the South-

west at that time, in 1888, prior to its acquisition by the Atchison.

President Winslow, as quoted from the Commercial and Finan-

cial Chronicle, makes the following statement relative to the

status of the company :

''The company has no floating indebtedness and no bills

payable outstanding ;
it owes no person, firm or corporation any

unpaid account, and the only indebtedness of this description

applies to operating expenses for October, which are now being

paid in the usual course of business out of net earnings. The

company also has a fund of over $1,500,000 in money for use at

any time. It is not engaged in building extensions in any direc-

tion, and owes nothing for new equipment added in the last

year.
' ' That was in 1888.

Mr. Sheean : On that same page, right at that same time,
I think you will find they are speaking there merely of the float-

ing indebtedness, are they not? On page 94, the same page you
are reading from, the statement is made that the capitalization

per mile at that time had decreased from $72,631 to $19,798 of

stock, and from $43,894 of bonds to $26,997. Now, they are

speaking of the floating indebtedness, are they not!

Mr. Lauck: That is floating indebtedness indicating that

there are no pending claims against the company. The com-

pany also had a funded debt of about $7,000,000 at that time.

Mr. Sheean: In addition to the funded debt, the capital

outstanding was $20,000 a mile?

Mr. Lauck: Yes.

Mr. Stone : Is it not a fact that that decrease was brought
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about by the fact that many of the lines projected had been con-

structed ?

Mr. Lauck: Yes; that was an indication of financial

strength on the part of the company tliat, through its extensions,

its capitalization per mile had been decreased.

Mr. Stone: I think it might be well to read that part of

the extract on page 94 dealing with that.

Mr. Lauck: In the statement of the Commercial and

Financial Chronicle?

Mr. Stone: Yes.

Mr. Lauck: In January, 1888, at page 101, it states that

''the St. Louis & San Francisco was one of the most successful

reorganized roads in the southwest, having shown good progress
in traffic and income without much increase in fixed charges.

That the road had almost phenomenal earning power and a

potentially great career may be surmised from the following

facts relative to the prices at which its stocks were quoted dur-

ing its early years and the amount of dividends paid thereon.

As stated, the St. Louis & San Francisco acquired its original

property and lands toward the close of 1876. In 1878 the highest

quotation for the first preferred stock was 11%, and the lowest

51/.. The high and low prices for the second preferred were

51/4 ^nd 1%? respectively, and for the common 4i/^ and li/o, re-

spectively. The low for the three classes of stock in the order

just named for 1879 was 9%, 4i/s> and 3%, respectively. It is

not improbable that these prices represented a reasonably fair

estimate of the values behind the stocks. At least, this seems

to have been the opinion of those who sold them. There was a

mortgage debt of $7,194,500 outstanding against the property,
which the St. Louis & San Francisco had assumed at the fore-

closure sale, and the total mileage appears to have been only 432

miles. So, considering the character of the country and the cost

of construction in those days, this bonded debt of $16,600 per
mile probably represented more than the actual cost of the prop-

erty, leaving no tangible value behind the stock. Yet, within

three years after this first preferred stock sold for $5.50 per

share, it was receiving an annual dividend of $7.00 per share,

and was sold in the market as high as 1151/2 the first year the

dividend of 7 per cent was established. So, the other classes of

stock had tremendous increases in market price."
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Mr. Stone : So, it is a fact that, in 1880, the road had ar-

rived at the point where it was paying 7 per cent dividend on all

stock?

Mr. Lanck : Yes, sir, and according- to the Commercial and
Financial Chronicle, this stock represented no real investment

in the road.

Mr. Stone : I shonld not say all stock. I should say both

classes of preferred stock. Although they represented no real

value, yet they were paying $7.00 each year on each share!

Mr. Lauck : They had advanced in value from the time of

the reorganization in 1876 from practically nothing, to $115.00

per share, which indicated the development of the earning power
of the property and what might have been expected had the prop-

erty been properly financed in the succeeding years.
Mr. Stone: All right. Well, after this phenomenal earn-

ing power, then what happened to it?

Mr. Lauck: "Well, it was then acquired by the Atchison,
and its capitalization was greatly increased, owing to the policy
of the Atchison at that time (which was also adopted in the case

of the Frisco) of rapid expansion and acquisition of new prop-

erty, and six years after this statement was made by the Com-
mercial and Financial Chronicle which I have just read, the road
was bankrupt and in the hands of the receivers.

Mr. Stone: Well, at the time the Atchison took it over,
what was its capitalization? Is that correct on the bottom of

page 95, $30,000,000?
Mr. Lauck: Yes, sir, that is in 1899,

—this is the last an-

nual statement of the Frisco railroad prior to its acquisition by
the Atchison—its total capitalization in common and preferred
stock was $30,000,00, and under the Atchison control—this con-

trol was obtained, I might say, by the inter-exchange of stock

with the Atchison—
Mr. Stone: What was its capitalization the next year,

when the Atchison reported on it?

Mr. Lauck: The common stock had been raised to $35,-

500,000 from $15,500,000, and the funded debt had been greatly
increased.

Mr. Stone : Well, is it not a fact that, in 1890, the Atchison
increased it to $101,000,000? Eight at the bottom of the page you
will find it.
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Mr. Lauck: I have not the exact figures. I cannot recall.

No, that is the Atchison stock increased from $75,000,000 to

$101,000,000. The Frisco common stock increased about 150 per
cent under the Atchison domination, and the funded debt was

greatly increased, but the exact figures I cannot recall.

Mr. Burgess : Well, Mr. Lauck, if I followed you correctly,
the statement that you read, ])ur})orting to come from President

Winslow—
Mr. Lauck: Yes, sir.

Mr. Burgess :
—published in the Commercial and Finan-

cial Chronicle, was in the year 1888?

Mr. Lauck : Yes, sir : That was the comment of the Chron-
icle editor upon his statement, which was from a very conserva-

tive source.

Mr. Burgess: And that statement purported to show that

there was no floating indebtedness and no bills payable at that

time.

Mr. Lauck: Except just current operating expenses, yes,
sir.

Mr. Burgess: And in less than six years this railroad was
in the hands of the receivers, which was in 1894?

Mr. Lauck: Yes, sir.

Mr. Burgess: Well, there being no concerted action by the

engineers and firemen, or the engineers alone, until 1906, that is

very substantial evidence that the wage movements did not put
this railroad in the hands of a receiver, is it not?

Mr. Lauck: Yes, sir; had nothing to do with it whatsoever.

It was wrecked by the financial mismanagement, the mistakes
made by the financial mismanagement, of the Atchison.

Mr. Stone: Is that what you would call it—mistakes?

Mr. Lauck: Well, that is a euphonistic means of designat-

ing it. The reason why the Frisco—the cause for its ruin at this

time was that it collapsed, through the same policy that was be-

ing pursued by the Atchison. That is, the Atchison was acquiring
subsidiaries which did not prove profitable. The Frisco also

entered upon a similar policy, under the Atchison control, and
both of them were thrown into the hands of receivers, by the

fact that the subsidiaries which they acquired, did not meet their

current expenses, and which had to be paid from the funds of

the parent company; and finally, they could not carry the load
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any further and both roads went into the hands of receivers.

Of course, these subsidiaries had been overcapitalized, or exces-

sively capitalized.

Mr. Stone: And the result was that in 1896, it was sold

under foreclosure!

Mr. Lauck: Yes, sir.

Mr. Stone: Who bought it?

Mr. Lauck: It was bought, I think, by a committee of the

bondholders. The reorganization managers were the purchasers
who represented the bondholders, of course, and the system was

reorganized as the St. Louis & San Francisco Railroad Com-

pany, which is the present title of the company.
Mr. Stone: At the time of the reorganization, what was the

capital stock of the Frisco?

Mr. Lauck: At the time of the reorganization, that is six

years after the Atchison control, the stock capitalization was

$50,000,000, an increase from $30,000,000, prior to the acquisi-

tion by the Atchison. The bonded debt had increased from

$7,000,000 in 1888, to $45,000,000 in 1896. The value of the prop-

erty, as given, was $67,000,000, which, of course, was merely ad-

justing the property account in accordance with the capitaliza-

tion, largely. That is, when the road was reorganized, they went

in, I think, with $67,000,000 cost of road and equipment. The

capitalization was increased by $20,000,000, and they came out

with the same cost of road and equipment as the capitalization;

or that automatically increased their cost of road and equip-
ment $20,000,000, in order to make it accord with capitalization.

Mr. Stone : That was simply a mere matter of bookkeeping.
Mr. Lauck: Increasing the property investment account to

accord with the increased security issue.

Mr. Stone : So as to make the balance sheet look right ?

Mr. Lauck: Yes, sir. There were no regulations then

from the Interstate Commerce Commission, as to cost of road

and equipment and keeping uniform accounts, or method of

keeping this account, but it indicates that prior to the regulation
of the Commission that these accounts were very loosely kept.

Mr. Stone: Well, as soon as they were reorganized, then

what did they start in to do?

Mr. Lauck: The plan of reorganization, in detail, is given
on pages 97 and 98.
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Mr. Stone: They levied some assessments on mortgage
bonds, did they?

Mr. Lauck: Yes, sir; they got abont $6,320,000 from as-

sessments and reorganized the company, with a total capital,
if I recall correctly, of $56,000,000.

Mr. Stone: What wonld happen to some small holder of

the paper of the Frisco, if he conld not pay his assessment? He
would simply get forced out, would he not?

Mr. Lauck: Yes, if he held the securities which called for

an assessment, if he were unable financially to come into the

reorganization and pay his assessment, he would lose his right
to participate. They bought the Frisco and reorganized for

$1,250,000, and there was an adjustment of the different obliga-
tions between the Frisco and the Atchison, and some of the

bonds held by the Atchison were forfeited by that company.
There was quite a good deal of contention at that time, by the

stockholders of the Frisco, who thought the Atchison had ex-

ploited the Frisco and had been the cause of their misfortunes,
and in the reorganization, some of these securities were elimi-

nated and practically repudiated.
Mr. Stone: How much did you say they gave for the

Frisco, when they bought it under foreclosure?

Mr. Lauck: The upset price, I think, was $1,250,000, by
the reorganization managers, which, of course, was no indication

of the value of the system. The real value behind the securities

was about $11,000,000, and the fictitious or the excess capital
was about $46,000,000, upon which these dividends had been

paid. There seemed to be about $1,000,000 water in the first

preferred, out of $5,000,000 first preferred, while the $16,000,000
second preferred and $29,000,000 common, practically repre-
sented nothing, except the giving to the original stockholders

some opportunity to participate in future earnings, if such earn-

ings should develop.
Mr. Stone: Then, after they had this $46,000,000 of un-

necessary capitalization, or fictitious capitalization, or water,
whatever you choose to call it, they started out on a new era of

progress ?

Mr. Lauck: Yes, sir.

Mr. Stone: Then what happened?
Mr. Lauck : Well, it would seem that the lessons that—or
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the misfortimes that had been incurred, would have led them to

have adopted a different policy, such as the Atchison did with

such eminent success, but the Frisco did not profit by its previous

experience, and entered, almost immediately, into a policy of

reckless expansion, and the acquisition of new properties, which

added to its capitalization in an unwarranted way, and resulted

in the dissipation of its resources, and finally brought it into

insolvency again in 1913.

Mr. Stone: What was the first important line they ab-

sorbed, when they started out in their campaign of acquiring

mileage ?

Mr. Lauck: At this time, the mileage was about 5,241

miles, as shown on page 99, of which 4,397 were owned by the

Frisco. The first important acquisition was of the stock of the

Ft. Worth & Eio Grande Eailroad Company, which was pur-
chased in 1901, five years after the reorganization.

Mr. Stone: Well, at the time of its incorporation, Mr.

Lauck, in 1896, it had about 1,100 miles of track, did it not?

Mr. Lauck: The Frisco?

Mr. Stone : Yes
; page 99.

Mr. Lauck: Yes, sir. 1,100 miles. The system now has

5,241 miles. I should have said an increase of about 4,000 miles.

I think the system really has now, considering leased lines and

lines over which it operates, about double that mileage, if I

remember correctly.

Mr. Stone: But it absolutely owns at the present time,

4,397 miles of track, does it not I

Mr. Lauck: 4,397, or almost four times as much as it had
in 1896.

Mr. Stone : Explain the Ft. Worth & Eio Grande deal, in

1901?

Mr. Lauck : Well, the Frisco purchased control of this line,

through parties who were interested, according to the Commer-
cial and Financial Chronicle, in the Frisco System. The Chron-

icle of March 23, 1901, states :

''Ft. Worth & Eio Grande purchase. The purchase of this

road, we learn, was made by parties interested in the St. Louis &
San Francisco Eailroad."

Then, on page 100, is given the facts as appearing in the

annual report of the Frisco, as to the cost of this property, and
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of the relative values. The cost at which this stock was acquired

by the Frisco was about $30 per share, by the parties who, ac-

cording to the Chronicle, were persons interested in the Frisco.

When it reached the Frisco, they paid 50 per cent more for it,

or $45.00 per share
;
so that there was a loss to the Frisco any-

where from half a million to a million dollars in the acquisition
of this small property. If it was bought at the prevailing market

price, the loss would be about a million dollars. If it was bought,

according to the most liberal estimate, in favor of the Frisco,
it would be about $300,000 loss. In other words, through this

interested purchase, there was a loss in resources, or excessive

price paid by the* Frisco, anywhere from $300,000 to $1,000,000.

Mr. Stone: But the fact remains that thev bought it at

what is believed to be $30 a share, and they sold it to themselves

at $45 a share?

Mr. Lauck : Yes, sir.

Mr. Stone: Somebody got $15 a share in the deal?

Mr. Lauck: Yes, sir; according to the Chronicle, it must
have been parties interested in the Frisco.

Mr. Stone : The widows and orphans who held that stock,

did not get the benefit of that $45, did they, that they sold it to

the Frisco for?

Mr. Lauck: No, sir. At the bottom of page 100, if we
assume that they lost only $250,000, this amount would have
remained in the treasury of the Frisco, if the deal had not been

made, for about eleven 3'ears, and the simple interest on it would
have amounted to about $137,500,000 ;

so it was a necessary de-

duction that—
Mr. Stone: $137,000,000? $137,000?

Mr. Lauck : $137,500, yes, sir. So it is a necessary deduc-

tion that the loss would be the difference between what the par-
ties who paid for the stock got from the Frisco and the interest

upon this amount for this period of time, which would vary ac-

cording to the estimate. It was fully a million dollars' loss,

considering the whole period, and the interest accruals, and, of

course, that much money could have been invested in the prop-

erty, and would have yielded a return, and would have been
available for wage payments, or for other purposes.

Mr. Stone : Well, this road—this Ft. Worth & Rio Grande,
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had it ever paid anytliing on the investment up to the time the

Frisco acquired it?

Mr, Lauck : No, sir, I think not. It had been an unprofita-

ble property.
Mr. Sheean : It was not a bad thing for the engineers and

firemen on tliat road, then, that it became a part of the Frisco?

Mr. Lauck: From the financial standpoint, it strength-

ened the Ft. Worth & Eio Grande.

Mr. Stone: It didn't make any difference in their rate,

probably, though, did it?

Mr. Lauck : It had no relation to that.

Mr. Stone: The engineers and firemen didn't get any of

that difference between the $30 and $45 a share when it changed
hands, did they?

Mr. Lauck: Oh, no, sir; not at all.

Mr. Sheean : Do you know whether they were paid a

standard rate or not?

Mr. Lauck: I don't know, sir.

Mr. Stone : The fact remains, though, while they paid 30,

it was quoted on the open market at 22, was it not?

Mr. Lauck : That was the previous quotation. And in the

computation we have assumed they paid 30, in order not to

show any excessive loss, to give every consideration in favor

of the Frisco.

The point is that the Frisco's resources, somewhere from

$400,000 to $1,000,000, were dissipated by the acquisition of this

property, paying more for it than it was really worth.

Mr. Stone : The one basic fact does stand out all the time

that in the exchange the price was artificially raised 50 per cent

above normal?

Mr. Lauck : Yes, there was evidently boosting of the stock

before the Frisco purchased it.

Mr. Stone: Well, what happened when they bought this

Kansas City, Memphis & Birmingham Railroad?

Mr. Lauck: The next acquisition was on a much larger

scale, which occurred in the same year, and was the result of

the acquisition of the Kansas City, Ft. Scott & Memphis, and
the Kansas City, Memphis & Birmingham Railroads. The
method in which this acquisition was made was that, first, there

Avas a syndicate formed—it developed later in taking up that
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phase of the question—to purchase these stocks. They then

organized another company, the Kansas City, Ft. Scott & Mem-

phis Raih'oad Company, and having bought the securities of

these two roads, I think at about $6,000,000, they capitahzed
them at $16,000,000, and the Frisco paid $39,000,000 for them.

In other words, the Frisco paid about $30,000,000 more than

they were really worth.

The tw^o companies, the Kansas City, Ft. Scott & Memphis,
and Kansas City, Memphis & Birmingham, had a market value

at that time of about $6,000,000, and the net result was that the

Frisco acquired them at about $17,000,000, I should have said,

above their market value, and capitalized them at $39,000,000,

thereby inflating the real value about $32,000,000.

Mr. Stone: Do I understand you to say that the Frisco

paid $17,000,000 above their market value?

Mr. Lauck: No, in the aggregate.
Mr. Stone: All told? And the market value was

$6,000,000?
Mr. Lauck : The market value was $6,000,000. The differ-

ence between that and w^hat the Frisco paid was represented by
the conmiissions of the underwriting syndicate which had

handled this deal, part of whom are interested in the Frisco,

and the increase in capitalization of this new holding company,
which had been created to take over these two companies. Then
the Frisco issued capitalization aggregating $39,000,000 against

this acquisition, for which they had paid $17,000,000, and the net

loss up to the time of the receivership to the Frisco was about

$28,000,000 to $30,000,000 on these two roads.

Mr. Stone: I think it might be well, in connection with

that, to read the notice that was sent out at the time the Kansas

City, Fort Scott & Memphis Railroad was sold, indicating the

plan under wbich it was turned over.

Mr. Lauck : As found on page 101 ?

Mr. Stone: Yes.

Mr. Lauck: This notice is taken from the Commercial and

Financial Chronicle of March 2, 1901, and it is headed :

' ' Kansas

City, Fort Scott & Memphis Railway—SALE OF CONTROL—
Nathaniel Thaver, Chairman of the Board of Directors of this

Company and of the Kansas City, Memphis and Birmingham
Railroad Company, makes the following announcement :
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" 'A majority interest has signed an agreement to sell these

roads on the following terms to people who are interested in the

St. Louis and San Francisco, That company has no direct part

in the transaction and does not furnish any of its securities to

pay for the properties.'
"

It did that indirectly. The holders of preferred stock of the

Fort Scott will receive $150 in cash; that is, per share.

The Fort Scott common $75 in cash and 25 per cent in secur-

ities; the Birmingham stock will receive $50 in cash; the Bir-

mingham income bonds second mortgage 5 per cent redelivered

at 95, new income bonds.
' ' The exchange of the income bonds, however, is not obliga-

tory. It is expected that the Memhpis and Frisco roads will be

worked in the closest harmony and assist one another in every

Avay.
'' 'The form of securities to be issued has not yet been de-

termined, but the Fort Scott stockholders will get, for their 25

per cent received in partial exchange for their common stock,

securities on the same terms as the people who furnish the

money. It is believed that the arrangement will be mutually
beneficial.'

"

Then the Chronicle of March 16. 1901. the statement is made
relative to the holding company which was created to hold the

stocks of these two companies which had been acquired:

''Kansas City, Fort Scott & Memphis Eailroad—NEW
NAME—DEPOSITS, ETC. In the consolidation of the Kansas

City, Fort Scott and Memphis and Kansas City, Memphis &

Birmingham roads the name of the former company, it is an-

nounced, will be retained, with the word EAILROAD changed
to EAILWAY. All contracts for the sale of the roads to the

sjmdicates have been signed, and a large majority of all classes

of stock in both companies have already been deposited with the

Old Colony Trust Company."
Further details of the new company were published in the

Commercial and Financial Chronicle of June 22, 1901:

"Kansas City, Fort Scott & Memphis Ey.—SUCCESSOE
COMPANY.—This company was incorporated in Kansas City

on June 14 with $20,000,000 of authorized capital stock, of which

$15,000,000 is 4 per cent non-cumulative preferred; par value of
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sliares $100.00. The entire capital stock will be owned by the

St. Louis & San Francisco Railroad."

This was the means by which the St. Louis acquired control

of these two projoerties. In other words, the holding company
was created to take over these properties at greatly inflated

valuations, and then the capitalization of the holding company
was further inflated and then the Frisco took over the capitaliza-

tion of the holding company in exchange for its securities.

Mr. Stone: How did the St. Louis & San Francisco raise

the money for the new financial obligations it was about to as-

sume?
Mr. Lauck: They raised that by offering to its subscribers

the option to subscribe to additional stock and also to the stock

of the new company. That is shown on page 102 in a further

notice from the Chronicle under the title ''Option to Subscribe,"

Mr. Stone: Up above that was the first issue authorized*?

Mr. Lauck : Above that was the authorization, after which

the ojjtion followed. That is from the Chronicle of June 22, 1901,

which makes the following announcement :

"St. Louis & San Francisco Railroad—AUTHORIZED—The
shareholders on June 15, confirming the action of holders of vot-

ing trust certificates on May 31, authorized the increase of the

limit of issue of capital stock from $50,000,000 to $100,000,000
and the refunding mortgage for $85,000,000. They authorized

also the purchase of the railroad, property and franchises of the

following auxiliary lines whose stock was already owned."
Then in the following :

''Option to Subscribe"—these are the terms under which

the new companies were taken over, that is, the Memphis and

Birmingham com]ianies.

"All voting trust certificate holders of record June 30 will

be entitled to subscribe to the amount of 4-21/4 per cent of their,

holdings to a cash fund, receiving for each $42.50 paid in cash

(the rights on one share of stock) $25 in a 4 per cent gold refund-

ing mortgage bond due 1936 of the Kansas City, Fort Scott &
Memi)his Ry. Co.," which was a new holding company, "and $29
in 4 per cent preferred stock certificates of the same company.
The bonds will be giiaranteed, principal and interest, and the pre-
ferred stock trust certificates will be guaranteed 4 per cent divi-

dends (payable quarterly in gold) by the St. Louis and San
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Francisco. The bonds will bear interest from Oct. 1
;
the first

dividend on the preferred stock trust certificates will be payable

Jannary 1, 1902."

In other words, the St. Louis & San Francisco guaranteed
the bond issues of the new company and also guaranteed divi-

dends on the new inflated 5 per cent preferred stock, thereby

greatly increasing its own fixed charges and its own demands

upon its revenue, by obligating itself to meet the interest returns

upon this inflated capitalization, which had been twice inflated

through the formation of these companies.

The conclusion as to this transaction is found on page 105,

and also in the statement at the top of the page. The $15,000,000

of the stock of this new company which had been g-uaranteed by
the Frisco had no value behind it whatever, and the common
stock was pure water, and the annual interest charge assumed

by the Frisco as a result of this transaction, guaranteeing the

interest returns upon this excess capitalization, was about

$1,000,000, and resulted, up to the time of the receivership, in

absorbing about $28,000,000 from the productive efficiency of the

road. In other words, the conclusion as stated on page 105, is

briefly as follows :

"If the Frisco had gone into the open market and bought up

the stock of these companies, the amount necessary for this pur-

chase, based on the prices of 1900, would not have exceeded

$6,093,690. As it was, these properties cost the syndicate $17,-

377,666 and were capitalized for $39,750,000 with interest and

dividends on $24,160,000 of this capitalization guaranteed by the

St. Louis and San Francisco Eailroad."

In other words, the St. Louis & San Francisco Eailroad

guaranteed dividends and interest on capitalization four times

the amount of the market value of these properties at the time

of the acquisition.

''The annual capital charge thus assumed by the St. Louis

and San Francisco was nearly $1,000,000. More tlmn $700,000 of

this amount must be ]3aid annually on the $18,067,000 of giiar-

anteed capitalization for w^hich no actual value was received by

the Frisco or by the Memphis Railway Co. The aggregate

amount of the funds of the St. Louis & San Francisco wdiich have

been consumed in the annual pajmients made on this 'water' up
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to the time these securities were refunded in 1904 is about

$2,160,000."
The total loss through the promise to retire excessive capi-

talization issued in this connection, guarantee preferred stock

and bonds, and the amomit of interest and dividends properly-

paid and the interest lost upon the use of that money at simple

interest, has been about $28,000,000 up to the time of the re-

ceivership. As is perfectly obvious, if this amount had not been

dissipated the Frisco would have had a corresponding amonnt

of money among its assets, and its revenues would have been

approximately $1,000,000 each year, if it had not gone into this

transaction. Or, expressing it the other way, this transaction

resulted in a diversion from proper sources revenues aggregat-

ing $1,000,000 annually.

Mr. Stone : No railroad in the world could stand a strain

like that, could it!

Mr. Lauck: No, sir; it is absolutely impossible. Of course

a large part of it was after it got to the Frisco through these

different stages through which the sjmdicate passed it.

Mr. Stone: Then they were not satisfied with that and

they bought the Chicago & Eastern Illinois at a fancy price?

Mr. Lanck : Yes, sir. It might be well, if you care to now,
to take up the profits made by the syndicate on this, or I can

take that up as a separate matter.

Mr. Stone : You might as well take it up right now. The

company lost about $28,000,000. How much profit did the syn-

dicate make in these deals?

Mr. Lauck: I do not find that readily now. I will take

that up when I come to it, if that is agreeable.

Mr. Stone: Then pass on to the Chicago & Eastern

Illinois.

Mr. Lauck: The Frisco had no connection into Chicago,
and as a consequence the next acquisition had this object in

mind
;
tliat is, that they decided to acquire or purchase the Chi-

cago & Eastern Illinois Railroad and secure terminal connec-

tions in this city. The method by which that was acquired was,
as is shown by the quotations on pages 106 and 107, which ap-

peared in leading financial journals at that tune. They offered

to the holders of the Chicago & Eastern Illinois preferred stock

to take it over on a 6 per cent basis and the common stock on a
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5 per cent basis, and in return for that stock trust certificates

were issued by the Frisco, the interest upon which was guaran-
teed by the Frisco and the security for which was the stock of

the Chicago & Eastern Illinois Railroad.

Mr. Stone: Are you not mistaken about conunon stock

being taken over at 5 per cent? Was not the conunon stock

taken over at 10?

Mr. Lauck : I should say 10 per cent. The terms are given
at the bottom of page 106 :

"In exchange for preferred stock, preferred stock trust

certificates at the rate of $150 thereof for each $100 share of

preferred stock. These trust certificates w^ill entitle the regis-

tered holder to quarterly dividends thereon of $1.50 (l^^ p. c.)

in respect of each share of preferred stock," or 6 per cent

annually.
The conunon stock was taken over at the rate of 10 per cent,

or $250 stock trust certificates for each $100 par value of Chi-

cago & Eastern Illinois stocks. The preferred, therefore, was

taken on a 6 per cent basis and the common on a 10 per cent

basis. I think that company was then only paying about 5 or

5% per cent.

Mr. Stone: Let me see if I have got this right. At the

time the C. & E. I. was bought by the Frisco, they were given

one share of preferred stock and two and a half shares of com-

mon stock, or just simply the two and a half shares of common
stock for each share of common stock held?

Mr. Lauck : The Frisco agreed to buy the Chicago & East-

ern Illinois at the rate of $250 for each $100 share of common
stock and $150 for each $100 share of preferred stock. If the

Chicago & Eastern Illinois stockholders agreed to this, the

Frisco took the stock and issued against that stock as collateral

stock trust certificates on this basis of capitalizing the earning

power; that is, for each $100 of connnon stock they issued a

stock trust certificate of $250, and for each share of preferred
stock one of $150, upon which they guaranteed dividend returns,

thus making the purchase for the common stock equivalent to a

guaranty by the Frisco that they w^ould pay 6 per cent on the

preferred and 10 per cent on the common stock.

Mr. Stone: Then if I had one share of common stock in

the C. & E, I. and I was only getting 5y^, and it was only worth
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97 in the open market, I could get 21^ sliares of Frisco stock

that was guaranteed to pay 10 per cent ?

Mr. Lauck: You would get a guaranty from the Frisco that

you would get 10 per cent on your stock.

Mr. Stone: On the new issue!

Mr. Lauck: Yes, sir.

Mr. Stone: I would get $250 worth of stock for that $97

share of stock, and I would get $25 a 3^ear?

Mr. Lauck: You would get a guaranty that you would get

10 per cent for common and 6 per cent for preferred, and when-

ever the Frisco failed to pay that you would be at liberty to

take that stock.

Mr. Stone: That would be a good investment from a trad-

ing point of view if they had made good.
Mr. Lauck: It was a very attractive and profitable invest-

ment from the standpoint of the holders of the Chicago & East-

ern Illinois stock, but a very unprofitable investment for the

Frisco and one that resulted in dissipating a lot of the Frisco

revenue, because the Chicago & Eastern Illinois as an operating
railroad was not paying these rates of return. The market

price of the common stock at this time was $120 a share and

the preferred stock $136 per share.

Mr. Stone: During that year, common stock had sold as

low as 91?

Mr. Lauck: Yes, sir.

Mr. Stone: And had sold as high as 149?

Mr. Lauck : Yes, sir. The dividend rate on the common at

that time was about 5i/o and upon the preferred the market value

reflected a dividend rate of about 6 per cent. The total market

value of both classes of stock of the Chicago & Eastern Illinois

at this time w^as about $17,963,000. Q^lie price paid by the Frisco

was about $28,230,000. In other words, it was $10,267,000 in

excess of the then market price of the Chicago & Eastern Illi-

nois. The total loss on this, in addition to this initial amount,
and the interest on the same and the loss of the use of this money
was about $15,000,000 more. During the past 11 years, the dif-

ference between the dividends paid on the Chicago & Eastern

Illinois stock and what the Frisco had to pay on the stock trust

certificates which it issued in lieu thereof was about $4,000,000.

The aggregate loss between the revenues produced by this com-



6165

pany and paid to the Frisco and what the Frisco paid on ac-

count of it was almost $5,000,000 up to the time of the receiver-

ship of 1913.

Of course, that meant that the productive efficiency of the

J^risco—this $4,100,000 had to come from somewhere. That is,

had to be produced througli the operation of the Frisco, and

that the revenues which should have been available for increas-

ing the compensation of employes, or for improving the prop-

erty and adding to its earning power, were diverted through
this financial deal, to the extent of $5,000,000, which, otherwise,

would have been available.

Mr. Stone: In addition to adding to the load that the

Frisco w^as already carrying!
Mr. Lauck: Yes, sir; thai is in addition to the Memphis

acquisition, which was a burden upon it and other lines.

Mr. Stone: About the same time as the Frisco bought the

Chicago & Eastern Illinois, they also bought the Arkansas &

Choctaw, did they not ?

Mr. Lauck: Yes, sir.

Mr. Stone: That Avas just a little side issue, but it was a

very striking one.

Mr. Lauck: Yes, sir. The Arkansas & Choctaw represent-

ed a loss of $3,000,000. They started the company with a very
small capital stock.

Mr. Stone: Its capitalization was only $260,000, was it not?

Mr. Lauck: Yes, sir, originally, and that finally was in-

creased to about $17,115,000, and, of course, there was an in-

crease in mileage went hand in hand with that. The net loss to

the Frisco, through the acquisition, was about $3,000,000, and

the interest on this sum, up to the time of the receivership, or the

interest on this last amount, amounted to about another million

dollars, and of the excessive price paid for this property, it was

developed at the Interstate Commerce Commission investigation,

that the president of the Frisco and others, obtained a profit of

$837,000, through selling it to the Frisco proper. In other words,
the greater part of the loss to the Frisco was due to the fact that

the officials of the Frisco bought the property, and sold it at an

advanced price to the Frisco itself.

Mr. Stone : That was brought out in the Interstate Com-
merce Commission hearing?
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Mr. Laiick: Yes, sir.

Mr. Stone : And is a matter of record !

Mr. Laiick : Yes, sir. $11,500,000 of this stock represented

nothing. It was jnst a gift to the Frisco and represented a claim

upon fntnre earning power of the system, if any ever developed.
Mr. Stone : And the result has been, with that staggering

load, that it has been operated at a deficit?

Mr. Lanck : Yes, sir. Some of this stock, however, which
was nothing bnt water, was nsed as pledges for Frisco, subse-

quent bond issues of the Frisco. There is no doubt about it that

a large part of these losses tv^hich, after the revenues had been

taxed to the utmost, in order to keep up with these interest

charges which had been forced upon the Frisco proper, by this

indefensible financing
—that bond issues were issued in order to

pay the fixed charges of the Frisco, in order to keep going, as a

going concern, and a lot of this stock, which had been acqviired

in this way, was used as the basis for issues of collateral trust

bonds.

Mr. Burgess : Mr. Lauck, it is extremely difficult for some

gentlemen to follow you, on account of the lack of knowledge of

these financial transactions, but during all of these manipula-

tions, as you have related here, about the Frisco Railroad, in a

financial way, can you trace any symptoms of the wage move-
ments as being the cause of contributing to bringing on the

financial difficulties of the Frisco?

Mr, Lauck : It had no influence whatsoever.

The point that I am going to develop by this is, that if the

revenues of the Frisco had been conserved by a proper policy,

the Frisco would be one of the most wealthy roads in the country,
and would have a greater earning power, probably, than any
other road in the West, or as great as any road in the "West.

Mr. Burgess : I appreciate your attempt to prove that, Mr.

Lauck, and I did not intend any reflection on the manner in which

you are presenting it. In fact, I am willing to confess my inabil-

ity to follow you, due to my lack of knowledge of financial mat-

ters. The concrete question is, as I have put it, did the cycle of

wage movements, or the concerted action of wage movements, in

any manner contribute to the financial difficulties of the Frisco

Railway?
Mr. Lauck: Not at all, no, sir. Whatever increases in
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wages may have been secured during this period, were of no con-

sequence so far as diverting revenues. They are of practically

no significance whatsoever, as compared with the revenues w^hich

were dissipated, and the resources which were lost through these

improper financial transactions. That is, if it had been simply a

matter of wage increases, the employes of the Frisco would

hardly have felt it, it seems to me. Does that answer you?
Mr. Burgess : Yes. Thank you, Mr. Lauck.

Mr. Lauck : I was going to say, Mr. Stone, that, of course,

this does not cover all the acquisitions of the Frisco, simpl^^ a

few representative types which I presented here between pages
90 and 110, and have left the others to the Interstate Commerce

Commission report which follows.

Mr. Stone: But it is true, is it not, Mr. Lauck, that the

officials and directors of the Frisco participated in its under-

writing syndicate?
Mr. Lauck: Oh, yes, sir, that is a matter of public record.

Mr. Stone: It is also true, is it not, that the Interstate Com-

merce Commission, if it does not practically say so in so many
words, at least intimates that $30,000,000 discounts paid by the

Frisco in twelve years, was due to the fact that its stock issues

were controlled by bankers and others on the inside?

Mr. Lauck: Yes, sir. I can read the section of that where

they report it.

Mr. Stone: I wish you would.

Mr. Lauck: On page 122, which is a reprint of the report

of the Interstate Commerce Commission, w^hich gives an analysis

of the cause of the insolvency of the Frisco, it saj^s:

"Fifth. The sale of its securities at prices so low as to

indicate a deplorably weakened credit or an extravagant ar-

rangement with bankers to whom large profits accrued in the

purchase of the bonds and the subsequent sale of same to the

public.
' '

And then following that, it says, in commenting upon the

disproportionate amount of funded debt issued by the Frisco

in the case of these acquisitions and new properties, it says:

"The excessive issue by the Frisco of interest-bearing secur-

ities instead of capital stock may be due in part to the require-

ment of the State of Missouri that capital stock of railroads may
not be sold at less than par, while no such restriction is placed
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upon tlie sale of bonds. It is also customary in issuing addi-

tional capital stock, to deal with the stockholders for a portion,
at least, of the new issue, ifhile the dis^wsition of bonds is usu-

ally a f ransaction n-ifli hanJiS or hankers to icliom profits ac-

crue."

The implication being' clear that it was through the bank-

ing interests which handle the financial transactions for the

Frisco that the excessive amount of bonds were issued, due to

the fact that the bankers wanted the bonds, and did not want the

stock.

Mr. Stone: It is also a fact, is it not, Mr. Lauck, that the

maintenance of the property at a proper degree of efficiency was
sacrificed to the payment of dividends?

Mr. Lauck: Oh, yes, sir.

Mr. Stone: It is also true, is it not—
Mr. Lauck: There is just the point there, Mr. Stone.

Mr. Stone: Pardon me.

Mr. Lauck: That is shown on page 136. It says:

"Equipment maintenance increased proportionately, but no

proper provision was made for equipment depreciation, as the

rate used was one-fourth of 1 per cent. This basis of deprecia-
tion charges assumes that the equipment will not become obso-

lete for 400 years."
The idea w^as to charge as low a rate of depreciation as pos-

sible, in order not to increase operating expenses, thereby show-

ing large net revenues, and enabling them to dispose of the

securities.

An interesting point in that connection is a letter from the

Vice-President and General Manager of the Frisco, quoted in

the report of the Interstate Commerce Commission, to Mr. S. T.

Park, Superintendent of Motive Power, Danville, Illinois.

Mr. Stone: At that time, Mr. Park was Superintendent of

the Motive Power of the Chicago & Eastern Illinois, was he?

Mr. Lauck: Yes, sir.

"Dear Sir: Since talking with you today I have had a

conversation with Mr. Yoakum, and he has intimated very

strongly that he expects us to earn our dividends."

That was on the C. & E, I., on which the Frisco had guar-
anteed 10 per cent on the common, and 6 per cent on the pre-

ferred.
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Mr. Stone: And issued two and a half shares of common for

each one of the old I

Mr. Lanck: Yes, sir, and of course it was necessary—
Mr. Stone: While it formerly earned 51/2 on one share of

common, it now was called upon to earn 25 cents on two and
a half shares of common?

Mr. Lauck: Yes, sir. While it was earning 5 per cent. In

other words, the Frisco had obligated itself to pay 10, and there-

fore it wanted to make the property produce as much revenue

as possible, so it would not be a net loss to the Frisco.

Mr. Stone : Did not the Frisco obligate itself to pay more
than 10? By giving two and a half shares for each, it obliged
itself to pay—

Mr. Lauck : No, 10 per cent.

Mr. Stone: On each share?

Mr. Lauck : Yes, sir.

Mr. Stone : And two and a half shares for the old single

share ?

Mr, Lauck: I don't think there was an actual exchange of

Frisco shares for this stock, but they issued a voting trust cer-

tificate, whereby the Frisco, for each share, issued a voting trust

certificate equivalent to two and a half shares, which was a guar-

anty of 10 per cent upon the stock which was earning about 5 per
cent.

Mr, Stone : Finish your letter.

Mr, Lauck: (Continuing), the vice-president and general

manager says :

''To do this it is necessary for us to make material reduc-

tions in our expenses in your department, and even then I am
doubtful if we can meet his wishes.

Yours very truly,

Vice-President and General Manager."
That indicates clearly that being hard pressed through the

obligations which had been incurred, the Frisco had to subor-

dinate its operating efficiency and the maintenance of its prop-

erty in the effort to keep its securities on the market and main-

tain its credit.

Mr. Burgess : Well, now, Mr. Lauck, do you or do you not

know if this letter was written after the policy had been installed,

that assumed that the equipment would not become obsolete for
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400 years ! The object of the question was to determine whether

there was still a further desire to reduce the amount of money
that would be used in the upkeep of the equipment?

Mr. Lauck: There is no statement in the Interstate Com-
merce Commission report, as to whether this was before or after-

wards. The statement is plainly made that the depreciation

charge was entirely inadequate, of one-quarter of one per cent,

or 400 years use of equipment, and that the maintenance of the

property, according to the Interstate Commerce Commission

report, was subordinate to the payment of dividends upon this

stock.

Mr. Stone: l\^iat is the usual depreciation charge, per-

centage, Mr. Lauck?
Mr. Lauck : Why, it has not been worked out yet. It varies

from road to road. Anywhere from 2 to 5 per cent, I should

think, or 21/2 per cent, it seems to me, would be about an average.
I don't think anyone has worked out a uniform rate, though.

Mr. Stone : Even at that, we w^ould think that these mod-
ern locomotives w-ere going to last twenty, thirty or forty years—

21/0 per cent.

Mr. Lauck : 2^2 per cent would be a forty-year life, but I

am not ciualified to speak on that. I only know that the rate

varies
;
different charges by different railroads. The Interstate

Commerce Commission just introduced that in 1907, and has

not required a rate as yet of the railroads, and the railroads, of

course, that are w^ell managed, charge off a high rate, and the

others have different reasons for charging varying rates.

Mr. Stone: Simply a matter of bookkeeping!
Mr. Lauck: It is a matter of policy of the railroad, ac-

cording to the goodness or badness of the management, it seems

to me, or according to how they are able to do it. It varies from
railroad to railroad.

Mr. Byram: Well, Mr. Lauck, the actual depreciation on

equipment has got to be taken care of some way, at some time,
has it not?

Mr. Lauck: Yes, sir.

Mr. Byram : So that it is not altogether a matter of book-

keeping?
Mr. Lauck: No, it is a matter of operating policy, I

should say.
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Mr. Byram : As to how tlie inevitable depreciation in the

vakie of equipment is going to be taken care of?

Mr. Lauck : As I understand it, the Interstate Commerce
Commission has not prescribed a rate, and it is left to the indi-

vidual railroad to work out its own experience and its own

policy.

Mr. Byram: Have they given any expression as to the

reason why they have not prescribed a rate ? Is it because they

have not been able to arrive at a satisfactory one? Is that the

inference 1

Mr. Lauck: That is my understanding, that they don't

know what it is themselves, and they want the railroads to work

out their experience and then they will establish a rate, after

they have acquired some experience.

Mr. Byram: At the present time, it is not a very fixed

condition for either the railroads or anybody else, to determine

just what it ought to be?

Mr. Lauck : No
;
it varies. I think we were discussing that

once before, in some connection. We found it was from two to

five per cent, according to the individual railroad. Of course

this rate here is entirely inadequate and absurd, you might say.

Mr. Stone : And the fact would remain, would it not, Mr.

Lauck, that if the charge of one-quarter of one per cent did not

take care of the upkeep of the equipment, it w^ould have to be

taken from some other fund, would it not?

Mr. Lauck: It would have to be ultimately provided for

in some way.

Mr. Stone : If that was the only charge they were carry-

ing and that did not take care of it, then it would have to come

from some other source?

Mr. Lauck : Yes, sir
;
either that or allowed to deteriorate.

I think on this same road, according to the requirement of the

Interstate Commerce Commission, when you scrap your equip-

ment, you charge the difference between your depreciation and

renewal, to operating expenses. It was either this road or the

Alton which would retire locomotives, but not scrap them or

take them into the operating expense, but let them stand on a

side track, because they did not want to increase their operating,

expense, but wanted to show as large net earnings as possible.
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The same principle, due to financial mismanagement and the

inability to get revenues to pay dividends or fixed charges.
Mr. Burgess: Mr. Lauck, we had a great deal of testi-

mony introduced, purporting to show all the mechanical devices

that are placed on locomotives, for the sole purpose of relieving
the engineer and fireman from labor, and I was just wondering
how Mr. Park, the superintendent of motive power on this rail-

road, would install these devices, in face of the instructions re-

ceived from the general manager. Can you give us any in-

formation on that matter!

Mr. Lauck : Of course, if he did that, he would practically

have to do it out of his own pocket, I should think. He wouldn 't

have any resources to do that.

Mr. Burgess : So that we could infer, at least, on this rail-

road, that there would be no devices entirely for the sole pur-

pose of relieving engineers and firemen. That assumption would

be fair, would it not ?

Mr. Lauck: Yes, sir.

Mr. Byram: How do you make that out, Mr. Lauck—a

fair assumption! You mean—they may have been put on before

or after!

Mr. Lauck: I thought he was just speaking of one year.

Mr. Burgess : I am speaking of the period.

Mr. Park: Would not that be charged to capital account!

That would not come out of the earnings, if you changed a valve

here, and put on a superheater!

Mr. Lauck : New equipment of that kind would be charged
to capital account, and of course the maintenance only to operat-

ing expenses. I think it is a plain point here that the operating
official was not to be censured at all. The financial management
forced him to dig up dividends, no matter what else happened,
and subordinate efficiency and speed, and everything, due to the

fact that the Frisco controlled this road and could make it do

what it wanted to, getting this money across to the Frisco to pay
the dividends on the Chicago & Eastern Illinois trust certificates.

Mr. Park : That proposition would be affected by one bor-

rowing some money to superheat the engine, and charging three

or four thousand dollars for engines. That would not come out

of the earnings. If they had a hundred engines, and wanted to
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spend five tliousand dollars on tliem, for additions and better-

ments, in the way of superheat, that would be a capital charge.
Mr. Lauck: That would be a capital commitment, against

which you would have to issue bonds, unless you had the cash

to do it with, and in a situation of this kind, probably the Super-
intendent of Motive Power would have great difficulty in getting
consent to do that, in view of the fact that the Vice-President and
General Manager was so hard pressed, through Mr. Yoakum, to

develop all the funds he could to pay the dividends on Chicago &
Eastern Illinois stock.

Mr. Sheean : I thought you said if he did have the capital,

on one of j^our previous exhibits here, he could not properly

charge it to operating expenses anyhow?
Mr. Lauck: I said if he had the cash.

Mr. Sheean : If he had the cash, out of earnings, and these

instructions were simply to keep down operating expenses?
Mr. Lauck: Yes, sir.

Mr. Sheean : So the question of new equipment would not

be affected in any way by these instructions, would it?

Mr. Lauck : Provided you had the cash to make the initial

investment, but if you did not, you would have to issue bonds

or notes, or something of that kind, to get the money. Then,

operating expenses would play a very important part, because

out of operating revenues you w^ould have to get the money to

pay the interest on your obligation—not pay out anything but to

get dividends.

Mr. Burgess : I was referring, Mr. Lauck, to engines that

had been in the service of the company, not to new equipment;
but as engines went to the shop, could the Superintendent of

Motive Power, with those instructions, introduce all of these

devices that are put on, for the sole purpose of relieving the

engineer and fireman of the labor? Would that be charged to

capital account?

Mr. Lauck: Anything that would add to the equipment
should go to capital account, and, of course, it is six of one and

half a dozen of the other. That is, if you get new equipment, you
increase your capital obligation, and you nmst have operating
revenue to pay the fixed charges on the capital obligation. So it

really seems to me that it is not a matter of great difference as

to whether it is a capital charge, or a charge to operating ex-
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penses, because the operating revenues must meet the interest on

the capital outlay. Here you have a situation where everything
was subordinated to making as large net revenues as possible

—
efficiency and speed and equipment, in order to pay the' dividends

which the Chicago & Eastern Illinois owed to the Frisco.

Mr. Park : But if tliej were able to borrow some money and

put on superheaters, and put in brick arches, that would save 25

or 30 per cent, they would be in a great deal better shape to pay
their dividends, would they not?

Mr. Lauck: If they could do that, yes, sir.

Mr. Park: Mr. Tollerton testified, very clearlv that that'

would be the result: would burn less coal; be easier for the engi-

neer to do his work.

Mr. Burgess: I was referring, Mr. Lauck, to what the rec-

ords show. Mr. Tollerton was asked the question, ''Name cer-

tain devices that were installed for the sole purpose of relieving

the engineer and fireman," and I was assuming that in case of

a communication from the General Manager, that the Superin-

tendent of Motive Power would hesitate before he would put
those devices on, if it cost money, when it was to be used for

any other purpose than the sole purpose of relieving the engi-

neer and fireman. That was the purpose of my question.

Mr. Lauck: Just for that purpose, I think he would have

to be governed by a policy of saving as much as he possibly

could. As the General Manager says here, he does not think,

even under the most rigid economy, he can produce the divi-

dens that Mr. Yoakum wants.

Mr. Nagel: Mr. Lauck, did you not say that the operating

management of the Frisco was generally good?
Mr. Lauck: Yes, sir; I think that I said that, and that the

financial difficulties were not due to the operating management.

Mr. Nagel: Do you attribute the failure of the Frisco sys-

tem, exclusively, to the financial manix)ulations of which you
have spoken?

Mr. Lauck: Yes, sir.

Mr. Nagel: Don't you believe that some of the acquisi-

tions of the Frisco system, were unwise, upon any basis ?

Mr. Lauck: Yes, sir.

Mr. Naa:el: For illustration?



6175

Mr. Laiick: Some of the South Texas Lines, or some of the

South West Lines, especially.

Mr. Nagel: Well, do you think the Chicago & Eastern Illi-

nois could have been made advantageous, upon any basis?

Mr. Lauck: I don't think so, no, sir, unless it was an im-

mense outlay of capital.

Mr. Nagel: That was an established road, was it not?

Mr. Lauck: Yes, sir.

Mr. Nagel: And disappointment should not be attributed

to the fact that they had made a mistake in anticipating devel-

opment ?

Mr. Lauck: No, sir.

Mr. Nagel: But when you come to the New Orleans, Texas

& Mexico, and the Brownsville System, is not the disappoint-

ment there to be attributed, in part, to the fact that the Frisco

System was not strong enough to wait for the development?
Mr. Lauck: I think so, yes, sir; that they overreached

themselves in extensions, and could not wait until the traffic

developed.
Mr. Nagel: But would you condemn all of the acquisitions

made by the Frisco System.
Mr. Lauck: No, I would not condemn them. I would rather

say that it was an unwise policy, in view of the fact that they
did not have the financial strength to hold them until they
could develop the traffic, or develop the system.

Mr. Nagel: Is not the intrinsic strength of the system of

which you speak, to be attributed, in part, to the fact that they

successfully acquired branch lines?

Mr. Lauck: Well, the impression I have gotten is that the

original Frisco, traversing a very productive country in the way
of traffic, has always been, when it did not enter into the policies

of expansion—has been profitable, but it seems that each time

that it has started upon an expansive policy, that it has met with

disaster. Whether that is due to the methods employed, or to

the lack of financial foresight, or whether it is due to the main

line revenues being diverted, by the branches, I don't know,
but that fact stands out.

Mr. Nagel: Do you think that a plan for reorganization

could safely eliminate the St. Louis Southeastern?

Mr. Lauck : Well, I hardly think so, no, sir.
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Mr. Nagel : Well, liow about the Arkansas & Choctaw?
Mr. Lauek: Well, I would not care to say. I would not

know enough to know whether it could or not. It is one of the

natural lines of the system, it seems to me.

Mr. Nagel : Goes through a good territory, does it not ?

Mr. Lauck: Yes, sir.

Mr. Nagel: What do you think of the Kansas City, Ft.

Scott & Memphis?
Mr. Lauck: I think that that line has great possibilities.

Direct line from the Southwest through to the Southeast.

Mr. Nagel : Well, then, when you speak of the Frisco Sys-
tem as a good one, you want to discriminate between the feeders

and the suckers—is that sol

Mr. Lauck: Yes, sir; it would be very hard to do, unless

you had an intimate knowledge of all the roads.

Mr. Nagel: But you are perfectly clear that some of the

purchases were not only profitable, but are essential to the sys-

tem now?
Mr. Lauck : Oh, yes, sir. Probably, if the acquisitions had

been made upon a conservative basis, without the misuse of

funds, and the financial resources of the company had been suf-

ficient to keep going, why, it would have been a very wise thing
to have done. I think the plan that Mr. Yoakum had was to go

through to South America, or to Central America, -with his

railroad.

Mr. Nagel : Are you prepared to say that, assuming your
criticism upon the financial management to be correct, and as-

suming some of these acquisitions to have been unwise, on any
basis—are you prepared to say that the public, in the meantime,
did not get the advantage of this combination The service on

the Chicago & Eastern Illinois was good, while it lasted, was
it not?

Mr, Lauck: Well, it presumably was better, before the

Frisco got it.

Mr. Nagel: Was it?

Mr. Lauck: I don't really know, sir. I was just inferring

from this letter to the superintendent of motive power. I think

the public profited, because new areas were brought into touch

with trade and business, and developed, especially in the South

and the Southwest.



6177

Mr. Nagel: Tliat is really the point to whicli I wanted to

come, the acquisition of the New Orleans, Texas & Mexico, and
Browaisville and similar systems. Whatever may have been the

cost to the stockholders of the Frisco, and to investors in col-

lateral stocks, the acquisition did develop that territory!
Mr. Lauck : Oh, yes, sir, undoubtedly, and brought before

untouched regions into business relations £lnd development with

outsiders.

Mr. Nagel: And future development will be promoted by
similar combinations ?

Mr. Lauck: Yes, sir.

Mr. jSTagel: To that extent, the public does get the benefit?

Mr. Lauck : Yes, sir. Probably the result of this will be,

after reorganization, the system may become profitable, and it

will be of value, not only to the investors, but of immense value

to the public. But, of course, the only point that I am interested

in, in connection with the case, is that the operating revenues

have been diverted for financial obligations, and that the devel-

opment of efficiency of operations, and of the country, has not—
engineers and firemen have not received an undue participation,
and possibly those new stock issues would, if it had not been for

the receivership—possibly they will be scaled away, but pos-

sibly would have constituted a lien upon these revenues in

future, and might have precluded future advancement on the

part of the employes.
Mr. Nagel : But it is never safe to judge entirely by a

paper case. There are always collateral facts and coloring,

which should be considered in judging a situation like this?

Mr. Lauck: Yes, sir.

Mr. Nagel: When you say that the wage earnings in no

way contributed to this disaster, of course, you are entirely safe?

Mr. Lauck : I meant relatively speaking there.

Mr. Nagel : It was inconsiderable ?

Mr. Lauck : Yes, sir.

Mr. Nagel : But neither did they share the loss ?

Mr. Lauck: Well, no; they haven't shared directly in the

loss, except through any loss of emplo^^nent.
Mr. Nagel : Is it not possible that the taking over of these

several roads and operating them in connection with a large sys-

tem, so as to bring them in touch with the larger centers, had
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some tendency to give employment to more men than would liave

otherwise been the case "?

Mr. Lauck : I think so, undoubtedly. It seems to me that

the tendency from the standpoint of the worker is to hope that

these roads do get into the big systems, because then we can have

more economy of operation, and more financial strength and

stability, and that the tendency toward concentration should be

encouraged in every way, under proper regulation. It would be

better for the public, too.

Mr. Stone: But the Frisco would have fared better and

would have stood a better chance' of being alive today, if they had

taken over these several acquisitions at their real value, instead

of an inflated value?

Mr. Lauck: Yes, sir.

Mr. Stone: There would have been hope for the Frisco

being on its feet today ?

Mr. Lauck : If it had been possible to take them over, with-

out these losses and without the expansion of the funded debt,

why, the Frisco would probably have been going on in a solvent

condition.

Mr. Park: Mr. Lauck, if some road that they desired to

acquire, occupies a particular territory, and has been built with

an idea of occupying that territory, can it always be purchased
at the actual cost! If it is necessary to bring it into this system,

would it not be necessary, frequently, to pay some premium on

the actual cost of the road ?

Mr. Lauck : I think it would, in many cases, yes, sir.

Mr. Park : Those are matters of negotiation, and in nearly

all cases where these large systems are erected, they probably are

compelled to pay a little more—considerably more than the

actual cost of building the road.

Mr. Stone : Would not be worth four times what it is sell-

ing for on the open market, would it, Mr. Lauck?

Mr. Lauck: No, sir; I think the market value would be a

reflection of the real value.

Mr. Stone: If he wanted to buy it, go on the open market

and buy the stock, it would not be necessary to make a private

agreement whereby he would pay four times the market price?

Mr. Lauck : Not at all.

Mr. Park: You might buv a hundred shares on the open
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market today ;
the next 100 shares would cost more, and the next

100, still more?
Mr. Lauck: It might be possible, if it became known that

you were trjdng to get hold of it, like in the case of the attempt
of Mr. Hill, Mr. Harriman and Mr. Morgan to get the Great

Northern, that there would be a holding of the stock to get in-

creased values.

Mr. Park: Some Northern Pacific stock sold as high as

$1,000 a share.

Mr. Lauck: Yes.

Mr. Stone: And you would, of course, have that inside

knowledge, if you were buying from yourself and selling to

yourself ?

Mr. Lauck : Undoubtedly.
Mr. Sheean: Mr. Lauck, I did not understand that in any

of this treating of market values here, that you meant to sug-

gest
—in fact, that you had no data as to whether or not, the

amount that the Frisco issued was more or less than the actual

cost of those properties
—the actual money that had gone into

them, but you were treating them simply as to what the stock

market showed on a certain date, and have assumed that they
could have bought all the stock of that company, at the market

quotations, in all of your deductions, have you not?

Mr. Lauck: Yes, sir; considering the stock for more than

one day—for a period of six months.

Mr. Sheean: But taking a period of six months, you have

assumed in all the deductions and conclusions you have reached,

pertaining to whether or not unnecessary stock for all the cap-
ital stock could have been bought at the amount which certain

shares of stock w^ere sold for, during this six months period.

Mr. Lauck: Yes, sir; in certain of these transactions, the

stock market record shows they actually were bought.
Mr. Sheean: Yes; but I did not understand that you had

attemi^ted to carry through in this, any suggestion that in fact

more or less money had gone into the property ?

Mr. Lauck: Not at all, no, sir.

Mr. Sheean : In fact, you started out here at the beginning
of the Frisco, as I got it, at page 93, showing that there was a

grant of 1,624,000 acres of public land and $4,500,000 worth of

bonds, and yet, if they had hard luck, and that was wiped out,
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you say tlie loss should be treated simply at what the market

was on the day of the reorganization?
Mr. Lauck: At the particular time.

Mr. Sheean: At the particular period you took?

Mr. Lauck: Yes, sir.

Mr. Stone: "What is the real value of anything? What it

will bring on the open market, is it not?

Mr. Lauck: I think that is the best indication, at any pe-

riod of time.

Mr. Stone: I may have something that I think is worth a

million dollars. If it will only sell for five hundred dollars, that

is what the public says it is worth.

Mr. Lauck: Exactly. The stock market, I take it, is an

indication of those who may buy or sell this particular kind

of property, as an appraisement which they have put on the

property at any specific period, which is the only appraisement

you can get, of course.

Mr. Nagel: But, Mr. Lauck, do not entirely different ele-

ments enter into valuation of stocks at times? Values that are

not regarded in the quotations at all? Suppose a new branch

has been developed, and several. heads of large concerns see the

possibilities of a combination with that branch, the development
of an entire territory may depend upon the road that gets con-

trol of that branch, may it not?

Mr. Lauck: Yes, sir.

Mr, Nagel : And is it not entirely possible that a manager
of one system, anticipating these possibilities, will make a com-

bination for immediate acquisition upon terms which upon the

face of quotations in the market would seem entirely unreason-

able, and w^hicli would still be regarded as a long-headed piece of

business?

Mr. Lauck : Oh, undoubtedly, yes, sir.

Mr. Nagel: If it ever gets into the xnil^lic, of course, the

plan probably cannot be carried out. The man in charge of the

transaction must make up his mind whether he has a price which

under all the circumstances is justified!

Mr. Lauck: Yes, sir.

Mr. Nagel: Of course, if he makes a transaction such as

you have instanced, in which the payment of large stock profits

for the manipulators seem to suggest the deal, that is one thing ;
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but if lie lias his road in mind it may even be unwise, for the time

being, and yet the final stockholders in the reorganized concern

may thank him for having had foresight enough to do it.

Mr. Lauck : Undoubtedly, yes, sir.

I was going to say, Mr. Nagel, if he did do that he should

do it for the sake of his company, though, and not his own per-

sonal profit.

Mr. Nagel : I make that distinction.

Mr. Lauck : I assume you do, yes, sir.

Mr. Burgess: Mr. Nagel made two concrete cases there,

Mr. Lauck. Now, have you any idea about how many of the last

cases he referred to are set forth in this exhibit?

Mr. Lauck: It would be impossible to tell. Time alone

could tell. That is, of course, in a great many of these cases it

was not done with the disinterested motives that Mr. Nagel

spoke of, but I think it is true probably that if the Frisco could

have lived in a solvent condition that it would have justified a

lot of the acquisitions.

Mr. Nagel: Some of them are justified now, aren't they?

Mr. Lauck: Yes.

Mr. Nagel: And others might have been?

Mr. Lauck: Yes.

Mr. Nagel: And others never could be?

Mr. Lauck: Yes, sir.

Mr. Stone: There is quite a difference, is there not, Mr.

Lauck, between acquiring a branch or a line to prevent invasion

of territory by a competing line, or to hold it for strategic value,

between that and buying it for yourself and selling it to yourself,

and increasing the capitalization, in the meantime, or value?

Mr. Lauck: Oh, yes.

Mr. Stone: There is quite a difference between the two?

Mr. Lauck: Yes. "We will assume in our discussion that

the manager doing this was doing it from disinterested motives

and for the good of his road.

Mr. Stone : Well, the history of the Frisco did not develop,

in the hearings before the Interstate Commerce Commission,

that he was disinterested, did it?

Mr. Lauck: In most instances it developed the circum-

stances that probably the general directing head of the scheme,

Mr. Yoakum, was looking forward to the development of a great
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territory, but the iiietliods employed were the things that were

condemned by the Interstate Commerce Commission.

Mr. Stone : It is true, is it not, that discounts paid by the

Frisco in twelve years amount to more than twelve per cent of

its total outstanding funded indebtedness?

Mr. Lauck: Yes, sir. It is shown by the report of the

Interstate Commerce Commission that the Frisco during this

period from the reorganization forward paid more than $32,000,-

000 in discounts. That is shown on page 128.

The discount on bonds and notes other than short-term

notes issued by the Frisco and lines which it controls, including
the Frisco issue of bonds on the New Orleans, Texas & Mexico

Railroad, and the premiums paid on retirement of underlying

issues, aggregated $32,152,602.07. Premiums amounting to

$1,486,852.25 were received, leaving the net amount of discounts

on bonds and notes $30,665,749.82.

Mr. Stone : Can you give a list of the commissions paid

bankers, and discounts given bv the Frisco?

Mr. Lauck: Yes, sir. That is given on pages 153, 154 and
155. Pages 154 and 155 show it in tabular form.

It is shown there that the total discounts paid (on page 154)
on the various issues of bonds and funded notes and so on, were

$32,152,602.07.

Of this, J. & W. Seligman & Co. Syndicate acquired $6,293,-

330.41
; Speyer & Co., $13,553,902.66.

By the way, this banking house of Speyer &; Company, the

Interstate Commerce Commission found, sold the bonds of the

Frisco after it knew that the company was in an insolvent condi-

tion or should have known it was in an insolvent condition.

Mr. Stone: ^Hiat was the difference between J. & W.
Seligman & Co. Syndicate and J. & W. Seligman & Co. ?

Mr. Ijauck: J. & W. Selig-man & Co. Syndicate, I think,
was the syndicate that handled the Kansas City, Ft. Scott &
Memphis transaction. The other is the banking house alone.

The other bankers given are Blair & Co., $2,295,124.70;
Salomon & Co. and Walker & Co., $3,130,650; William Salomon
& Co., $817,325; J. P. Morgan & Co., $1,151,312.50, and a German
banking house, $780,250.

Mr. Stone : It w^ould seem that Speyer & Co. got the lion's

share of the whole thing?
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Mr. Lauck: Yes, they acquired a good many bonds at a

very high rate of discount, ranging almost up to 35 per cent,

especially during the later years of the Frisco, when it was on

the verge of insolvency.

The detail as to these discounts is shown on page 153.

Before taking that up, the commissions paid to bankers, as

distinguished from the discounts suffered on bonds, is shown on

page 156. There you have the actual commissions charged by
the bankers in addition to the discounts which they profited by
from the sale of the bonds.

The bankers are Speyer & Co., Seligman & Co. Syndicate,
Salomon & Co. and Walker & Co., Salomon & Co., F. S. Mosely
& Co., Prince & Erb, J. P. Morgan & Co., Moffat & White, Blair

& Co., the Trust Company of America, Mercantile Trust Com-

pany and two German banking concerns
;
and the total conmiis -

sions paid were $3,106,118.05.

Mr. Stone: That was simply commissions for extending
time maturity on these short term notes!

Mr. Lauck: Or disposing of bonds. Just to give a com-

mission of 2i/> or 3 per cent, and then the banker would make, in

addition to that, the discount. He would make the difference

between Avhat he took the bonds from the Frisco for—say he

took them for 65, and sold them for 85, he would make $20 on

each $100 par bond, plus his discount of 2i/^, or $22.50 per $100

par value of bonds.

On page 153 is the conmient of the Interstate Commerce
Commission relative to the discounts, and it shows another in-

teresting point, as to what the Frisco did with these discounts,

what disposition it made of them in its accounts.

The total amount of discounts paid to bankers, or discounts

paid, rather, on inflating its securities, was $32,152,602.07. The

disposition of this made by the Frisco—the disposition between

the amount of cash realized by it and the par value of the securi-

ties (of course, the capitalization was increased by the par value

of the securities issued) they charged to the cost of property

investment, $8,557,739.76; and what should have been charged
to income was turned into an asset and charged to property in-

vestment. And they charged another $1,112,396.37 of discounts

to the cost of leasehold property. They charged to income

another $1,021,106.47, and to profit and loss $7,238,647.14, and
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they are still carrying $12,970,291.81 which they have not

charged off at all.

The significant fact about these discounts is that the totals

amount of discounts is 12.05 of the total amount of funded debt

of the Frisco. That is, of the total amount of the funded debt

outstanding, 12 per cent of it was represented by the discounts

suffered by the Frisco in issuing its securities or its bonds and

funded notes.

At the bottom of page 153 is an interesting comment on the

relation of financial houses to the railroads as regards fiscal

agencies. It seems at one time, when J. P. Morgan & Co. had

agreed to handle some bonds for the Frisco, the Frisco let

another banking firm, Salomon & Co., also handle some of the

bonds. The result was that Salomon & Co. were selling the

bonds at the same time that J. P. Morgan & Co. were. Of course

Morgan had paid a certain price, and Salomon had. The firm

of J . P. Morgan & Co. protested that this was not in accordance

with right practice for the Frisco to unload other bonds while

they were trying to sell some bonds for the Frisco, and the

Frisco, in order to guarantee them against any loss, actually

paid them in cash one per cent on the bonds which they had con-

tracted to sell for the Frisco, and to protect them from the

further marketing of these bonds by this other banking house.

It was the Seligman Syndicate, not Salomon & Co., showing the

measures railroads have to take in their relations with banking
houses of this kind.

Mr. Stone: So, summing it all up, the records do show
that the Frisco was one of the richest properties and one of the

best paying properties in the Southwest?

Mr. Lauck: Yes.

Mr. Stone: Prior to its acquisition by the Atchison,

Topeka & Santa Fe in 1893?

Mr. Lauck: 1890.

Mr. Stone: And after its reorganization in 1896 it started

lOut to be an empire builder, and acquired property of five or six

thousand miles of track.

Mr. Lauck: Yes.

Mr. Stone: And also acquired a load so heavy that no rail-

road in the world could live under it, and the result is it is in

the hands of the receivers again today?
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Mr. Lauck: Yes, sir.

Mr. Stone : There is a general belief that had the financial

part of the Frisco been handled properly it would be one of

the best paying properties in the Southwest today, is there not?

Mr. Lauck: Yes, sir, I think undoubtedly it has a great

earning capacity. It has demonstrated that in its past history

and its present history, and carrying the load which it has in-

curred, up to the present time. Of course, the trouble was too

rapid expansion, too great an amount of funded debt issue as

compared with capital stock.

Mr. Stone : Well, the rapid expansion was not so much in

the miles of track as it was in the liabilities?

Mr. Lauck: The liabilities were out of all proportion to

the miles of track and to the immediate possibilities of that

track.

Mr. Stone: Anything further you wish to say on the

Frisco ?

Mr. Lauck: Yes, sir, page 130.

On page 130, appears a table, in the middle of the page,

which seems to me significant from the standpoint of our

argument. The Interstate Commerce Commission there shows

what the annual loss is on the funded debt payments unneces-

sarily made by the Frisco at the rate of 4 and 5 per cent, for

which it did not receive valid consideration^, such as the profits

on sale of new lines to the Frisco of $8,000,000; discounts, pre-

miums and commissions, net, $30,000,000; investments in Kirby
Lumber Company stock, $1,226,000; and the traffic balances due

from its Southwest lines; and the interest on $28,500,000 bonds.

New Orleans, Texas & Mexico Railroad; interest on $14,000,000

bonds New Orleans Terminal Company, Frisco proportion, net;

and average annual loss on investment in Chicago & Eastern

Illinois Eailroad; the rentals paid Crawford Mining Company.

Making the interest charge on this loss annually, the Interstate

Commerce Commission computes—not the actual funded debt

they have to pay, but the actual interest they have to pay on

the money, or are paying, amounts to $3,321,840 at 4 jDer cent,

and $3,745,550 at 5 per cent.

It seems to me that that is about as good an indication from

the standpoint of our argument of productive efficiency as could

be gotten as to the amount of annual losses which have been
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incurred by the Frisco tlirougii nnwise investments such as we
have been speaking of, or through the acquisition of property
at excessive prices.

That is, according to this statement of the Interstate Com-
merce Commission the revenues of the Frisco, if these trans-

actions had been conducted on a conservative basis or proper
basis, would be between three and a third and four million dol-

lars greater each year, or that amount would be available for

wage payments, or improvement to the property, or for any
other purpose which might be deemed legitimate.. Or, looking
at it from the other side, it would be the reverse of the argu-

ment, that revenues arising from operating efficiency are being
used improperly in this way.

Mr, Stone: On a conservative basis, figuring on an operat-

ing ratio of 70 per cent, it would require a gross revenue of

about $12,000 a year to pay this interest ?

Mr. Lauck : Yes. That is, it would require the production
of about ten to twelve million dollars annually, in order to

yield the net sufficient to meet these indefensible interest

charges.

Mr. Stone : And that would mean it would require about 25

per cent of the gross revenue of the Frisco to provide this

fund?

Mr. Lauck: I do not recall the gross revenue.

Mr. Stone: The gross revenue was $43,000,000 for 19131

Mr. Lauck: Yes, sir. The Interstate Commerce Commis-
sion in commenting on it, says, in the second paragraph:

"These figures of themselves are not strikingly significant,

but when it is seen that they represent 31.09 per cent and 35.06

per cent respectively, of the total funded debt interest charge
of the Frisco each year and that the Frisco receives no apparent
benefit therefrom their significance is apparent."

Mr. Sheean: How much of that are they actually paying
and meeting?

Mr. Lauck: Now?
Mr. Sheean: Yes.

Mr. Lauck: I don't know how much now; none, I guess.

I don't know whether they are paying their funded debt or not.

I guess they are not.

Mr. Stone: Anything further on the Frisco?
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Mr. Lauck: There is a lot more wliicli might be said.

Mr. Stone: All right; proceed. There is one question I

want to ask you. Just how did that Kirby Lumber Company
get mixed up with the Frisco Kailroad? In what way?

Mr. Lauck: That is given in the report of the Interstate

Commerce Commission as found at page 129. That is a lumber

company in which it is inferred that certain officials of the Frisco

were interested. They issued a promissory note which they gave
to the Frisco. And the I'risco finally purchased that note,

amounting altogether to 8,150 shares.

They subsequently purchased 8,500 shares making the total

1,248,000 shares. The total stock of the lumber company totaled

$10,000,000.

Mr. Stone: You mean the shares amounted to $1,248,000,

instead of it being 1,248,000 shares?

Mr. Lauck: Yes, the total capitalization being onh^ $10,-

000,000. The Frisco lost about $50,000 per annum as a result of

this investment, or a total of about $500,000, and the only com-

pensating feature was that they secured some traffic from the

lumber company. As reported by the Interstate Commerce Com-

mission, I think the point they wish to draw out is that the

officials, Mr. Yoakum, Mr. Campbell, and some of the others, ad-

vanced money to this lumber company and then sold the notes

to the Frisco, and that the Frisco had never acquired anything
as a result, but had lost $50,000 per year on the investment.

Mr. Stone: Was it not something out of the ordinary for

them to invest in a terminal company in New Orleans, when

they had no line into New Orleans at all?

Mr. Lauck: Yes, that was an unusual thing, and of course

was a net loss to the Frisco, part of which is charged to one

of its subsidiaries. I suppose the idea which was had there was,
that some time they would go into New Orleans, and wanted to

preempt a terminal for that purpose. They had no road into

New Orleans at all.

Mr. Park: Didn't they have a contract with the Missouri

Pacific, or Texas Pacific, that if the road was built on the west

side of the river, they could get in that way?
Mr. Lauck: I don't recall. I do not know, sir. That mav

appear here. No doubt that was the case. Up to this time,

however, they had not made any entrance into New Orleans.
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Mr. Nagel : They wanted to have something to steer to.

Mr. Lauck: A sort of compass point.

Mr. Stone: That was probably one of their dreams of em-

pire building that didn't come true.

Mr. Lauck: Yes, sir, that was an advance movement that

had not been connected up with the main system.
Mr. Park : They did finally get into New Orleans, did they

not, and use the terminal?

Mr. Lauck: I don't think so; no, sir. That is not my
understanding.

Mr. Stone : I think they do go in over the New Orleans &.

Northeastern, do they not!

Mr. Park : The Brownsville Line goes in over the Y. & M.

V. now. They went in over the L. R. & N.

Mr. Lauck: The Interstate Commerce Commission report

says that the Frisco has no line into New Orleans and therefore

does not use the terminal.

Mr. Park: They have a 99-year contract for the use of

the line.

Mr. Lauck: I think the distinction there is between run-

ning its trains in and owning the property.
Mr. Park: If they had a contract that let them in there,

they would need to have terminals.

Mr. Lauck: Ultimately I think they intend to go in and

use this terminal. That would be my impression—that it was

a purchase which they thought a good thing, and something they

might need in the future in the line of contemplated development.
Mr. Stone : If they leased trackage rights in to a terminal

the road that leased them the trackage rights would probably
lease them a terminal, would it not, under every day working
conditions ?

Mr. Lauck : That is usually the practice. I am not at all

familiar with those things. I am not qualified to speak about

the use of terminals.

Mr. Stone: Anything else you want to say on that?

Mr. Lauck: At pages 158 and 159, the Interstate Com-
merce Commission makes a rather elaborate comment on the

maintenance of the property. It says :

''It is doubtful if the amounts charged by the Frisco to

operating expenses, during the last three years, have been suffi-
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cieiit to so maintain the property as to prevent deterioration."

Then it says that the maintenance of equipment has been

slighted and the average expenditures for this purpose have not

been sufficient.

Mr. Stone: Yet, the Frisco is one of the strongest advo-

cates of "'Safety first," and has it all over every railroad cross-

ing and everything they own, and maintain two or three special

representatives who go up and down the line, and who do not

talk anything else, does it not ! Yet, if we are to take the report
of the Interstate Commerce Commission, they are not keeping
the property up ?

Mr. Lauck: That is it. At page 160 occurs the episode I

mentioned relative to locomotives. It is next to the last para-

graph on the page. The Interstate Commerce Commission says :

"Eeports from the master mechanic, dated July, 1913,

show nine locomotives set aside to be scrapped, some of which

have been retired from service since July, 1908. The scrapping
of these locomotives has been deferred apparently to avoid mak-

ing that charge to operating expenses.

"They have not been scrapped, because of the effect that

action would have upon operating expenses. The total amount
involved in these locomotives is $174,465.78, which sum, less

salvage, would be charged to operating expenses if the Commis-

sion's classification were adhered to at the time of scrapping."

Mr. Stone: They also went into the contract with the

Creosoting Company, too, didn't they?

Mr. Lauck: Yes, sir. That was through the Rock Island

influence, however, that they went into that.

Mr. Stone: We will deal with that in connection with the

Eock Island.

Mr. Lauck : After Mr. Reid had acquired the Rock Island,

he bought the Frisco, and as a result of the purchase lost about

$35,000,000. He started a creosoting plant then, and entered

into a contract with the Frisco and the Rock Island and the Chi-

cago & Eastern Illinois, to creosote ties at much higlier prices

than, I think, the Interstate Commerce Commission found pre-
vailed on other railroads. That is simply a side episode.

Mr. Stone: The rate at that time was about 28i/^ cents,

and they charged 40 cents, as I recall it.
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Mr. Lauck : Yes, sir. He could make these contracts pre-

sumably because he controlled all three railroads.

Mr. Stone: Owing to the fact that he controlled these

railroads, he required them to have their ties creosoted in this

plant?
Mr. Lauck: Yes, sir.

Mr. Nagel : All of which illustrates that a good many dif-

ficulties would be avoided if men would learn a simple lesson,

not to agree with themselves?

Mr. Lauck : Exactly ;
that is the underlying trouble there,

of course.

Mr. Stone : Is this table at the end of page 161 an Inter-

state Commerce Commission table?

Mr. Lauck : Yes, sir, that is an Interstate Commerce Com-
mission table. That, in connection with the creosoting, shows

the cost and the amount of business done by the American Creo-

soting Company, which was Mr. Eeid's company. Then, I think,

a comparison is made with the Atchison and some of the other

roads, which did this creosoting more economically, or did it

normally, the purpose being to show that the cost of creosoting

to the Chicago & Eastern Illinois and the Frisco, and the Rock

Island, was excessive; the implication being that it was due to

the fact that the interests controlling these roads had made con-

tracts with themselves, and were making unusual profits out of

contracting with themselves.

Mr. Stone : The fact does remain that the average cost to

these three companies, while he was in control, was 31.35 cents

per tie, while all his competitors were having their ties creosoted

under the same treatment for from 14 cents to 17% cents per tie.

Mr. Lauck: Yes, sir.

Mr. Sheean: Where is that ll cents to liy^ cents?

Mr. Stone : At the bottom of page 161.

Mr. Sheean: It says, ''If the Santa Fe used the same
•

quantity of preservative per tie as is provided for in the Frisco

contract its price would vary approximately from 211/0 cents to

25 cents per tie." So it is 25 against 28' o, is it not, or some-

where in there?

Mr. Stone: It says: "If it used the same quantity." It

used a gallon and a half per tie, while, I think, the Rock Island
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required them to use two and a half gallons at a cost of 6 cents

a gallon more. It is something like that, as I recall it.

Mr. Lauck : It was, on the Atchison, 14 cents to 17i/^ cents

per tie, and on the "Katy," 18.75 cents per tie, for treating, as

compared with about 31 cents on the Frisco.

Mr. Sheean: But the Commission says : ''If this company
used tw^o and a half gallons per tie, as is provided for in the

Frisco contract, the cost per tie would be approximately 25

cents." Is not that what they say f

Mr. Park : It says that the Santa Fe system and method

is entirely different. It is a different system of creosoting or

treating ties.

Mr. Sheean: The Commission makes a comparison any-

how.

Mr. Lauck: Yes. I don't get the exact point. Anyhow,
after the receivers were appointed, the operations of this plant

were suspended, which indicated it was charging too much for its

services.

Mr. Park : They might have felt they could go along with-

out treating their ties for a while.

Mr. Lauck: Yes, they might have desired to save some-

thing.

Mr. Park: Even though it was 25 to 28 cents per tie for

creosoting, in the long run, they may have decided they were

extending the life of the tie and were justified in doing that. The

treating of ties ranges from 12 cents to 30 cents, according to the

different processes and different methods which are used. Some

use chlorides and some use crude oil, and others use clear creo-

sote.

Mr. Stone : Mr. Chairman, if I might ask for information :

I would like to ask Mr. Park what is the difference between the

so-called "rupeing" process of the Santa Fe and the creosoting

process of the other roads!

Mr. Park : It is rather technical. It would require a long

detailed explanation.

Mr. Stone : I did not mean that. One uses crude oil and

the other uses a chemical?

Mr. Park : They use less of it, and they have different sys-

tems of injecting it into the wood. Some engineers think they
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can get along with much less oil than others, or subjecting it to

a different process of treatment.

Mr. Stone : Is it not also a fact that some of the roadway

exjDerts object to too much oil for fear of fire?

Mr. Park : The creosote is very inflammable.

Mr. Stone: Is there anything else, Mr, Lauck?

Mr. Lauck: If you are interested in the syndicate opera-

tions, they appear on pages 163 to 167. That is brought out by
the Interstate Commerce Commission showing the different sub-

scribers, the amount each subscribed, and what his profits were.

Beyond that, I do not think of anything else.

Mr. Stone : There is nothing you want to say about the St.

Louis, Brownsville & Mexico? That was one of the last acquisi-

tions, was it not?

Mr. Lauck : I have not worked anything up on that beyond
what the Interstate Commerce Commission shows as regards
that.

Mr. Stone: You simply give their statement?

Mr. Lauck: Yes, sir.

Mr. Stone: It is in the liands of the receiver, along with

the rest of the Frisco properties?
Mr. Lauck: Yes, sir.

Mr. Stone : It is not the same receiver, though. They are

the receivers appointed under the laws of the State of Texas?

Mr. Lauck : Yes. I think they require different corporate
relations in Texas, even for the solvent roads.

On page 122 are given the reasons which the Interstate Com-
merce Commission presented for the insolvency of the Frisco.

They are: disproportionate capitalization; the acquisition of

new lines
;
the financing by the Frisco of the New Orleans, Texas

and Mexico Railroad and other South Texas Lines
;
the desire

for an entrance into Chicago, Illinois, resulting in the assump-
tion of heavy fixed charges in the acquisition of the stock of the

Chicago & Eastern Illinois Railroad, and the one I read at an

earlier time, the sale of its securities at low prices.

Mr. Stone : Then take up the next one, the Rock Island.

The Chairman : We will take a recess until 2 :30.

(Whereupon, at 12 :30 o'clock P. M., a recess was taken until

2:30 o'clock P.M.)
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After Recess.

W. JETT LAUCK was recalled for further examination and

having been previously sworn, testified as follows:

The Chairman: Proceed, Mr. Stone.

Mr. Stone: We hadn't quite finished up with the Frisco

when we adjourned at noon.

Mr. Lauck: No, sir. On page 121, I would like to make a

reference. On that page, in the second paragraph from the bot-

ton, the Interstate Commerce Commission, after passing these

strictures upon the failure to maintain the property in its proper

form, said:

"The difficulties of the Firsco were of a financial and not

of an operating character."

Thereby attributing the financial difficulties into which it

had gotten itself to the financial management and not to the

operating management. Then, in further explanation of that,

it says that the absorption of the increased net operating in-

come is accounted for by charges of $3,140,000, covering the cost

of the lease of the Kansas City, Fort Scott & Memphis Eailway,
the Kansas City, Memphis & Birmingham Railroad, and the

Kansas City, Memphis Railway & Bridge Company; and by the

increase in interest on funded debt from $1,994,488 in 1897, to

$10,684,000 as of June 30, 1913, an increase of $8,690,000; or, in

other words, that the difficulties arose from the absorption of

operating revenue, through the expension of the system, amount-

ing to about $8,000,000 annually.
Mr. Stone: I wish you would bring out the net increase in

operating income, from 1897 to 1913, in that third paragraph
from the bottom,

Mr. Lauck: After stating that the difficulties were of a

financial, not of an operating character, the Commission con-

tinued:

Despite the increase in the net operating income from $2,-

332,158 for the year ended June 30, 1897, to $11,667,000 (in

round numbers), for 11 months of the fiscal year 1913, the sur-

plus of income available for dividends in 1897 was $331,000,

while on May 27, 1913, there was a deficit of $1,069,000. Had it

not been for book charges covering the loss on the operation of

South Texas lines for eleven months of the fiscal year 1913,
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amounting to $1,219,293.21, and amortized discount of $913,-

222.38, there would have been a surplus of $1,092,599.99, or an

increase in surplus for the 1913 period over the 1897 of $761,-

534.05. The operating income for the eleven months of 1913 was

$9,345,278 greater than that for the full year of 1897. Show-

ing remarkable gains in operating income, which were absorbed

by interest charges and by advances to lines which the Frisco

had acquired, but which had not yet become self-supporting.

Mr. Stone: But it did show a remarkable gain in income?

Mr. Lauck: Yes, sir; the income for the eleven months of

1913, was $9,000,000 greater than for the whole year of 1897,

following the reorganization and the starting of the new

property.
The point that we would wish to make about this, would be

that the gains in the operating revenue or operating efficiency

have been absorbed by the financial management of the road,

and there has been a proportionately greater share gone to

that factor, in the operation of the road, than to the employes.

Mr. Sheean: Just where do you get the conclusion about

what proportion went to the employes ?

Mr. Lauck: The proportion that went to the employes w^as

any increase which they might have gotten in w^ages, which I

have not worked out.

Mr. Sheean : I was wondering where there was any data on

which you base any assumption whatever as to what went to

the employes.
]\rr. Lauck: The emi)loyes, during this period, got their

usual increases in wages, but of course, they did not approxi-

mate anything near the $8,000,000 absorption of operating rev-

enue. I do not recall the outlay for engineers and firemen on

the Frisco at the present time, but I don't think on its whole

system it was one-half of that amount.

Mr. Sheean: By "employes" you mean engineers and fire-

men ?

Mr. Lauck: And other employes, yes, sir. I would include

all employes in this. But specifically, for the sake of argu-

ment, in this case, of course, we are only considering the engi-

neers and firemen. I would put forward the argument that in

the productive gains from the development of the road, the em-

ployes have not participated proportionately as compared with
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capital. Tliat is the fimdamental underlying- principle I am

working on in presenting this matter, or attempting to develop

in presenting this matter, and is my main object in presenting it,

to show that the productive gains have been sometimes dissi-

pated, sometimes diverted, and sometimes capitalized
—usually

capitalized.

Mr. Stone: You are sure of one thing, however, are you

not, and that is, that the wages of the employes did not take

all the difference between the income of 1897 and the income of

1913.

Mr. Lauck: Relatively.

Mr. Stone: That is a safe assumption, is it not?

Mr. Lauck: Relatively small consequence, I should think.

I have not the actual data. Comparatively, relatively small.

Page 123, last paragraph, at the bottom of the page. In that

paragraph, from the report of the Interstate Commerce Com-

mission, it states that ''It appears of record through statements

secured from the St. Louis Union Trust Company, syndicate

manager for syndicates that financed the construction of a num-

ber of properties which were subsequently sold- to the Frisco,

and which statements were in part supported by the testimony
of witnesses, that a number of lines acquired by the Frisco were

purchased by that company by prices which afforded large profits

to the syndicate subscribers and trust" companies. Among the

subscribers to these syndicates were various officials of the

Frisco."

Then it specifically names the president of the Frisco, Mr.

B. F. Yoakum, and on succeeding pag'es details the officials who

participated.

Mr. Stone : At that time, Mr. Lauck, Mr. Yoakum was

chairman of the Board of Directors, not president, wasn't he?

Mr. Lauck: Chairman of the Board of Directors, I be-

lieve, or the Executive Committee; some higher ])osition than

president.

Mr. Stone: That is really the power behind the throne,

isn't it, the Executive Committee of the Board of Directors?

Mr. Lauck: Yes, sir. That is the highest position, usu-

ally, in the management of the railroad.

On page 127, there is a summary statement given b\- the
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Commission as to the profits made by these syndicates in these

various operations.
For the Oldahoma City & Western there was a profit of

$369,000 made by the memliers of the syndicate as a whole ; and
on the St. Lonis, San Francisco & New Orleans, $837,000 : the St.

Lonis & Gulf $1,385,000; St. Louis & Oklahoma City, $556,000;
St. Louis, Oklalioma & Southern, $719,000; Arkansas Valley &
Western, $589,000; New Iberia & Northern, $500,000; St. Louis,

Brownsville & Mexico, $3,000,000; and the Colorado Southern,
New Orleans & Pacific, $375,000.

Mr. Sheean: Were those profits, Mr. Lauck, represented

by stock of the Frisco that they received!

Mr. Lauck : Well, sometimes it was stock. Sometimes

they put up a certain amount of money, and after the sale of

j)roperty to the Frisco through the syndicate managers, were

given money in return. For instance, in building a number of

these new lilies, when they would be projected different towns

in the territory would donate money and would donate land.

Mr. Sheean: These profits that you have here are what

they received in stock?

Mr. Lauck : I think not. I think they may be stock or

cash. It was the difference between what they put in and what

they got out.

Mr. Sheean: Those amounts you carry out are the par
value of tlie papers they received!

Mr. Lauck : I think not. I think part of this was cash.

Mr. Sheean: How much cash!

Mr. Lauck: You can tell that by taking the individual

items.

Mr. Stone: Look on page 126 and you will find where a

number of them were cash.

Mr. Lauck: Quite usually they sold the property and dis-

posed of the stocks and bonds and it was a cash settlement.

These syndicates not only made large cash profits but they also

made profits out of what the people gave to the railroad, to

build it through their territory. In numerous cases private in-

dividuals gave land and the cattle raisers gave tracts of land,

and they were turned over to the syndicate and they sold them
and divided up the profits.
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Mr. Burgess : Is there any indication here in your exhibit

where the syndicate lost any money!
Mr. Lauck : None that I have noticed, no, sir.

Mr. Sheean: Mr. Lauck, if the syndicate did receive any
of these in stocks of the Frisco in consideration of the cash that

is shown here and you take the present market value of the

Frisco stocks quoted at li/>, 2, 3 or 4, there would be a loss in a

great many of those cases, would there not?

Mr. Lauck: Yes.

Mr. Sheean : And all of the people who now hold the stock

of the Frisco if reduced to the present market value would

actually sustain a loss 1

Mr. Lauck: If they had paid for it, yes, but I think that

these syndicates usually
—to use a popular phrase—got from

under the stock in this case. That is often the case in a great

many flotations.

Mr. Sheean : Just where is that information shown here

as to who "got from under" and when!
Mr. Lauck: These syndicate operations are the final set-

tlement operations as I understand them, usually by the St.

Louis Union Trust Company. By taking each one separately

you will find just what the conditions of settlement were and
what each individual got. For instance, take the New Iberia

& Northern Railroad; on page 126, there is a statement as to

Mr. Yoakum of a cash payment of $12,694 specifically mentioned

and a six months promissory note for $200,000. I think these

were not the usual syndicates that banking houses such, for

instance, as Morgan & Company, would conduct.

Mr. Sheean: Take the lower paragraph on the page from
which you just read, Mr. Lauck, "a liquidation of the syndi-
cate has not yet been effected, and the profits referred to are

based upon the realization of the par value of the Frisco notes."

Mr. Lauck: Yes, in that case.

Mr. Sheean: How much are those Frisco notes worth?
Mr. Lauck: They are worth a great deal more than the

stock. They would take precedence over the bonds, would they
not? They are direct obligations

—a promissory note,
—are

they not?

Mr. Sheean: A promissory note of the Frisco would be

ahead of the bonds of the Frisco?
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Mr. Lauck: Probably they would not be ahead of the

bonds. I don 't know. But they would be ahead of the stock.

Mr. Sheean : Have you any idea as to what, in fact, those

notes of the Frisco are worth!

Mr. Lauck : None whatever
;
not now.

Mr. Slieean: Or as to whether or not the paper profit

based upon the assumption that the Frisco notes have their par
value would be an actual profit or an actual loss to the people

who got those notes.

Mr. Lauck : I think it would be a profit. Tf it was stock it

might not be, but in the reorganization probably, especially if

it be a friendly reorganization, those notes would be taken

care of.

Mr. Stone : Meanwhile, there has not any of those syndi-

cates gone bankrupt or any of the nienil)ers of the syndicate

given at the toj) of the page ?

Mr. Lauck : No. I think that most of those received cash

consideration of some kind
;
that is my impression from reading

it. A great many poor obligations were worked off on the Frisco

as a result of this, of course.

Mr. Stone : Is it not a fair assumption that this syndicate,

the members of which are on the inside and have the closest

knowledge possible of what is going on inside of the Frisco,

would get out from under!

Mr. Lauck : Undoubtedly ; yes, sir
; they were insiders.

Mr. Stone : They were the ones who were doing the work!

Mr. Lauck : That is why the syndicates were made possi-

ble, of course, in this form.

Mr. Nagel: Does that necessarily follow! Would it be

difficult to find instances in which capitalists received cash in a

transaction of this kind and had confidence enough in the whole

transaction to buy stocks and to lose every cent of their profits !

Mr. Lauck : I think that that method is usually the method.

I know in a flotation of securities by banking houses they usually

take their profits in stock. Of course, their action is based upon
the fact that they have confidence in that stock or they believe the

value will be maintained or some value will accrue to it.

Mr. Nagel : Even where they get cash they sometimes have

confidence in the transaction and buy stock!

Mr. Lauck : Yes.
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Mr. Nagel : Take the Rock Island deal of which you spoke.

The general impression is that a large part of these profits were

then invested in Rock Island securities at one time or another,

and at the present time, I take it, that most of those investments

are practically worthless.

Mr. Lauck: Yes, I think tlie crowd that bought the Rock
Island actually ])ut their money into it and then when they

formed the holding comj^anies they were not able to dispose of a

large portion of the stock.

Mr. Nagel : Take the transaction relative to the St. Louis &

Colorado, was it not!

Mr. Lauck : Yes, sir.

Mr. Xagel : To which you referred?

Mr. Lauck: Yes.

Mr. Nagel : The general impression is that a good part of

the profit was invested in Rock Island stocks afterward?

Mr. Lauck : They were paid partly in Rock Island stock.

Mr. Nagel : And partly in cash !

Mr. Lauck : Yes.

Mr. Nagel : Or notes ?

Mr. Lauck : Two and a half million in notes.

Mr. Nagel : T merely say it is not safe to assume that the

men who are on the inside and who are supposed to know the

facts about the whole transaction always get from under. They
sometimes are from under and get back.

Mr. Lauck: Yes, sir; that is undoubtedly true, but there

was a great deal—in these specific syndicates, there was usually

a distribution of a proportion of the profits, at any rate. These

syndicates do not include the syndicate operations on the Kansas

City, Ft. Scott & Memphis, which was one of the most flagrant

that was undertaken in the expansion of the Frisco, but the total

amount paid in by the syndicate members was, in the cases cited

by the Interstate Commerce Commission in this connection, $26,-

548,000, on which a ])rofit pf $8,444,000, or about 33 1-3 per cent

was realized.

Mr. Stone : Take, for example, your last paragraph on page

126, where there were $3,000,000 profits accrued to the syndicate

subscribers. Do you understand that they did not take tlieir

profits, but let tliem go back into the ])roperty again?
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Mr. Lauck: Tliat was taken up, x^artly in casli and possibly

partly in stock.

Mr. Stone: Well, the $375,000 the Gnlf Constrnction got

for financing part of the constrnction of the Colorado Southern.

Mr. Lanck: Yes, sir; I think most of these syndicates were

realized upon, before the difficulties of the Frisco occurred. In

most of the cases given, the syndicates were dissolved long ago,

when the syndicates were wound up, except in some recent ex-

tensions of the Frisco.

Mr. Stone: But they have managed, in some way, to get

a load on the property so that it takes all the earnings of the

road, and then does not make botli ends meet. There is a deficit.

Mr. Lauck: Yes, sir; absorb the increase of $8,000,000 in

operating revenue—capitalized it beyond its limits.

On page 121 is given the foundation for the statement that

was made, that Speyer & Company sold Frisco bonds to the pub-

lic, when thev should have known that the road was insolvent.

The second paragraph from the top. That was as late as April,

1913.

On page 118 is given some testimony from Mr. Yoakum,
relative to these syndicates and syndicate operations, in which

he details how much each individual put in, or corroborates, and

how mucli each received.

Mr. Stone: Before you go to that, Mr. Lauck, on that page

121, it shows there where Mr. Yoakum, at least, took one deal in

cash. There was not any stock about it—in the fourth paragrapli

from the bottom, oh that New Iberia & Northern.

Mr. Lauck: Page 1211

Mr. Stone: Yes, sir.

Mr. Sheean: 126.

Mr. Lauck: 121; that is right. It says of Mr. Yoakum:
"The Frisco had acquired in May, 1912, the syndicate interest

of B. F. Yoakum in these properties by purchasing his subscrip-

tion to the syndicate plus 7 per cent interest thereon, amounting
to $212,698.24. Mr. Yoakum was iDaid $12,698.24 in cash and

was given a note for $200,000, dated May 6, 1912."

In that case, he realized fully in cash, with 7 per cent inter-

est on the New Iberia & Northern Eailroad.

An added demonstration, it seems to me, of the increase in

the productive efficiency of this road, or output, is found at the
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top of page 122, in the quotation from the Interstate Commerce

Commission's report, in which it is stated:

"Freight earnings per mile of road increased from $3,-

857.77 for the year ended June 30, 1897, to $5,465.31, for the

year ended June 30, 1912." Notwithstanding the fact that the

revenues per ton mile decreased from $0.0111 to $0.00992. "An
increase in traffic and operating revenues," tlie Interstate Com-

merce Commission states, "had been secured, but the benefits

thereof had been absorbed by increased interest charges."

Mr. Stone : Now, taking up on page 118, it is a very easy

matter to see whether anybody got any cash or not.

Mr. Lauck: Yes. That was in the preliminary investiga-.

tion, or was in the investigation of the St. Louis, Brownsville &

Mexico, in which Examiner Brown of the Interstate Commerce

Commission examined Mr. Yoakum. At that time a list of the

syndicate subscribers was furnished by the St. Louis Union

Trust Company, all of which Mr. Yoakum corroborated
;
show-

ing that the Directors of the Frisco, the Treasurer of the Frisco,

the President of the Frisco, and the General Claim Agent of the

Frisco, and others, participated and received a distribution of

the assets of these syndicate operations.

Mr. Stone : I think it might be well to read Mr. Yoakum 's

testimony, commencing on page 117, to show how he arrived at

some of these things ;
how they just came along and jumped over

a few hundred miles, and took some new country and built a road.

Mr. Lauck : I will commence at the St. Louis, Brownsville

& Mexico. At the top of page 117, where they asked Mr. Yoa-

kum how the company was organized, the St. Louis, Browns-

ville & IMexico, and his reply; just to show you the method they

pursued in building these roads.

"Examiner Brown: Now, tell us, Mr. Yoakum, how this*

company was organized, tlie St. Louis, Brownsville & Mexico

Railway.
"Mr. Yoakum: That company was organized along the

line which they, as well as others—and as I know that you want

the best information that you can get, why there are others here

that can give you so much better than I can that I would not

like to undertake to trust my memory for that many years on

the organization of any of these companies. As I say I come

along with a company and I jump over a few hundred miles
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and take some new country and see if I can go into it and de-

velop it. The first organization of that company, however, was
a near way, some point near Corpus Christi to Brownsville, I

think about 160 miles, which gradually coming east, it added to

it, but the information relating to it being so many ways at your

disposal, which would be entirely right, while mine would be

from a memory that is not good in relation to these things that

was new six or seven or eight years ago that I would prefer for

you to get it more correctly than I could state it.

"Examiner Brown: .Well, the records show it was organ-

ized in 1903 by a number of persons. Now, did this company
at the period of its organization have any official relation with

the Frisco officials'?

"Mr. Yoakum: No, sir. What is that, Mr. Brown?
"Examiner Brown: Did it, at the period of its organiza-

tion, have any relation with the Frisco officials?

"Mr. Yoakum: No, sir, no more than—no, it liad no rela-

tions to the Frisco, is that what you asked?

"Examiner Brown: Yes.

"Mr. Yoakum. No, it had not.

"Examiner Brown: Did the Frisco intend to take that

property over upon its completion when this company was or-

ganized ?

"Mr. Yoakum: No, it was not in any way even intimated

or committed to do anything of that kind. Of course, I had some

day hoped to make an entrance into the lower Rio Grande coun-

try and thence into Mexico through this big plan of carrying

out the Frisco down the Mississippi River Valley, the Gulf

Coast country which leads into that country. But no commit-

ment of any character whatever from a Frisco standpoint at

that time.

"Examiner Brown: You were elected president of this

railway company on February 15, 1904, weren't you?
"Mr. Yoakum: I don't remember as to dates.

"Examiner Brown: Well, you were president about that

time, weren't you?
"Mr. Yoakum: Yes, if your records show it, I will say I

was. I don't know.
' ' Examiner Brown : At that time was it contemplated upon

the completion of the line the Frisco would take it?
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"Mr. Yoakum: No, I don't think—I am sure it was never

discussed, and I did not myself know whether we could get our

way into that rich country or not, but events as they transpired,

as they came along, led up to it.

* ' Examiner Brown : Xow, the information furnished by the

St. Louis Union Trust Company of the stock operations with re-

spect to this railroad was that there were 99 subscribers who sub-

scribed $3,981,000 with which, as I understand, you would agree!
"Mr. Yoakum: Yes, just as I have stated, those records of

the St. Louis L^nion Trust Company in connection with these

matters are the onlv records that I have, and I am sure thev are

correct.

"Examiner Brown: Xow in the distribution of the profits

of the operation of this syndicate 1 find Mr. C. H. Beggs, who
contributed $38,000 and got .$66,700 as his portion; who is he?

' ' Mr. Yoakum : Mr. Beggs, at that time was connected with

the Frisco Railroad, I think. He was connected with it, but

whether just at that time or not. I am not prepared to say.

"Examiner Brown: W. K. Bixby contributed $108,000 and

got $189,700; who is he?

"Mr. Yoakum: Mr. Bixby is a well known St. Louisian.

"Examiner Brown: Is he an officer of the Frisco or a

director ?

' ' Mr. Yoakum : He is a director of the Frisco.

"Examiner Brown: Mr. James Campbell contributed

$334,000 and received $586,000. Is this the same Mr. James

Campbell who petitioned for the receivership?
' ' Mr. Yoakum : It is.

"Examiner Brown: Mr. F. H. Hamilton contributed $16,-

666 and received $29,275. Is that gentleman treasurer of the

Frisco ?

' ' Mr. Yoakum : Yes, sir.

' ' Examiner Brown : Mr. E. Hawley contributed $83,000 and
received $146,375. Is that Mr. Hawley deceased?

"Mr. Yoakum: Yes, sir.
' ' Examiner Brown : Mr. J. F. Hinckley contributed $25,800

and received $45,376. Who is Mr. Hinckley?
"Mr. Yoakum: Well, I don't know whether he was con-

nected with the Frisco at that time or not, but he was in the en-

gineering.
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''Examiner Brown: Was he not the chief engineer of the

Frisco at that time ?

"Mr. Yoakum: I don't knoAv whether he was at that time.

He was at one time. He w^as part of the time, but I do not know
whether he was at this time or not.

' ' Examiner Brown : Mr. L. F. Parker contributed $37,400
and received $65,000. ^Vlio was Mr. Parker?

"Mr. Yoakum: He was General Consul at that time.

"Examiner Brown : Mr. W. B. Spaulding contributed $18,-

333 and received $32,200. Who was Mr. Spaulding?
"Mr. Yoakum: In the claim de])artment of tlie Frisco; I

think his title is General Claim Agent.
"Examiner Brown: Mr. B. F. Yoakum contributed $300,-

800 and received $528,413. Is that you, Mr. Yoakum?
"Mr. Yoakum: That is mj^self, yes, sir.

"Examiner Brown: Is that list of officials which I have

just read all of the officials of the Frisco, of the Chicago & East-

ern Illinois, and of the Rock Island, that you have any knowl-

edge of, that participated in the Syndicate operations with re-

spect to the St. Louis, Brownsville & Mexico?"
Mr. Stone : You would naturally understand from the read-

ing of that, would you not, that they at least got part of their

money?
Mr. Lauck: Yes, sir. I think they all realized on that op-

eration. It also indicates the close working relationship between

the Brownsville in the course of construction, and the Frisco

management.
Mr. Sheean: But all of the detail of that is shown later,

is it not, at page 167, as to just how they realized, that they took

a mortgage upon this property after the Texas company had
valued it, and authorized a bond issue to be placed upon it. That
is several pages preceding 167 show just what the syndicate did.

Mr. Lauck : Yes, they took those. But I think they realized

on these when they made the final settlement with the Frisco.

That is, the}^ took these bonds which are now held by the Frisco

Company.
Mr. Sheean: AYell, does not the Interstate Commerce

Commission in its report say that these securities were taken

by the syndicate as the purchase price of the property, and

$200,000 'in cash?
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Mr. Lauck : Yes, then on below you will find that an agree-
ment was executed on December 1, 1909, by which they were

transferred to the Frisco at an agreed price of $11,827,000.

(Bottom of page 167.) And then the conditions under which

they were transferred is shown on page 168.

Mr. Sheean: Yes.

The Frisco now holds those securities!

Yes. And what did the syndicate get for

Mr.
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securities, wliicli securities, at the present market value, would
show a very substantial loss.

Mr. Lauck : If tliey still held them, yes, but I don 't think
—there is no data here to show whether the individuals in the

final settlement took securities or cash, but I think the impli-
cation is clear that they did not take the securities.

Mr. Slieean : They did take them at the time of the Com-
mission's report, and you have given us no information, here

or elsewhere, as to anything beyond the fact tliat the syndi-
cate got those securities?

Mr. Lauck: When they settled up with the Frisco, they
took the cash you mention and the securities. My inference

from the Interstate Conmierce Commission's report—this be-

ing four years ago when this syndicate operation was com-

pleted—the St. Louis LTnion Trust Com^Dany disposed of the

resources of that syndicate, and distributed in the form of cash,
the participation of each individual in it. There is no proof
submitted by the Interstate Commerce Commission as to that

fact, however.

Mr. Stone: But the fact does remain, regardless of what

they got out of it, that they kept on with their present policy
of over-capitalization and expansion, until they finally wrecked
the property. They killed the goose that was laying the golden

egg, finally.

Mr. Lauck: Yes, that is as clear as a pike staff, I think.

Of course, all of these securities, whether they were realized on

or not, are a liability of the Frisco Company. To what extent

that liability will be met, we don't know, until the reorganization
takes place. Judging from previous reorganizations, they will

all be continued in some form or other.

Mr. Stone: With, perhaps, a little more added to it, for

good measure.

Mr. Lauck: That is quite frequently the case, yes, sir.

Mr. Stone: Anything else on this? I think it might be
well to go back to the St. Louis, Brownsville & Mexico Eailway,
and see what are the facts. The St. Louis, Brownsville & Mexico

Railway, as I recall it, was built largely from the land grants?

Mr. Lauck: I don't think that we have facts available as

to that.



6207

Mr. Stone: You have some of the facts on pages 164 and
165.

Mr. Lauck: In the Interstate Commerce Commission's re-

port.

Mr. Stone : I see where they were given one grant of 90,000

acres of land.

Mr. Lauck: Yes, sir; on pages 164 and 165. They are some
of the operations I mentioned a moment ago, in connection with

the facts that the syndicate would take the land donated by coun-

ties and cities, and realize on that as part of its profits, either

in the form of cash, or by the capitalization of them.

Mr. Stone: This syndicate spoken of, next to the last para-

graph on page 165, is that the same syndicate that was organized
to build the road?

Mr. Lauck: Yes, sir.

Mr. Stone: It is true that all they ever contributed was

$3,980,000, for which they got back, in cash, $5,400,000, in addi-

tion to the securities?

Mr. Lauck: Yes. Their profit was $3,011,000.

Mr. Sheean: Well, Mr. Lauck, pardon me.

Mr. Lauck: I was just referring to the last paragraph on

that page.
Mr. Sheean: Yes, but Mr. Stone's question was that all

they ever contributed was $3,980,000.

Mr. Lauck: That is their profit.

Mr. Sheean : No, not that, either.

Mr. Stone: The syndicate was composed of 99 members,
who contributed $3,980,999.20 tovJ^ard the construction of the

railroad.

Mr. Sheean: Additional funds were secured from the sale

of temporary bonds and notes issued by the Brownsville, and so

on. Turning over to the next page and following out the same

thing, the total amount spent by the syndicate in constructing
and equipping the Brownsville, based on a statement secured

from the St. Louis Union Trust Company, was $9,708,758.26.

Mr, Lauck: That included, however, the proceeds of the

sale of the Brownsville securities, but individually, the syndicate

members—the 99 members put in about $3,000,000, as I recall—
almost $4,000,000, according to the report of the Interstate Com-

merce Commission, upon which they realized this $3,000,000
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profit. The last paragraph at the bottom of that page 165 says

that the effect of the entire transaction was that the sjTidicate

secured a profit of $3,011,000, which included the profits on land,

the cash donations and the syndicate's operations. The profit

represented 75.66 per cent of the subscription of each sjTidicate

member and was divided among the subscribers. Then it gives

the list.

Mr. Sheean: And that $3,000,000 profit, Mr. Lauck, as

shown on page 168, is represented by $4,722,000 of New Orleans,

Texas & Mexico bonds, is it not—and what are those bonds worth

at the present time!

Mr. Lauck : What page is that ?

Mr. Sheean: 168.

Mr. Lauck: My impression was that the matter was wound

up, that is, the transaction between the Frisco and the St. Louis

Union Trust Company, and there is nothing to show whether the

St. Louis Union Trust Company ever sold those bonds or not, or

what they did get for them, except the implication that final dis-

tribution was made to the syndicate and that the proceeds were

in cash.

The Frisco gave those bonds to the St. Louis Union Trust

Company which was acting as syndicate manager on December 1,

1909, and then the St. Louis Union Trust Company, acting for

the syndicate, disposed, presumably, of the assets of the syndi-

cate, and made these cash distributions as shown on page 166.

That is not stated specifically.

Mr. Sheean: As cash?

Mr. Lauck: No. It is never stated, but the implication

would seem to be clear that that would be the case. The syndi-

cate is not still in operation. Some of the members of the s\ti-

dicate are no longer living.

Mr. Stone: You don't think they are in operation then?

They may be somewhere else by this time. You don't know?

Mr. Lauck : Well,— On page 165, there it is clearly shown—as would naturally be the case—that the localities wanting
this railroad contributed to its construction and to its coming to

the country, and that the syndicate profited from that and not the

railroad.

Mr. Sheean : Just to get it clear. At page 165, where your
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profit of $3,000,000 is deduced, that arose from the payment on

May 26, 1910, of $12,122,897.72, did it not!

Mr, Lanck : That is right ; yes, sir.

Mr. Sheean : Turning to page 168, yon find that that $12,-

122,897.72 was actually paid, as stated there, in this manner: in

settlement the Frisco paid $5,400,000 in cash, executed a note in

favor of the St. Ijouis Union Trust Company for $2,000,000 due

December 1, 1910, and secured the balance of $4,722,897.72 by

depositing with the Trust Company, Frisco-New Orleans, Texas

& Mexico division bonds, at 90.

Mr, Lanck : Yes,

Mr. Stone : It is safe to suppose, is it not, that they have

paid off that note to the St. Louis Union Trust Company long

ago?
'

Mr. Lanck : Yes
;
that was due December 1, 1910

;
unless it

was renewed.

Mr. Sheean : If that was paid in cash, what was the value

of the $4,700,000 of bonds ?

Mr, Lanck: They were worth about 80 then.

Mr, Sheean: What are they worth now I

Mr. Lanck : I do not know what they are worth now, but at

that time, to secure this $5,400,000 in cash, the Frisco sold some
of those bonds at 90.

Mr. Stone : That was not all they got,

Mr. Lanck : Presumably, the St. Louis Union Trust Com-

pany could sell them at 90 and realize cash in the same way.
Mr, Stone: Turning back to page 165, the middle para-

gTa])h. That was only one of the many things they got, was it

not ?
' ' After obtaining the land the committee organized a syn-

dicate," After this land had been donated, what was done

mth it?

Mr, Lauck: "After obtaining the land the committee or-

ganized a syndicate, appointed the St. Louis Union Trust Com-

pany of St. Louis, Mo., syndicate manager, and turned over to

the syndicate all the lands received by them, entering into an

agreement with the syndicate to construct the railroad, develop
the land, and carry on whatever operations seemed to be for the

benefit of the syndicate. Some of the land donated was trans-

ferred to land or townsite companies, a part of the stock in

which was held for the benefit of the syndicate and a part by the
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donors of the land. The land not so placed was transferred to a

corporation called the West Texas Abstract & Guarantee Com-

pany and held by it for the benefit of the syndicate. In addition

to the land donations cash bonuses amounting to $40,000 were

received from donors at Bay City and Brownsville, and $150,000

was donated by the Calhoun County Cattle Company in connec-

tion with the Port O'Connor branch."

Mr. Stone: There is not anything to show that that was

paid but we can take it for granted that they got the cash.

Mr. Lauck. Yes. The donated lands were eventually dis-

posed of for account of the syndicate. The land deals, the cash

bonuses, and the syndicate exploitations resulted in a profit to

the syndicate of $892,000.

Mr. Stone : They got that along with the rest ?

Mr. Lauck: Yes.

Mr. Stone: That was another item?

Mr. Lauck : I do not think there is any doubt but what they

got this other because, if I recall correctly, the same time they

got this $5,400,000, the Frisco itself sold a portion of these bonds

at 90, or about that price.

Mr. Stone: On November 17, 1913, the bonds of the

Brownsville were sold to J. D. O'Keefe, receiver of the New Or-

leans, Texas & Mexico, at a price of 98.26, and the proceeds were

placed on deposit in the bank to the credit of the receiver of the

Brownsville, so they were worth something not a great while

ago?
Mr. Lauck: They were worth about 90 not very long ago.

The $5,400,000 was gotten by the sale of similar bonds which

they gave the St. Louis Union Trust Company.
I believe that is all I have to mention except the general

conclusion derived from this report, Avhich is that a large propor-
tion of the stock of the Frisco represents no investment value

and is all absorbed in the large amount of dividends and will be

a constant drain on the productive efficiency of the road
;
that so

far as investments went, they showed that the Frisco had lost

about $66,000,000 in interest bearing obligations, the jiroceeds

of which had been dissipated and will also be a constant drain,

and that, according to the report of the Interstate Commerce

Commission, about $4,000,000 annual loss has been sustained

through the expansion of this system. In other words, $4,000,-
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000 which is the cost upon operating revenues of the develop-
ment of the road, or the difference between what was purchased
and what it costs to maintain.

Mr. Stone: What does it cost for the engineers, firemen and
hostlers on the Frisco each year, if you know !

Mr. Lauck: I do not recall that. I have not those figures

with me now.

The next road which I would like to take up will be the

Chicago, Eock Island and Pacific. That appears on page 218.

Mr. Stone: Mr. Chairman, I would like to make a little

statement. A question has been asked me two or three times by
different ones on the outside, during the recess hour, why we
selected these two roads? It is not because we have any par-

ticular grudge against either the Frisco or the Rock Island. It

is because all this data is on file, they having been investigated

by the different commissions, and there is more complete inform-

ation in regard to these two particular roads on file, than per-

haps any of the others.

Mr. Lauck : The next exhibit has to do with the Rock Isl-

and. In it, is reviewed the dissipation of the resources of the

Rock Island Railway Company.
Briefly stated, the history of this company is found on

pages 220-221. It was organized in 1847, and built to Rock

Island, as I recall, and then consolidated with a road west of

the Mississippi which had a land grant, and became the Chi-

cago, Rock Island and Pacific Railway. It was a very profit-

able road.

These two roads were consolidated in 1866 under "the pres-

ent name of the Chicago, Rock Isand & Pacific. It was a very

profitable road. The capitalization was constantly increased,

and in 1880 it was paying 10 per cent in dividends. At that time

there was some protest against freight r.ates, and Mr. Jay
Gould and a committee was appointed to see what they could

do about the matter, so they consolidated the Rock Island Rail-

road with a number of subsidiaries which it already owned, and

took occasion at that time to increase the capital stock, or de-

clare a 50 per cent stock dividend, in order to show decreased

earnings. In other words, the stock was issued to holders of

the old company on the basis of two shares in the new company
for one share in the old company, and the authorized share capi-
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tal stock of the new company was $50,000,000, and tlie amount of

stock actually issued was $41,000,000, and a stock dividend of

$21,000,000 w^as declared. These roads had been previously
owned by the Rock Island, and had been largely acquired

through its surplus earnings, so it was really no new addition

to the property but a stock dividend of $20,000,000.

The road then continued in a prosperous condition until

1901, when the new management took charge. That is, the so-

called Moore-Reid group of financiers, who had been very suc-

cessful in floating the American Tinplate Company, decided

to go into railroading, and acquired control of the Rock Island.

The first thing they did was to relieve the former president
of his duties, after, however, giving him two years' assurance

of salary payment, and to enter upon a period of management
which was different from that preceding the year 1901.

This was practically a control of the railroads by the First

National Bank group of financiers in New York.

About the beginning of 1902 the old directors were re-

lieved, and a new directorate, composed of the Reid-Moore

group, and also including several officials of the First National

Bank of New York, was elected.

With this change in ownership, coming under the domina-

tion of the Reid-Moore group, there was immediate change in

policy; one of expansion and acquisition of other properties

was at once entered upon,and the first property acquired war',

the Choctaw, Oklahoma & Gulf.

This road has a market value of about $10,000,000, against

which there was about $13,000,000 at prevailing values at the

time of its acquisition in 1902, and the Frisco-Rock Island

paid for it about $24,000,000 in bonds, or an excess value of

about $10,000,000 was added to the liabilities of the Rock Isl-

and through this purchase.
The next purchase w^as the Burlington, Cedar Rapids &

Northern, which was acquired through the interchange of stock,

share for share. There was quite a difference in the relative

market value of the shares of these two roads, however, and

it would seem that there was a loss to 'the Rock Island there of

about $1,000,000 in this interchange of stock.

The next acquisition was that of the St. Louis, Kansas City
& Colorado, in 1902, which represented a loss to the Rock Isl-
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and of about $3,000,000. That was the road referred to in the

table when we were discussing- stock bonuses, which was owned

by Mr. Francis and Mr. Scullin. Tliere was paid for that—
bottom of page 224,

—the facts relative to that transaction were

brought out in connection w^itli the case of Mrs. Carrie Wann
of Chicago vs. Mercantile Trust Company of St. Louis. At

that time, Mr. John Scullin, president of the Wiggins Ferry

Company in St. Louis testi'fied that both he and Mr. Francis

received $1,250,000 in 5,000 shares of Rock Island stock, which

at tliat time was selling at about $175 per share, while the real

value of the property at that time—I cannot recall the real

value of the St. Louis, Kansas City & Colorado, but the con-

sideration received was about $3,000,000 in excess of that value.

After the acquisition of these- properties which represented
these losses and added liabilities to the Rock Island, the really

remarkable thing in connection with the history of this railroad

took place. That occurred on July 31, 1902. Reference is made
to it on page 225 of the exhibit. At that time there were organ-
ized two corporations simultaneously. One was in Iowa, under

the name of the Chicago, Rock Island & Pacific Railroad Com-

pany, with a capital stock of $125,000,000, the avowed purpose

being to purchase the stock of the Chicago, Rock Island & Pacific

Railway, the operating company. The other company was

organized in New Jersey, under the name of the Rock Island

Company, with a capital stock of $150,000,000. The purpose
of this company, as stated in its charter, was to acquire securi-

ties, evidences of debt, etc., and it was used to acquire the securi-

ties of the Chicago, Rock Island & Pacific Railroad Company
of Iowa. The capitalization of both these companies was $275,-

000,000. Neither one had a dollar paid in and no assets of any
kind at all; the Rock Island Company having no assets whatso-

ever, and the railroad company of Iowa being in similar con-

dition.

What took place was that the Chicago, Rock Island &
Pacific Railroad of Iowa issued its capital stock to the Rock
Island Company of New Jersey, and received in return a like

amount of the Rock Island Compan}'—^that is in New Jersey

Company's stock, in proportion, 100 shares of common to 70

of preferred, and the stock so received was used in part pay-

ment of $69,000,000 in shares of stock of the Chicago, Rock
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Island & Pacific Company, which was the operating company
and which w^as secured on the terms mentioned on pages 226

and 227.

The plan there, as published in the Commercial and Finan-
cial Chronicle, as to how these different companies were inter-

related, and the exchange of stock in the different companies,
is given. Briefly stated, it has been summarized on page 227,
the plan as outlined in the Chronicle. That is, one share of

Chicago, Eock Island & Pacific Railway stock, with a par value

of $100, and an intrinsic value based on 5 per cent per annum,
annual dividend, received Chicago, Eock Island & Pacific Rail-

road 4 per cent bonds of $100. That is the Iowa Company.
Rock Island Company preferred stock of $70, and Rock Island

Company common stock of $100. In other words, one share of

stock of the Chicago, Rock Island & Pacific Railway, secured a

4 per cent bond of the railroad, $70 in preferred stock of the

Rock Island Company of New Jersey and $100 in common
stock, or a total of $270, which brought on the New York Stock

Exchange the first month they were traded in, which was No-

vember, 1902—the bonds were low 82 V2 and high 86i/£>. Rock
Island preferred was low 71 and high 85i{.. Rock Island com-

mon, low 41, high 48-'}4, and at these prices netted the owner

$188.03, which was about the market price of the original com-

pany at that time. Those securities even went higher, at other

periods, and, of course, resolving the operation in its simplest

form, it was evidently the intent to increase the capitalization
to the net amount of ^150,000,000; although there was a gross
amount of $275,000,000, but some of it was interchanged and
the net would be about $150,000,000.

It was expected that the operating company, the Railway

Company, would develop sufficient earnings to pay dividends,
which would pay the interest on the bonds held by the Iowa

Company, which, in turn, w^ould pay dividends to stock held

by the Rock Island Company. That was only realized, however,
for a brief period.

In 1903, 3 i^er cent was paid on the Rock Island Company
preferred stock; in 1904, 3 per cent, and in 1905, 4 per cent.

After that time, the Rock Island Company went out of business

as a dividend payer, and, of course, no dividends have since

been paid.
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Mr. Stone: It migiit be well to bring out, in connection

with that, how much the entire capital stock of the Eock Island

Company was purchased for—the next paragraph.
Mr. Lauck: It Avill be seen from the foregoing that almost

the entire capital stock of the Rock Island Company ($75,000,-

000), which had a stock market value at that time of $118,000,-

000, was purchased at the nominal cost of the printing of a few

thousand stock certificates and of bonds. Governor Cummins,
who was Chief Executive of Iowa at that time, saw the danger of

such proceedings as the Rock Island organization was engaged

in, and instructed the Attorney General to look into their legality

and submit an opinion. This opinion was filed in September^

1902, and it was to the effect that the acts of this new Iowa cor-

poration were not outside of the powers conferred by statute or

contrary to public policy in the legal sense of the term.

The net result was, as I have said, it added to the capital

liabilities of the Rock Island, $150,000,000, which was expected

to, and which did for a time absorb earnings or the revenues of

the road; dividends being paid on the Rock Island Company's
stock until 1905. The Rock Island Company then went forward

in other lines. About 1904 it purchased the Chicago & Alton

Railway, or control in it, with the Union Pacific, w^hich resulted

in a final loss to the Rock Island Company of about $6,000,000.

This is, if we assume the bonds of the Clover Leaf are worthless

at the present time. Of course, they may have some value, after

the reorganisation, but what happened was that they purchased
the Chicago & Alton Railway and then sold it afterwards to the

Toledo, St. Louis & Western, the Toledo, St. Louis & Western

giving for it their income bonds, known as series A and B. It

was expected by the Toledo, St. Louis & Western that the road

would yield enough revenue on its stock to pay the dividend

charges on these bonds which it had issued. The Alton failed

to do that, and the result was that the Toledo, St. Louis & West-

em was thrown into the hands of receivers, where it is at the

j)resent time.

Now, the Rock Island took as part of its consideration for

the Alton, some of these bonds, which are carried now as an

asset of the Rock Island, and which are not receiving any inter-

est at present, but which may receive interest in the future.

As the matter now stands, it represents a loss of $6,000,000
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to the Rock Island. They also purchased the Frisco Eailroad,
and the net result of that was a loss of about $35,000,000 to the

Chicago, Rock Island & Pacific Company. They purchased the

Frisco, and then sold it at this loss of about $35,000,000, as testi-

fied to several days ago before the Interstate Commerce Com-
mission. Instead of writing off that loss, they still carry it as aij

asset. That is, they carry $35,000,000 among the securities

owned, as this loss, which, really should be written off and rejDre-

sents that much depreciation of the assets of the Rock Island

Railroad; these two losses aggregating about $41,000,000, under

present conditions.

That, in general, is the history of the road, the general con-

clusion being that here was a road that was characterized by re-

markable operating results, which, through its financial man-

agement, had these results dissipated, and which was loaded with

debt, and had its resources dissipated, and if the present capital-,

ization should be continued, would require the development of

operating revenue to meet the liabilities incurred, to the detri-

ment of other factors, such as labor, or the public.

Mr. Nagel: Well, has the Rock Island Railway Company
any obligations for the stock of the Rock Island Railroad Com-

pany and the Rock Island Company?
Mr. Lauck: The operating company?
Mr. Nagel: Yes.

Mr. Lauck: Not unless it earns its dividends, no, sir.

Mr. Nagel: If it earns dividends, it pays it on its own
stock ?

Mr. Lauck : Pays it on its own stock, which stock is held by
the Iowa company,

Mr. Nagel: I understand that, but that does not enlarge
the obligation for dividends.

Mr. Lauck: Does not enlarge it, no, sir. The intent was,

however, if possible, to make these other stocks receive divi-

dends, and to the extent that there is no obligation whatsoever,

except what might come from the management of the company.
After you go through these two companies, you get to the Rock
Island Company,

Mr. Nagel: No legal obligation at all, on that account?

Mr. Lauck: No, sir.

Mr, Nagel: Simply the effect you have in mind?
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Mr. Lauck: Yes, sir; no obligation.

Mr. Nagel: How did the Rock Island Railroad Company
secure its obligations

—bonds?

Mr, Lauck: Oh, it secured its bonds—I have forgotten
the exact amount—by taking the stock of the operating com-

pany and depositing it as collateral for its bonds. They were
collateral trust bonds.

Mr. Nagel: What has become of that mortgage?
Mr. Lauck : I think that the bondholders have taken the

stock and the mortgage has been removed, as I—
Mr. Nagel: Tlie mortgage has been foreclosed!

Mr. Lauck: Foreclosed, yes, sir.

Mr. Nagel: And the stocks have been sold!

Mr. Lauck: Yes, sir.

Mr. Nagel: So that at present, the Railway Company is

relieved of the moral obligation which 3^ou had in mind?
Mr. Lauck: Yes, sir, entirely. That is, the bondholders

either took the stock, or distributed the stocks in some way
among themselves, and to all intents and purposes, the control

has been removed likewise, has it not; and the Rock Island is,

therefore, left practically with no assets, beyond its office fur-

niture, I think.

Mr. Stone: Is not that true of two of the companies, the

one organized in Iowa and the one organized in New Jersey?
Mr. Lauck : That is true of both of them, yes, sir.

Mr. Stone : The little office furniture is all the assets they
have for their outstanding liabilities of $275,000,000.

Mr. Lauck: That is all.

Mr. Nagel: The operating company is now where it was
before these other two corporations were organized?

Mr, Lauck : Yes, sir
;
there has been a restoration practi-

cally of the operating company to its status prior to 1902, when
this was formed.

Mr. Stone: But in the meantime, is a lot of this stock of

those two other companies outstanding in the hands of innocent

purchasers ?

Mr. Lauck: Presumably. To what extent that is true, I

don't know.

Mr. Nagel : There is an impression abroad that some of it
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is owned by the gentlemen who made the large profits in some
of those deals,

Mr. Lanck: I think that they own a considerable amount
of it yet. In the formation of the Rock Island Company of New
Jersey, I think that stock was underwritten by J, P. Morgan &
Company, and a good deal of it distributed. I know J. P. Mor-

gan & Company got about—a condition in terms of the stock,

however—one million and some dollars for disposing of this

stock, presumably, to banking interests or to the public—that is,

of the Rock Island Company.
Mr. Sheean: That stock now is quoted at IVg, or there-

abouts.

Mr. Lauck: It is practically worthless, and if any one

purchased it, either a bank or an individual, why, they lost

everything they put into it.

Mr. Stone: That is, if they held it to the present time?

Mr. Lauck: Yes.

Mr. Stone: But there w^as a time, for quite a while, that

it had a splendid market value?

Mr. Lauck : For quite a while it had more market value—
the aggregate securities—than the old securities of the operating-

company.
If the intent—of course, you cannot do anything except pre-

sume what the intent was—had been to dispose of this stock and

get from under, there would have been handsome profits realized,

of course. In the sale of the Frisco, the Iowa Company, at that

time, after they had the Frisco for a time and found it unprofit-

able, decided to sell the Frisco to Mr. Yoakum and a number of

his associates. At that time, the Frisco stock was held as the

basis for a collateral trust bond issue, the same as the stock of

the operating company had been for the Iowa Company's col-

lateral trust issue. In order to make the sale, it was necessary
to get hold of the stock, of course, and transfer the stock to get

it out from rmder these bonds. To do that it was necessary to

raise $7,000,000.

I think the First National Bank of New York, which was the

directing banking institution in connection with these companies,
or which was the fiscal agent, loaned the operating company
$7,000,000, and the operating company used the $7,000,000 to

acquire $7,000,000 in the bonds of the Iowa Company, and the
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Iowa Company, which held the Frisco, then took the $7,000,000

to retire these bonds and deliver the Frisco stock. The result

was that the railroad company now has among its assets $7,000,-

000 in bonds of the Iowa company which are worthless accord-

ing to the testimony recently developed.

Mr. Xagel : The Railroad or the Railway company.
Mr. Lauck : Has the Railroad company bonds

;
the Railway

company has the Railroad company's bonds. They are carried

among their assets and, of course, after recent developments are

without any value.

Mr. Nagel: Well, which company incurred the loss of the

$35,000,000 on the Frisco deal?

Mr. Lauck: That was the Iowa company.
Mr. Nagel: That was not the Railway company?
Mr. Lauck: Onlv incidentallv, as it was affected.

Mr. Nagel: You said it w^as the Railway company before,

and I was a little surprised at the statement.

Mr. Lauck: I did not mean to say that.

Mr. Nagel: In other words, the operating company now,

according to your statement, is free as it originally was before

these other companies were organized, and has to deal with two

losses, as I understand you, the Chicago & Alton deal and this

last transaction in Frisco securities?

Mr. Lauck: Yes. If I said that the operating company
had lost that, I meant to say that the Iowa company had. They
were the ones that acquired it and issued the bonds against the

stock. The operating company suffered only to the extent of

$7,000,000 worth of bonds, which it now has, which it bought

from the Iowa company. The Iowa company had no money, and

no way to get money, and being practically under the same con-

trol they used the Railway Company to get money to buy bonds

which were worthless, to get relieved of the stock, in order to

deliver it to Mr. Yoakum.
Mr. Burgess : Mr. Lauck, what became of the Rock Island

Company of New Jersey?
Mr. Lauck: That is practically

—that still exists as a cor-

porate entity, I presume. It has some slight assets in the way
of its office equipment, but beyond that it has no value whatso-

ever. The same way with the Iowa company. If the operating

company could have been made to produce revenues through
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any means, either operating efficiency, or through development
of earning power from increased business, of course, these se-

curities would have had a market value according to the amount

of return which could have been made upon them from the earn-

ings of the original company, and for that reason would have

been regularly dealt in ujjon the Stock Exchange, as any other

securities, the market value being determined by the income-

bearing properties of the securities. Where the mistake was

made was in attempting to carry- all this basis of capitalization

on the earnings of this one railroad.

Mr. Slieean : All of that might have been, but was not.

Mr. Lauck : It did not turn out the way intended.

Mr. Sheean: So that since 1905, as you say here, the last

payment of any dividend was in 1905, since that time, any of

this pyramiding of securities has not had any relationship bear-

ing upon what you call productive efficiency.

Mr. Lauck: It has not absorbed any productive efficiency.

Mr. Sheean: Since 1905?

Mr. Lauck: Since 1905. But, of course, the intent was

there, and the object was there to do that, but it was a failure

in the scheme, rather than a failure in the purpose.

Mr. Burgess: Was that pyramiding, Mr. Sheean?

Mr. Sheean: Surely, yes.

Mr. Burgess: Thank you. I wanted to know.

Mr. Sheean: Collecting for both terminal delay and pre-

paratory time, under different names.

Mr. Burgess: Then there is pyramiding on both sides of

this question.

Mr. Sheean: Unquestionably. It is to try and avoid any-

thing of that sort in the matter of wage scales that we have

been bringing out the proposition of pyramiding.

Mr. Nagel: We have had pyramiding even in extending

the time for this hearing.

Mr. Burgess : In a different sense, though, Mr. Chairman.

Mr. Stone: Are we to understand, Mr. Lauck, that the

operating company now is free from the load of these other

two companies!

Mr. Lauck : Practically, yes.

Mr. Stone : Is there anv reason why they cannot get on
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their feet again, then, and become a revenue producer, as they

were before ?

Mr. Lauck : No reason, aside from the increased lialnlities

they may have incurred through the policy of acquiring sub-

sidiaries, or through an undue extension of other capital liabili-

ties.

Mr. Stone : It used to be one of the best paying properties
in the West!

Mr. Lauck : Up to the time of the acquisition by the Moore-

Eeid group it was considered one of the best railroads in the

West, if I remember correctly. It was paying 10 per cent, and

of course it was this that was attractive to the idea of increasing
the stock and floating it according to earning power. You will

note when the two companies were formed, it was practically

capitalizing the earning power of the railroad company that ex-

isted at that time. Where the mistake was made from the stand-

point of capitalization was evidently the fact that they thought
this earning power would continue, or would increase in the

future, whereas there was a tendency in the other direction, due

to diiferent factors which President Mudge very effectively

points out in his last report, which is mentioned here in the case

of the freight rate.

After this Moore-Reid group had gotten control, there was
an interesting incident from the standpoint of productive effi-

ciency. They secured Mr. Loree, who was at that time connected

with the Baltimore & (3hio Railroad Company, presumably to

develop the earning capacity of that road to its highest possible

point, and who was well known as an operating officer. They
offered him $450,000 to give up his position with the Baltimore &
Ohio Railroad Company, and a salary of $75,000 a year to be-

come—I have forgotten the exact oflicial position
—head operat-

ing official of the Rock Island Company.
Mr. Stone : He became the president of the road, didn't he?

Mr. Lauck : I was going to say, Chairman of the Board, or

President, probably. Mr. Reid was Chairman of the Board, and

Mr. Loree accepted this offer, which was to last for four or five

years, and came to the Rock Island, remained with the Rock
Island a number of months—about eleven months, when Mr.

Reid told him that either he would have to be dropped or the

other operating officials would have to be relieved, and so Mr.
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Loree resigned, under those conditions, and in order, as he stated

several days ago, to maintain liis self-respect. He was given the

$450,000, and also his salary to date. But there was an effort

there made to develop the operating revenues or efficiency, pre-

sumably, of course, and naturallj^, to develop the revenues to

pay interest charges and dividend charges.

I think he was paid the $450,000 in bonds of the Eailway

Company, so that is still an obligation against the operating

company. That is Mr. Loree 's services.

Mr. Stone : That is shown in his testimony only last week,

is it not?

Mr. Lauck: Yes, sir. I have his testimony here. There

is no statement as to why he left the Eock Island except Mr.

Eeid told him he would have to go or tlie other operating

officials, so he decided to go.

Mr. Stone: That is his own statement?

Mr. Lauck: Yes, sir.

Mr. Burgess: When he departed he got the $450,000; is

that right?

Mr. Lauck: It was quite unusual testimony. Yes, he got

the $450,000, but there is no statement anywhere, and it was

impossible to get Mr. Loree to state, why he left, except from

his conversation with Mr. Eeid as given.

Mr. Sheean: I wish you would make sure while you are

talking about that as to the bonds of the Eailwa}^ Company.

Mr. Lauck: Eailway Company, yes. It is given here.

This is a transcript of the record of the Eock Island investi-

gation :

''Mr. Folk: So you were with the Eock Island Eailway
and received $37,500 from the Eock Island, and $37,500 from

the Frisco, and, under your contract, were to receive $500,000

at the end of five years, in addition?

"Mr. Loree: Well, there were two quite separate con-

tracts. One was a contract covering my leaving the service of

the Baltimore & Ohio Eailroad and entering that of the Eock

Island Company, and the other was a contract for services with

the Eock Island Company and the Eock Island Eailway and

Frisco."

The Frisco w^as then owned by the Eock Island.
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'Mr. Folk: Did either of those contracts provide for the

payment of $500,000 at the end of five years?
^'Mr. Loree: The contract providing for my leaving the

service of the Baltimore «& Ohio Eailroad did
; yes, sir.

''Mr. Folk: How long did you continue with the Railway?
''Mr. Loree: About ten months.

"Mr. Folk: Did you receive your salary at the rate of

$37,500 per year from the Eock Island Eailway during that

period?
'Mr. Loree: The monthly proportions; yes, sir.

Mr. Folk : And you received a like salary for that period
from the Frisco?

"Mr. Loree: I did.

"Mr. Folk: What amount did you receive, if any, when

you left the service of the Eailway and the Frisco?

"Mr. Loree: I received an adjustment of the first con-

tract, the one for leaving the service of the Baltimore & Ohio

Railroad, of $450,000, par value, of the bonds of the Railway
Company.

' '

Mr. Sheean: What bonds are there of the Eailway Com-

pany?
Mr. Lauck: That is the operating company.
Mr. Sheean: Yes, but what bonds are there? Is not that

manifestly a slip?

Mr. Lauck: Beg pardon.
Mr. Sheean: Is not that manifestly a slip in language or

is it? Were there bonds of the Eailway Company? Was not

it all the Eailroad Company?
Mr. Lauck: He is speaking of the Eailway Company

which was the operating company?
Mr. Sheean: Were they in fact bonds of that company?
Mr. Lauck : Oh, whether that is true or not ? There were

bonds; yes. There were about $186,000,000 of those bonds of

the Eailway Company, the operating company, as I understand

it.

Mr. Sheean: In whose possession? Did the Eeid people
have any bonds of the Eailway?

Mr. Lauck : Mr. Loree was working for the Eailway Com-

pany as president, although his contract was made with the

Rock Island Company, and presumably Mr. Eeid, controlling
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tlie Railway Company as well as the Eailroad Company, and as

well as the Rock Island Company, had some bonds of the Rail-

way Companj^ which he gave to Mr. Loree in liquidation of this

obligation. Yon see he would ultimately control all of them;
that is, the Rock Island Company would.

Mr. Sheean : Did the Rock Island Company own anything
other than the stock of the Railway Company?

Mr. Lauck: Not itself; no. It owned the stock of the

Railroad Company.
Mr. Sheean : Yes

;
and the Railroad Company o^^^ied only

the stocks of the Railway Company.
Mr. Lauck: The Railway Company.
Mr. Sheean: The Rock Island Company did not, in fact,

own any of the bonds of the operating or Railway Company?
Mr. Lauck : No, they did not actually have them, but pre-

sumably, in view of the fact that they controlled—the group
coittrolled all three,

—Mr. Reid evidently liquidated this amount

some way in Railway Company bonds. That is the testimony.

Mr. Stone : All you know about it is what he says f

Mr. Lauck: Yes, sir, that is repeated and repeated here.

Through some means it Avas done.

"Mr. Folk: Par value in bonds of the Railway Company?
"Mr. Loree: Yes, sir.

"Mr. Folk: Those bonds were wortli in the market how
much ?

"Mr. Loree: Well, thev were not on the market. The tes-

timony here is to the etfect that they were worth about 91. I

do not know.
' ' Mr. Folk : 91. Why did you leave the service of the Rock

Island Railway and the Frisco, Mr. Loree?

"Mr. Loree : Well, the immediate circumstance of my leav-

ing the service was a talk I had with Mr. Reid regarding con-

ditions of the property which he felt would eventually lead to

the necessity on the part of the Executive Committee to decide

whether they would sustain me in the discharge of my func-

tions or part with the service of some of the officers in the com-

pany who had given long services, and they had reached the

conclusion that they would prefer to sever their arrangements
with me."

Then, beyond that, there is no explanation as to whether
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there was a difference of opinion as between the officers and
Mr. Loree.

Mr. Stone: They do make it very plain that they had de-

cided to get along without his services?

Mr. Lanck: Exactly.
Mr. Stone : They did not discharge him. He resigned.
Mr. Lanck: He immediately resigned, and Mr. Loree fur-

ther testitied that there was not any question in his mind from
his standpoint of his own self-respect but that he should resign,

and he never asked Mr. Reid for am^ reasons, but immediately

began to take up the conditions under which he should resign
and the conditions finally worked out and adjusted were that

he should receive $450,000 in these bonds worth 91 in adjustment
of his contract for leaving the B. & 0. Railroad.

Mr. Nagel : Does it appear whether these bonds were taken

from the treasury of the company or were taken and paid for

by some one who had o^Tied them at the time?

Mr. Lauck: I do not recall that there is anything men-

tioned as to that.

Mr. Sheean: The contract, though, as to which that set-

tlement was made, was a contract with the Rock Island Company
of New Jerse}^?

Mr. Lauck : It was, yes, sir.

Mr. Sheean : And the Rock Island Company of New Jersey
made the settlement with him?

Mr. Lauck : Mr. Reid made the settlement.

Mr. Sheean: On behalf of or in settlement of a contract

between Mr. Loree and the Rock Island Company of New Jersey?
Mr. Lauck : Yes, sir. As to how these bonds were gotten, I

do not know.

Mr. Nagel: In other words, it does not appear that the

Rock Island Railway Company, the operating company, lost any-

thing by that part of the transaction ?

Mr. Lauck : That is not stated, no, sir. It may be that Mr.

Reid personally gave him the bonds. They were the Railway
Company bonds. That is all that is stated.

Mr. Stone : The three companies were so closely allied that

it is pretty hard to tell where the earnings of one stopped and of

the other began.
Mr. Lauck: They practically did what they wanted with

any company, just as in the case of the Frisco. They would use
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the Railway to borrow money for the Railroad. They could do

anything- they wanted to do.

Mr. Stone : They were practically all the same people, were

they not ?

Mr. Lauck : Yes, sir.

Mr. Stone : I mean that little group of financiers that com-

posed the three companies!
Mr. Lauck : Yes, sir.

Mr. Stone: What are Mr. Loree's initials?

Mr. Lauck: L. F.

It is shown in the record from the testimony of Mr. Sharood,
wdio was the expert employed by the Interstate Commerce Com-
mission to look into the affairs of the Rock Island, that J. P.

Morgan & Company floated the Rock Island Company of New
Jersey, receiving therefor one per cent par value, I think, on

the securities, in terms of securities, however. Whether or not

they were disposed of we have no means of knowing. Anyhow,
they received a fee of more than $1,000,000 for handling this

stock in stock itself.

Mr. Stone : Judging by past practice, they probably did

dispose of it, did they not, and realized on their money?
Mr. Lauck : The practice would be for a banking firm of

that kind not to hold the stock. They do not hold any railroad

stock.

Mr. Stone : Do you remember any further testimony from

Mr. Loree regarding the affairs of the Rock Island?

Mr. Lauck: No, sir. That was all that Mr. Loree testified

to. He was very reticent about his connection with the Rock
Island.

Mr. Stone: You also have some testimony from some of

the others regarding Mr. Loree's salary, have you not?

Mr. Lauck: As regards Mr. Loree's salary, there is noth-

ing more of any significance except the testimony of the expert

employed by the Interstate Commerce Commission, W'ho, after

examining the books, testified that his salary was $75,000 per

year, and the special contract of $450,000.

The testimony was to the effect that the former president,

Mr. Purdy, after the Moore-Reid control had been established,

^vas treated verv handsomelv and continued at his salarv for two

years after being relieved because I suppose he was not in sympa-

thy with the new management.
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Mr. Byram: Who was that?

Mr, Lauck: The former president of the Rock Island. 1

think his name was Mr. Purdy. As a recognition of his services

he was treated very handsomely in this way. Perhaps I should

not say ''treated very handsomely," but recognition was given to

him for his services in this way.

Morgan & Company also handled the Frisco purchase receiv-

ing a 1 per cent commission on the par value of securities inter-

changed.
Mr. Stone: Was that the time the Rock Island bought the

Frisco!

Mr. Lauck: Yes, sir. The sale of it was largely conducted

through the First National Bank which is affiliated w^ith the Mor-

gan group. Mr. Reid is one of the members of the Board of

Directors of the First National Bank and "Mr. Hine, one of the

directors of the Rock Island, is president of the First National

Bank of New York.

This money which the Railway Company got to buy the

worthless bonds of the Railroad Company was loaned to it by the

First National Bank of New York, for which they paid a com-

mission of $135,000 for the loan. That is brought out in the testi-

mony of Mr. Hine, who was president of the First National Bank
and a director of the Rock Island, and in fact all three Rock
Island companies, I think. Mr, Hine was a director of the Chi-

cago, Rock Island & Pacific Railway Company and a director of

the Railroad Company and a director of the Rock Island Com-

pany of New Jersey. Mr. Hine stated :

"I accepted the directorship in the Railway Company at the

invitation of mv old friend, Mr. W. H. Moore."
t^ 7

Mr. Moore gave him some stock and made him a director.

He was not an investor.

In connection with this loan Mr. Folk asked Mr. Hine:

"Mr. Folk: Did you pass on that application for a loan

of $7,500,000 as president of the First National Bank?
''Mr. Hine: I passed on it as one of the officers of the

First National Bank.

"Mr. Folk: Why did not the Railroad Company, the com-

pany that needed the $7,500,000, ])orrow the money itself from

your bank?

"Mr. Hine: I was not on the Board of the Railroad Com-

pany at that time; consequently I cannot answer, )>
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Mr. Stone : They had to borrow it through tlie other com-

pany ?

Mr. Lauck: They had no credit, of course, liaving no assets,

Mr. Stone : They were there to receive revenues, and they
were not there to pay out anything? Is that the idea?

Mr. Lauck: They would not make a loan without some-

thing to secure it
; no, sir,

Mr. Sharood, the expert of tlie Interstate Commerce Com-

mission, testified as follows with reference to the Alton deal:

"According to computations which I have made, I com-

pute this loss at $6,370,841.70 on an investment of slightly more
than $9,000,000.

"Mr. Folk: Has the Railway Company lost the amount

you mention from the Chicago & Alton deal!

"Mr, Sharood: Yes, sir; the Railway Company. That
is my estimate of the loss,"

Then that was denied by the counsel for the Railway, and
Mr. Reid took the stand later and he denied the loss, saying
that they had Clover Leaf bonds and it was not fair to say
that this loss was an entire loss until they could ascertain what
the value of those bonds would be, which it seemed to me was a

fair statement to make.

Mr. Nagel : What was the amount of the bonds held by the

Railway Company of the Clover Leaf?

Mr. Lauck : I have forgotten ;
I will look that up.

Mr. Nagel: Do you remember the class of bonds it was?

Mr. Lauck: Yes, sir. I do not know whether they were

first or second mortgage. I think they were income. They
were some kind of a mortgage bond and they were divided into

class A and class B. They were two peculiar kinds of bonds,

and class A received so much interest after a certain year and

class B after a certain j^ear and it was all contingent.

Mr. Nagel: Does the expert in giving his testimony con-

sider these bonds entirely worthless and establish a loss in

that way?
Mr. Lauck: I think probably he does. I think he failed

to take into consideration those bonds; so far as I recall from
his testimony this is what he says ;

he practically neglects them.

"Mr, Walker: Might I be pardoned for asking a ques-
tion right there? In computing that loss, did you allow any-

thing for the value of the present securities?
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"Mr. Sharood: Yes, sir. I will read how I arrived at

that. The stocks and bonds I have mentioned are not active

and not quoted as bought and sold by the Wall Street Journal,

in the issue of July 21, 1914. They quote Chicago & Alton pre-

ferred; bid, 13; asked, 25. Connnon; no bid; asked 91/0. Ap-

plying the asked prices quoted to the securities owned by the

Rock Island Railway Company as of June 30, 1914, it results

in $6,000,000 book value of securities mentioned, as $1,582,400.

I figure that the dejjreciation on the transaction w^as $4,610,000.
' '

"The bonds, series A, are predicated on the Alton stock,

and I computed the bonds on the basis of the shares of Alton

stock represented by the bonds.

"Mr. Walker: Calling the Clover Leaf's promise to pay
worth nothing!

"Mr. Sharood: They had defaulted in the interest on

those bonds."

In other words, he computed the bonds to be w^ortli what

the stock was worth, which Avere supposed collateral trust

bonds, and did not take into account the promise to pay of the

Clover Leaf as being worth anything, as estimating the loss in

this way. When Mr. Reid comes on the stand he states that he

thinks these bonds may be worth something in time; at any

rate, that nothing can be told until the Clover Leaf's finances

are adjusted. Therefore, he claimed in discussing the matter

with Mr. Folk that $6,000,000 was an excessive amount and

that they might be able to realize partly or wholly upon these

bonds at some later date.

Mr. Sheean : If those were taken in at their market value,

back in the days when they were purchased, that particular

part of the transaction is in accordance with your theory of

the proper way of capitalizing income, by taking the marked
value at the time when the securities are issued.

Mr. Lauck: I do not favor that method of capitalizing,

but that is the one I have been using as the basis of ascertain-

ing the values.

Mr. Sheean : Let me see. You use it, Mr. Lauck, in cases

where the property has subsequently gone to a higher value, for

the purpose of showing that they did not receive the full market

value, where the market value has gone to be higher than what

the company paid at the time. But where the market value
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lias siibsequeutly gone to be lower than what they took it over

for, then you don't use it.

Mr. Lauek: No, I don't use it for those purposes. I use
it to indicate the relation between market value and par value
at certain periods, but in all of these studies or inquiries I have
been using whatever I could get. You see it is almost impossible
to arrive at anything, and even then, of course whatever you
do use is objectionable, from one standpoint or another. That

is, if I could find reports of the Interstate Commerce Commis-
sion on any subject, I would use those. But in conducting the

independent inquiries, I have mostly used the market value at

some time, reflected in the stock market, as the real value of

a property, and comi)ared that with par values issued against
that, as sliowing an excess cai)italization. If that is what you
mean, that is correct.

Mr. Slieean : As I followed you yesterday, on some of your
exhil)its, where they put out their stocks at 97, and if in the

next four months they went up to 103 or 104, you showed that

the company had. sustained a loss, becanse it had not realized

the market on that particular issue.

Mr. Lauck: Those particular c(unpiitati(ms were the quo-
tations for four days.

Mr. Slieean : And where not four days then for a period
of four months.

Mr. Lauck: Well, four months' averages were wiiere I

liad endeavored to get some estimate of the value of the prop-

erty on market quotations, as a basis for estimating fictitious

securities used, or reorganization.

Mr. Slieean: And wherever the company had issued its

securities and did not get as much for them as there were mar-

ket quotations, during a period of four months following, you
classified the securities thus used as being water, or fictitious?

Mr. Lauck: Yes.

Mr. Slieean: But where, between the time of the purchase
:at market value, as in the case of the Rock Island purchase of

ihe Clover Leaf, and the Alton bonds, there was a drop in the

market value, you don't consider the market value at the sub-

:sequent date as a proper measure in connection with possible

justification of the transaction?

Mr. Lauck: No.

Mr. Sheeaii: If it turned out bad, it was a bad transaction
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from your viewpoint, as to railroad financing-, and if these stocks

went up still further, it was still bad from a railroad standpoint,
because they should have marketed it and gotten the higher
price ?

Mr. Lauck: Not necessarily, no, sir. For instance, take

these Rock Island companies. Suppose they had been issued

against one company, or we had a case of that in the Frisco

securities, which is one corj^oration; if the securities issued in

1896 by the Frisco were worth now only one-tenth of what they
were woi'th then, I would still consider that bad financing,
because they were still a liability against the earnings or pro-
ductive efficiency of the company.

Mr. Sheean: That is what I meant, Mr. Lauck. If the

stock goes down, you consider it a fictitious security, because of

your loss?

Mr. Lauck: Not fictitious, not necessary.
Mr. Sheean: Well, water, or overcapitalized—something.
Mr. Lauck: Well, if you w^ant to consider from the stand-

point of fictitious capitalization, yes; but the main point is the

creation of liability against the revenue.

Mr. Sheean: If it goes down, you consider it fictitious. If

it goes up, you consider the difference between what they put it

out for, and the amount it went up on the market, as being also

fictitious, so that on your way of figuring, there is bound to be

water in the railroad securities, unless the amount for which

they market remains permanently that amount.

Mr. Lauck : I have never made any comparison over a

period that way, Mr. Sheean. I took a concern, at one time as a

going concern, and took the market value, to reach an idea of an

appraisement as to what the stock market considered that was
worth

;
and in doing that, I took the verdict of the Railroad Se-

curities Commission. That was not my personal way of doing it.

but was based on their official usage. Then, I compared that with

a number of their securities issued at that time, and said that

there was so much difference between par and market, or so

much excess, which was without justification.

Mr. Sheean : All that I was getting at, Mr. Lauck, is that on

your method of figuring, there is bound to be what you call water,
or overcapitalization, in all railroad securities, unless there be a

case, in which, for a period of four months, following the issue
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of the security, the market was precisely the same as the amoant
for which it went out.

Mr. Lauck: I cannot see that. I think there would be a

great variation in railroad securities.

Mr. Sheean : Yes
;
as long as you treat them, Mr. Lauck, as

being fictitious capital, the difference between the amount for

which it is put out, and the average market sales for a period of

four months, and as long as you treat also as fictitious, any dro]i

there might be in values, is it not necessarily true that the only

way to eliminate all question of water, would be where the

amount of the capital stock would remain precisely the same, for

a period of four months?

Mr. Lauck : It is all in reference to earning capacity.

Mr. Stone : I do not suppose we are ever going to arrive at

a time when Mr. Sheean and Mr. Lauck will agree on this water

in stock. About every day or so we strike a cycle when they

argue this thing. That is about four times a day, and I am sure

they never will agree ;
and if I may be allowed to inject into the

discussion, I would like to read to you the statement of President

McCrea of the Pennsylvania, under oath, on the witness stand, in

the Arbitration Proceedings between the Brotherhood of Loco-

motive Engineers and the Eastern Eailroads, in 1912. There

was a very strong discussion between Dr. Van Hise, of the Uni-

versity of Wisconsin and President McCrea. They both had

strong views on the subject ; quoting :

"Mr. James McCrea: Of course, there is always room for

differences of opinion. I can only say this about it
;
I have spent

a great many years of my life trying to sell securities, and selling

securities to the public, to enable us to build up the road that

we have. The road has paid, variously. In, say, the last twelve

years, it has paid five per cent, then it went to six per cent, and
then it went to seven per cent, and mth the last increase in wages,
at the time of the action of the Interstate Commerce Commis-

sion, we were forced to drop it one per cent, and we are now

paying, and have been paying, six per cent.

Today, our stock is selling 124. It has been up to 150.

There has been a shrinkage. There are so many questions,

however, that enter into those things, that I can only say that

these questions are not those of theory, or what ought to happen—the fellow that has the money, and whose money you want
to get, to enable you to help these propositions, he does not
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look at it from any other standpoint than what he thinks his

net return is going to be; he don't have to buy, and he is just

willing to pay so much.

''Mr. VanHise: In what respect, if the ten millions of

dollars from increased income went to improving the value of

the propert}^, to additions and betterments, leaving an ample
amount for depreciation of securities—in what respect is that

situation different from the situation, so far as the property is

concerned, if ten millions of dollars in bonds were sold, and

the betterment of the property was made out of the sale of

those bonds, and the bonds capitalized?

"Mr. James McCrea: Why, you would have an increased

fixed charge on your property for all time to come, which, in

the present instance, would mpe out the margin you have, as

the saying is, for a rainy day. Merely the natural care and

provision that a conservative man, in a conservative manage-

ment, handling other people's money, is bound to take.

''Mr. VanHise : But, in the two cases, when the ten million

dollars comes from the dividends, and when the ten million

dollars comes from the stock and bonds, because such methods

are pursued, the additional value of the property is the same?

"Mr. James McCrea: You mean if you were to appraise

the value?

"Mr. VanHise: I mean the additional value of the prop-

erty, as a property.
"jMr. James McCrea: No, your property (and this is the

part I desire to emphasize particularly) is only worth what will

come from an earning standpoint. If you have a piece of prop-

erty that costs you ten millions of dollars, and if it cannot make
an earning on more than five millions of dollars, and that is all

you can get out of it."

Mr. Nagel: That is an old rule, is it not ?

Mr. Stone: And it is the only safe rule to follow.

Mr. Nagel: That is a pretty severe rule, I think, for this

case.

Mr. Stone: So, in the end, it comes back to what is the

property really worth as an investment. What the public thinks

it is worth, not what I would like to have for it.

Mr. Sheean : What will the public let us get out of it ?

Mr. Stone : No, that day is gone. Not what the public will
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let you get out of it by a fictitious vahuitiou, but what it is

really worth.

Mr. Slieeau : Oh, in the way of earnings and the way of

rates.

Mr. Park: That wipes out all the past, don't it?

Mr. Lauek: The point with me, is not so much in differ-

ences in capitalization, at one time or another, but in the cre-

ation of capitalization, without consideration against earning
power.

Mr. Nagel : Do you approve the doctrine laid down by Mr.
McCreaf

Mr. Lauck : That the value of a concern is its capitalization—^its earning power?
Mr. Nagel: Yes.

Mr. Lauck : I would not like to take that as a working pro-
cedure in the case. I mean, if you are going on the basis of

ability to pay.
Mr. Nagel: If that is a true rule, does it not confirm the

doctrine that you ought to pay the wages at which you can

get men ?

Mr. Lauck: Well, that would be the reverse side of it,

api:»lying the law of supply and demand to the labor market,

yes, sir; but I thinly, so far as corporation securities are con-

cerned, Mr. McCrea is correct; that all roads, on corporation

finance, hold those same views, that any values are determined

by earning capacity.

Mr. Stone: ^Ir. Lauck, does any railroad pay any more
for its labor than what it can get that class of labor for? Is

it not a question of supply and demand?
Mr. Lauck: That has been the contention hitherto, but I

am trying to bring forth the contention that there ought to be

a new era.

Mr. Nagel: Precisely the (piestion I wanted to ask. Do

you endorse that principle, or do you stand for another principle?

Mr. Lauck: I think there should be a change. I think that

there ought to be a participation in revenue, without regard to

considerations of supply and demand. That is, I think the work-

men should have a participation in the productive efficiency

arising from their own work, and I think—I have even gone so

far as to say that I think they ought to have a participation in

other gains, arising from improved machinery and betterment of
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the traffic conditions from other sources.

Mr. Park: That applies to all business, outside of public
utilities. You would apply that to business in general—manu-

facturing!
Mr. Lauck: Yes; I think it is even more necessary in othei-

lines of business, probably. For instance, in certain cases where

you have skilled labor eliminated b}^ the use of machinery.
Mr. Park: Now, if the productive efficiency decreased, do

you think the w^ages would decrease under those circumstances'?

Mr. Lauck: I tliink they do. That is not per unit, but for

the class. That is, in times of depression on the railroad, you
have an actual decrease sutfered by the engineer and fireman,

through the fact that his earning power is limited by the possi-

bilities of the business.

Mr. Park: That is, as to some individuals, but on seniority,

the individuals have it in their power to keep their wages at the

maximum.
Mr. Lauck: Well, the rate of wages remains constant, but

the field for employment is limited, and, therefore, a man cannot

earn what he could before, and his income is reduced.

Mr. Park: Then, he should probably go into some other

vocation.

Mr. Stone: That is easier talked about than done, isn't it,

Mr. Lauck? Going into some other vocation, when he is pinned
down to some outlying isolated point.

Mr. Lauck: Yes; I think the significant fact is shown in the

industrial depression which we are just passing through, that

security holders have not sutfered, but employes have.

Mr. Sheean: Just a minute. I would like to know some-

thing about that. You mean the suspension of dividends?

Mr. Lauck: Let me qualify that statement by saying in

the receipt of income from securities. They have suffered in

the depreciation of the security values that they wanted to sell,

but the income has remained.

Mr. Sheean : No suspension of dividends, do you mean?
Mr. Lauck: Practically of small consequence in the "West-

ern railroads, as compared to loss of earnings to employes. The

Missouri, Kansas & Texas, I think, has passed one dividend,
and the Colorado & Southern has probably passed a dividend.

Beyond that, I don't know of any Western roads, except those
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that have been wrecked financially, like the Rock Island, and,

the St. Louis & San Francisco.

Mr. Sheean : You are limiting that just to railroads ?

Mr. Lauck: Yes, sir, just to railroads.

Mr. Sheean: Is that made, after having considered the

difference in dividends, as shown by our exhibits here, that were

paid in the last year, as compared with the year preceding?
Mr. Lauck: Yes, sir.

Mr. Sheean: How much? Well, what have you in mind,
as to how much loss in dividends was made, and how much loss

in wages was made by engineers and firemen?

Mr. Lauck : Why, you consider the aggregate of dividends,
there were more dividends paid in 1914 than there were in 1913.

If you consider the surplus dividends—disbursements like the

LTnion Pacific, there was about $96,000,000 more.

Mr. Sheean : Out of operations ?

Mr. Lauck: No, you didn't consider in your statement

dividends from surplus. You considered operations pure and

simple ?

Mr. Sheean: Yes.

Mr. Lauck: But if you take all the dividends, the surplus

being used for the purpose of maintaining uniform dividends

over periods of this kind (which is a settled principle of cor-

poration finance, that surpluses are accumulated for that pur-

pose, and were used in that connection for this purpose in the

past year) you have more dividends paid in 1914 than were paid
in any previous year.

Mr. Sheean : If you adopt that principle, Mr. Lauck, then

do you also consider its etfeet upon your surplus from year to

year, and compare the surplus of one year mth that of the

succeeding year, in getting at results?

Mr. Lauck: Yes.

Mr. Sheean: Then how much would the surplus be re-

duced !

Mr. Lauck: I don't recall the exact figures. It is some-

what less than 1914. I think the surplus in 1913 for all these

roads is about $578,000,000, and for 1914, about $400,000,000.

Mr. Sheean: And how much less was the payroll of the

engineers and firemen?

Mr. Lauck: Where?
Mr. Sheean: On the same roads. You say they have



6237

suff<'red. How much less was their paja'oll?

Mr. Lauck : I have no means of knowing, month by month.

Mr. Sheean : But you have it for the year, the same year
as the dividends.

Mr. Lauck: Why, the payroll for 1914—wliich does not

represent the industrial depression—
Mr. Sheean: But it is the same period as the other?

Mr. Lauck: It is the same period. That would fall off

ten or fifteen per cent in aggregate payments.
Mr. Sheean: How much in money?
Mr. Lauck: I don't know.

Mr. Sheeaii : And how much was the dropping off in

dividends and in surplus, and other reductions!

Mr. Lauck : There were more dividends paid, but of course

the surplus was reduced. The fact remains that the investor,

as compared with the wage earner, fared better than the wage
earner.

Mr. Sheean : I have heard you say that before, Mr. Lauck,
but I would like to have the facts on which you base that.

Mr. Lauck: I am going to submit an exhibit on that in

detail.

Mr. Sheean : Oh, you are going to come to that later ?

Mr. Stone : We will get to that later.

Mr. Sheean: I didn't know that.

Mr. Stone: When we get through with this cross-exami-

nation we will get to it.

W^ell, Mr. Lauck, in the end, in a general way, it is true

that supply and demand does regulate a whole lot of this wage
business. For example, if railroad managers were as plentiful

as section foremen, would they get more than section foremen's

wages ?

Mr. Lauck : Well, I think the wages are adjusted by supply
and demand, and by organization on both sides.

Mr. Stone: And they don't pay any more for any par-
ticular class of service than they are obliged to pay, do they?

They wouldn't pay an engineer $5.40 a day if they could get
him for $3.00?

Mr. Lauck: No. No business would. It is all adjusted

through that means at the present time. Supply and demand,
and relative degrees of organization.

Mr. Nagel: But that is not the extent of the theory you
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are advancing here!

Mr. Lauck : No
; my theory is that we should go beyond

that, and give participation.

Mr. Nagel: That is the reason I asked you, whether you
agreed to the rule laid down by Mr. McCrea.

Mr. Lauck: The regulation of supply and demand, of

course, is affected by the organization on each side, and where
the organization can take care, one side of the other, you have

corresponding advantages. But, as I was going to say, in the

steel industry, where you substitute machinery for skilled men,
and create a great mass of unskilled labor, who are unorgan-

ized, who have no capability of organizing, if you do not adopt
some principle other than the supply and demand principle,

your advancement in industry results in the degradation of

your labor, of your workmen, and the point I am attempting to

make is that engineers and firemen should have a further par-

ticipation, because of the fact that their earning power has been

absorbed by increased capitalization, or the results of their

earning power have, to some measure been dissipated.

Mr. Burgess : And also, Mr. Lauck, because their respon-

sibility and work has increased?

Mr. Lauck: Yes.

Mr. Burgess: By the protection of heavier powerf
Mr. Lauck: These facts have been brought out, or have

been presented by other testimony. I have not any statistical

means of proving these facts. That is another part of the case.

But that is the contention that is being made.

Mr. Burgess: Well, you don't dispute that fact?

Mr. Lauck : Oh, no, not at all.

Mr. Byram: You don't dispute the fact that the heavier

power carries with it a higher rate of pay!
Mr. Lauck: That is my understanding, although T know

very little about it.

Mr. Stone: Nor do you dispute the fact that the heavier

power also increases the earning capacity of the road?

Mr. Lauck: That is my contention.

Mr. Stone: Per unit?

Mr. Lauck: Yes, sir.

Mr. Stone: Or output.

Mr. Lauck: That is the previous contention we made in

the direct testimonv.
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Mr. Stone : It is also a fact that the employe has not shared

in the profits of the business. He neither had a share or we never

have thought it was a share, of what he produced.
Mr. Lauck: Yes. This contention is not a contention for

profits. It is a contention for participation in the output of his

own work, in productive efficiency.

Mr. Burgess: But, to be perfectly frank, Mr. Lauck, I think

we all realize that the heavier power carries a higher rate than

the light power, but neither class of power carries enough, or

else we would not be here. Is not that the real fact?

Mr. Lauck: I think that would be a very fair assumption.

Mr. Stone: I think that is a fair statement. I will sub-

scribe to that.

Mr. Lauck: My fundamental contention is then, that the

rate is not in accordance with the productive efficiency of the

engine.

Mr. Stone : You are not through with the Eock Island, are

vou, vet?

Mr. Lauck : No, sir. Have you got any questions you want

to ask me f

Mr. Stone : Yes, I have got a number of them here. When
the Rock Island acquired the Frisco, in May, 1903, the record

shows, doesn't it, that J. P. Morgan & Company received $1,-

997,625 par value in stock of the Eock Island for their services '?

Mr. Lauck: Yes, sir. Morgan & Company acted as the

banker or the manager of this financial transaction, and received

one per cent commission, or more than one million dollars in par
value of the Eock Island script.

Mr. Stone : Then, after they had it a few years, the Frisco

stock was sold by the Eock Island to Mr. B. F. Yoakum, wasn't

it?

Mr. Lauck : Yes, sir.

Mr. Stone: According to the records of the Interstate

Commerce Commission, the Eock Island lost on this sale to the

Frisco over $35,000,000?

Mr. Lauck : More than $35,000,000 ;
that was the testimony

of Mr. Sharood, the expert of the Interstate Commerce Commis-

sion, which was undisputed, I think.

Mr. Byram: Is that the Eock Island Eailway, or the Eock

Island Company?
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Mr. Stone: It is the same little group of pirates. It

doesn't matter which one.

Mr. Byram: I am asking the witness.

Mr. Nagel: Oh, yes, it matters very much, Mr. Stone,

whether it is the operating company or the Railroad company.
Mr. Lauck: It is the Iowa Company, the Railroad com-

pany.
Mr. Byram: Not the Railway company?
Mr. Lauck: Not the Railway company.
Mr. Stone: But if the Railroad company never had any

assets, how could they lose $35,000,000!

Mr. Lauck: Well, they lost $35,000,000 in comparing the

transactions, one with the other. I suppose you would have to

describe it in that way. The loss was by the Iowa Company,

however, with the exception of the ten million dollars, when it

was finally sold, resulting from the borrowing of money from

the Railway company, to relieve the collateral trust bonds of

the Iowa corporation.

Mr. Stone: It is also shown, is it not, that the Rock Island

owned some 48,000 of preferred, and 142,000 shares of common

stock, of the Chicago & Alton.

Mr. Lauck: Yes, sir.

Mr. Stone: You recall what they cost? Something over

$9,000,000, was it not?

Mr. Lauck: The cost was about that. I do not recall.

Mr. Stone: $9,760,000; if my figures are correct. And this

was subsequently sold at a loss to the Rock Island, of $6,370,000,

according to the testimony.
Mr. Lauck: According to the testimony of Mr. Sharood,

which is disputed by Mr. Reid, in connection with the two ex-

tracts of testimony which I read, being dependent upon the bonds

of the Clover Leaf, which were taken in payment.
Mr. Stone: As to whether they were worthless or—
Mr. Lauck: Yes, the expert of the Interstate Commerce

Commission says they are worthless, or estimated their value on

the basis of the Alton stock, which is very low. Mr. Reid says

they may result in some value in the future.

The Chairman: We will suspend.

(Whereupon, at 5 o'clock P. M., March 4, 1915, an adjourn-

ment was taken to March 5, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

AEBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-'

MEN AND ENGINEMEN
under the Act approved July 15, 1913, hy agree-

ment dated August 3, 1914.

C'hicag'o, Illinois, March 5, 1915,

Met pursuant to adjournment at 10:15 o'clock A. M.
Present: Arbitrators and j^arties as before.

The Chairman: Are there any corrections?

Mr. Stone: I think not.

Mr. Burgess: I have some corrections, Mr. Chairman, if

you please. Page 6174, fourth paragraph, fourth line, add the

word "such," following the words "case of."

Seventh line, strike out "it was" and insert the words
' '

they were. ' '

Following word "for," insert the word "no."

Eighth line, strike out the word "any."
The question would then read: "I was referring, Mr.

Lauck, to what the records show. Mr. Tollerton was asked the

question, 'Name certain devices that were installed for the sole

Xmrpose of relieving the engineer and firemen,' and I was assum-

ing that in case of such a connnunication from the General

Manager, that the Superintendent of Motive Power would hesi-

tate before he would put those devices on, if it cost money, when

they were to be used for no other purpose than the sole pur})ose
of relieving engineers and fireinen. That was the pur])ose of my
question."

On page 6238, sixth i)aragraph, strike out the word "pro-
tection," and insert the word "introduction." The question
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would tlien read: "By the introduction of heavier power."
That is all, Mr. C^hairman.

The Chairman: Are there any other corrections? Proceed,
Mr. Stone.

W. JETT LAUCK was recalled for further examination,
and having been previously sworn, testified as follows:

Mr. Stone: Mr. Lauck, before again taking up the Rock

Island, I asked you a question the other day in regard to those

Chicago & Alton bonds that were issued on the ])rosi)ective road,

that had been surveyed but not built. Did you look it up?
Mr. Lauck: Yes, sir; I looked up the record of the Inter-

state Commerce Commission.

Mr. Stone: Will you read it, please, so as to clear the

record.

Mr. Lauck: Speaking of the mortgage at the time of the

consolidation of the Chicago & Alton Railway and the Chicago
& Alton Railroad, the Interstate Commerce Commission states

as follows, in its report upon this property:
"This mortgage made by the Chicago & Alton Railway

Company, covering the stock of the Railroad Company, also cov-

ered about thirty-four miles of prospective railroad which the

company contemplated constructing, and which it was author-

ized to construct under its charter and organization, but all of

the bonds were sold and no bonds were left to raise money with

which to construct the line thus contem])lated, so that when the

new management took hold of the Alton on the 1st of October,

1906, it found that this line in the process of construction, had

already been mortgaged, the bonds sold and no funds reserved

with which to com])lete the construction."

That is from volume 12 of the Re])orts of the Interstate

Commerce Commission.

Mr. Stone: Coming back to the Rock Island again, which

we were discussing when we left off last night, I wish you would

describe the manner in which its o]^erating expense account was
carried on by the Rock Island, for the purpose of facilitating

the sale of its bonds. I mean the way it was manii)ulated.

Mr. Lauck: Yes, sir: according to the testimony of Mr.

Reid, I believe, whenever they had bonds to put on the market,
or at certain times when they did ]nit bonds on the market, they
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took certain items from operating expenses and carried tliem

in a suspense account, thereby indicating lower expenses and a

larger revenue, in order to facilitate the public taking the bonds.

Later, the items were restored to operating expenses and the net

revenue correspondingly reduced.

Mr. Stone: I wish you would describe the inflation of the

profit and loss surplus of the Rock Island.

Mr. Lauck: That inflation was based upon the testimony
of Mr. Sharood, the government expert, who testified that the

Alton securities, and some of the securities representing other

transactions were carried in the assets of the railroad company,
and the profit and loss statement, instead of showing a surplus,

should show a large deficit. A part of that surplus was the

Alton bonds and part of it the bonds which the Railroad Com-

pany sold to the Railway Company, when it sold the Frisco—
$7,000,000. His conclusion was that instead of showing a sur-

plus the Rock Island should show a heavy deficit.

Mr. Stone: If all the securities owned by the company had
been carried on its books at their market value the balance sheet

of the Rock Island instead of showing a surplus of $6,000,000
on June 30, 1914, would have shown a deficit of some million

or million and a half, would it not?

Mr. Lauck : Yes, sir. An interesting point in that connec-

tion grew out of Mr. Reid's testimony. There was a discussion

between Mr. Folk and Mr. Reid as to the value of these assets,

Mr. Reid agreeing that the bonds of the Railroad Company were

worthless, but the Alton bonds might have some value in the

future. Later on Mr. Reid testified as to certain assets of the

company which were carried below par on the books. He testi-

fied that the Chicago properties of the Rock Island were worth

$100,000,000 more than they appeared on the books of the Rock
Island Company. If that were true it would represent an im-

mense concealed asset—not concealed in the sense of anything

reprehensible if carried according to the requirements of the

Interstate Commerce Commission—but would indicate that

through the carrying of the Chicago properties at a low value

the Rock Island Railway had immense values on its books which

were not shown by its books. lie estimated it at $100,000,000.

Mr. Stone : It was also disclosed at this hearing, was it
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the railroad company. Mr. Reid with his associates is the

dominant factor in all three companies.
Mr. Stone : I think it might be well to explain also, while

you are at it, Mr. Lauck, that two of these companies are holding-

companies, with no visible assets except a little office furniture,

and they have issued bonds to the amount of how much ?

Mr! Lauck: $275,000,000.

Mr. Stone : That are now in the hands of innocent pur-
chasers?

Mr. Lauck : Partly, yes, sir. These two holding companies
were created simultaneously, one in New Jersey and one in Iowa,

and without assets, to hold the stock of the Eock Island I^ailway,

the operating company; the idea being that the railroad as an

operating unit would develop earning power to pay returns upon
part of this inflated capital.

Mr. Stone : They put nothing in, but if the railroad earned

enough they would drain its resources dry?
Mr. Lauck: Yes, sir. Mr. Reid, in his testimony, justifies

his action on the ground that the Rock Island Railroad Com-

pany, then the operating unit, or the source or basis of all this

financing, was earning about IOV2 pei' cent, and by issuing these

hundred million dollars' 4 per cent bonds, and the stock of the

New Jersey Company, he had simply, according to his justifica-

tion, capitalized the earning power of the property, and, of

course, if that earning power had been maintained, dividends

and interest requirements would have been paid upon the new
stock and bond issues.

The Chairman: Were those the bonds of the operating-

company ?

Mr. Lauck : No, sir. They were the bonds of the two

holding companies. The w^ay it was done was that the operating

company's stock was deposited as collateral for a bond issue of

$100,000,000, and collateral trust bonds issued by the Iowa Com-

pany, and the holders of the stock got these bonds. Then the

stock of the Iowa Company was exchanged for the stock of the

Rock Island Company in New Jersey, and in that way tliere

was a net increase of capitalization of about $150,000,000. The

gross was about $275,000,000, but the net was $1 50,000,000, and
about $100,000,000 was deposited as collateral to these bonds.

Mr. Stone: Mr. Lauck, it has boon i-epeatedly stated,
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tlirougli tlie press and through the different magazines, that the

Moore Brothers made about $100,000,000 on their deal with the

Eock Island. Do you know if this is the fact or not?

Mr. Lauck: No, sir, I do not. I have not gone into that

phase of the matter. I have not made any investigation along
that line.

Mr. Stone : Xor do I suppose you know" w^hether this press

report which was circulated broadcast last summer, that the

walls of their racing stable in England were hung with silk, was

true or not ?

No.

The fact remains, thej^ wrecked the Rock
Mr.
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So, as testified to at this point, and as repeated elsewhere

by Mr. Reid, the oronp which controlled the Rock Island and

which made the purchase, and which inflated the capital and

dissipated its resources, owned only one-third of the stock, or

about $20,000,000 of the $71,000,000 of tlie outstanding- stock of

the operating- coni])any. I think Mr. Reid's interest was only

about $6,500^000 out of $20,000,000.

Mr. Stone: I wish you would read, in connection with that,

as to what he says as to the number of stockliolders in the com-

pany besides his group.
Mr. Lauck: I have lost the exact reference, but Mr. Reid

testified there were about 4,000 stockholders besides himself,

Mr. Moore and Mr. Leeds. In other word^, the other two-thirds

of the property was held by 4,000 stockholders, holding from

one share upward. I think he said from five, ten to twenty
shares. He, on page 753 of the record, speaks about the ex-

change of stock between the new companies. Mr. Folk asked

this question:
"Do vou know how manv shares of stock of the Railwav

Company were exchanged through the Trust Company for the

New^ Jersey stock and the Iowa Company bonds, under the trust

agreement ?

"Mr. Reid: I think I can tell you that. Governor. At the

end of 1902 there were over 2,500 stockholders who deposited

stock, who owned 680,000 shares."

In other Avords, according- to his testimony, there were about

4,000 stockholders, besides his group, which represented control

through one-third of the stock, and that 2,500 of these came in

on the consolidated agreement in building the two new holding

companies.
Mr. Stone: So it is a fact, then, at no time did they own

a majority of the stock?

Mr. Lauck: They never held more than one-tliird of the

stock.

Mr. Stone: Here we have a striking case of a railroad that

was exploited and finally wrecked by a little handful of

financiers, that only had one-third of the stock of the com^iany ?

Mr. Lauck: Yes, sir.

Mr. Stone: So it does not require a majority of tlie stock,

to control a railroad, evidently?
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Mr. Lanck: No; I think that that is^ a well accepted prin-

ciple that it does not require a majority to control a corporation.
Mr. Stone: And it is also very evident from tlie testimony

and from the liistory of the road, that these 4,000 small stock-

holders had bnt little to say as to the financial policy of the

road ?

Mr. Lauck: Mr. Reid testified that they were informed as

to what was to be done and acquiesced in that, but, of course,

took no part in deciding- what was to be done. That is, he says
here that 2,500 of them came in under this agreement, to create

the two holding com]ianies.

Mr. Stone: That is, they gave their consent by ]U'oxies?

Mr. Lauck: Yes, sir; 1,500, practically, did not.

Mr. Stone: I wish you would read there, if you will, what
he says about the amount of stock actually issued f

Mr. Lauck: Page 752:

"Mr. Folk: Then, for tliat, there were issued $71,000,000
in bonds of the Iowa Com])any and $71,000,000 in common stock

of the New Jersey Company, and about $49,000,000 of ])referred

stock in the New Jersey Com])any, making the total about $191,-

000,000?

"Mr. Reid: Yes, sir. You asked about the stock a few

moments ago. I said there were $51,000,000 of preferred stock

issued. That was my recollection. There may have been bonds,
of course, in addition.

"Mr. Folk: So, in exchange for the $71,000,000 of the

stock of the Railway Company, there were received $191,000,000
in bonds of the Iowa Company and stock in the New Jersey

Company ?

"Mr. Reid: Quite right."

So the net result was about $191,000,000 issued.

Mr. Stone: Now, I wish you would read his statement of

the Railway Com])any, as bearing the Frisco loss.

Mr. Nagel: Before you go to that, Mr. Lauck, there is

nothing surprising in the influence of a minority, well organ-

ized, is there?

Mr. Lauck : No, sir.

Mr. Nagel : That would be true of a board of directors,

a well organized minority would be apt to carry the board?

Mr. Lauck : Yes, sir ;
in a great many cases, the control
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is exercised, practically, without any stock holding whatsoever,

through the securing of proxies. That is, in the case of a great

many hanking groups.
Mr. Nagel : By getting the proxies, they do get the nia-

ioritv?

Mr. Lauck: They get the control, yes, sir.

Mr. Nagel : It is the force of the well organized minority ?

Mr. Lauck : Yes, sir.

Mr. Nagel: Have you ever heen at a political meeting?
Mr. Lauck: Yes, sir.

Mr. Nagel: Very apt to he true there?

Mr. Lauck: Yes, sir.

Mr. Nagel : It might even he true in other meetings !

Mr. Lauck: Yes, sir.

Mr. Nagel : Did you say that the stock of the Railway

Com])any was increased and inflated!

Mr. Lauck: No, sir.

Mr. Nagel : Then when you speak of inflation, you have

reference to the two paper companies ?

Mr. Lauck : Yes, sir
;
tlie building of the structure upon the

stock of the Railway Company.
Mr. Nagel : And the basis of all those issues of stock was

the operating company?
Mr. Lauck : Yes, sir.

Mr. Nagel : And the stock of the operating company was

given as security for the bond issue of the paper company?
Mr. Lauck: Yes, sir.

Mr. Nagel : Now, insofar as this hearing is concerned, we
are not interested, are we, in the paper companies, except in-

sofar as the controlling interest of those companies may have

induced the operating company to strain a point to make divi-

dends ?

Mr. Lauck : That is all, sir, and any losses they inflicted.

Mr. Nagel : That is the full extent of our interest in the

paper company?
Mr. Lauck : Yes, sir.

Mr. Nagel : Beyond that, we simply have an illustration

of a case in which the gentlemen had so many paper securities

to play with ?

Mr. Lauck: Yes, sir. I think the real significance of this
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is, there is only one point, and that is it exemplifies the capi-
talization of the earning power and the increased inflation of

revenues. What I was going to say, Mr. Nagel, was, it seems
to me, the significant thing, from our standpoint is that here

was a kind of financing which is similar to many other episodes
we have been going into, which simply illustrates the tendency
to absorb revenues, if such revenues are developed from the

physical operation of a property.
Mr. Nagel: I have your point in mind. T simply wanted

to limit the influence within its proper sphere.
Mr. Lauck : Yes, sir.

Mr. Stone: I wish you would read what Mr. Reid says
about the sale of Rock Island Company stock to investors.

Mr. Lauck: Page 875:
' ' Commissioner Clements : Mr. Reid, can you tell us how

much of the stock of the New Jersey Company, common and

preferred, was sold to the public or to investors ?

"Mr. Reid: Mr. Commissioner, I could not answer that

question. Out of, say, practically 711,000 shares of stock put in,

assuming that the outside public would have forty-five or fifty

million in that—I do not know what they did with their stock—
that was made up of 2,500 or approximately 3,000 stock-

holders."

In other words, Mr. Reid testified that so far as the banking
groups were concerned, Mr. Morgan and other reputable bank-

ing houses, they did not offer any of this stock on the market,
but a considerable portion, insofar as it got on the market, was

through the 3,000 investors who had come in on the transaction,

and who, later, disposed of their shares, probably on the open
market through brokerage houses. For that reason he says he

is unable to say, but it would be approximately the amount of

holdings of the 2,500 investors, or about two-thirds of the stock.

Mr. Stone : Now, I wish you would read the exchange at

arms between Mr. Reid and Mr. Mudge, the expert statistician,

as regards salaries and wages.
Mr. Lauck: Page 809:

"Mr. Reid (Interposing) : Under the present conditions,
I would not accept as a present the control of a Western or

Soutliwestern railroad if I had to operate it for ten years.
"Mr. Folk: The conditions have gotten worse?
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"Mr. Folk

"Mr. Reid

Mr. Keid: Yes, most decidedly.

"Mr. Folk: What lias made tliem worse, Mr. Reidf Was
it not the taking in of fictitious securities and reporting to the

stockholders as assets securities which Avere not securities at all

—would not that tend to make conditions worse!
' ' Mr. Reid : My dear Governor, that is a small thing.

What is a small thing!

When you cut down all the earning power by

reducing rates, both passenger and freight, and raising taxes

and the fixed charges and maintenance, your earnings disappear

very fast.

Do you think wages have gone up in the last

They have, in the last fourteen years, con-

Tlie wages of loco-motive engineers?

Everybody and everything.

The wages of trainmen?

Everything.
How about clerks?

All except clerks in stores.

Clerks in your offices have not gone up?
Clerks in stores and offices is about the only

class that has not gone up.

"Mr. Folk: And your agents?
' ' Mr. Reid : I do not know the pay of a station master, but

I know the payroll of the railroads has gone up enormously, and

I know the taxes have gone up from $1,000,000 to $3,500,000."

Then skipping a page, which w^as a continuation of this col-

loquy, we find the following:
' ' Mr. Folk : Right there, let us take up some wages at the

other end of the line.

"Mr. Reid: Very good, sir.

"Mr. Folk: You paid Mr. Loree $75,000 a year,

didn't you?

"Mr. Reid: Yes, sir. That is to say, it w^as distributed

between the Frisco and Rock Island, half and half.

"Mr. Folk: He stayed with you ten months, and then you

paid liim $450,000?

"Mr.
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"Mr. Beid: Yes, sir; sharing it half and half with the

Frisco.

"Mr. Folk: Mr. Mudge, the president, is paid a salary of

$60,000 a year?
"Mr. Reid: Yes, sir.

"Mr. Folk: R. R. Cable, President of the Board of Di-

rectors, receives a salary of $32,0001
"Mr. Reid: Yes, sir.

"Mr. Folk: Mr. Leeds $32,000 a year, and Mr. Wincholl

$40,000?
"Mr. Reid: Yes, sir.

"Mr. Folk: R. A. Jackson was paid $25,000 a year, and

you gave him $100,000 in cash in addition, when he left?

"Mr. Reid: Yes, sir.

"Mr. Folk: You yourself receive $32,000 a year, and C.

H. Warren, Vice-President, received $35,000 a year, and Mr.

Purdy received $22,500 a year, and when he left he was paid
for two years without doing anything at all. Now, you complain
of the wages being increased at one end of the line. What have

you to say about these high salaries at th(^ other end ?

"Mr. Reid: In the first place, those salaries were not all

being jmid at the same time.

"Mr. Folk: Indicate what salaries were paid at the same
time. ' '

Then, Mr. Reid states tluit Mr. Purdy was not being paid
at the same time as the others, and that his salary was paid on

account of the illness and long service which had brought about

the illness, in the Rock Island.

"Mr. Folk: Mr. Reid, you think these men earned these

high salaries?

"Mr. Reid: I do not think there is a man there who did

not earn more than he was getting.

"Mr. Folk: In other words, you defend paying these high
salaries?

"Mr. Reid: I defend nothing. Here is 8,000 miles of rail-

road. The man who can run 8,000 miles of railroad is worth

all he can get."

Then, later in the testimony, Mr. Reid's attorney brought
out the fact that although these high salaries were paid, that

ihey constituted a small proportion of operating cost. I men-
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tion that fact so as not to have you think 1 am pnttino' iu only

evidence on one side.

Mr. Stone: He defends the theory that a man who has

ability to sell is worth all he can get?
Mr. Lauck: Yes, sir. Mr. Reid's idea was that a man was

worth all he could get. He did not complain about the wages.
His attitude was, that the plight of the operating company was
due to contignencies in the way of higher wages and lower rates,

and increased taxes, and that he would not have a railroad if

someone would give him a present of one, and he would gladly

relinquish the Rock Island if he could get any one to take it. Of

course, Mr. Folk took exception to that interpretation of the

difficulties of the Rock Island, as being due, rather, to the finan-

cial management or mismanagement, and not to the conditions

which prevailed, such as Mr. Reid spoke of.

Mr. Burgess: Is that the inference you place on Mr. Reid's

statements in regard to not being willing to accept the presi-

dency of any Western or Southwestern line '!

Mr. Lauck: You mean my inference"?

Mr. Burgess: Yes.

Mr. Lauck: I was sim])ly trying to give an unbiased state-

ment of Mr. Reid's position. That was his statement of the rea-

son why he would not. Of course, I would agree with Mr. Folk

that the difficulties of the Rock Island were largely due to finan-

cial mismanagement, and probably the troubles Mr. Reid did

not anticipate were these contingencies which have developed
since these holding companies were formed. Mr. Reid and his

associates practically assumed that the same business condi-

tions w^ould prevail and that the earnings of the Rock Island

would remain as they were at any rate. Then we had certain

conditions which affected earnings and consequently they could

not maintain the dividends upon this structure of caintalization,

or could not pay them, and the whole scheme collapsed. To that

extent, of course, earning power was affected.

Mr. Burgess: Mr. Reid did express in no uncertain terms

his reluctance to accept the presidency of a Western or South-

western line, did he not?

Mr. Lauck: He said he would not have one as a gift; yes,

sir.

Mr. Burgess: Ho you assume that it was because of the
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increase in compensation, and the increase in taxes, thereby

making it a difficult matter to manage the railroads?

Mr. Lauck: No, sir. I think his statements there were

largely as a counter defense to what had occurred to the Eock
Island. Of course, if tlie Rock Island liad been properly man-

aged it would not be in financial difficulties at the present time.

Mr. Burgess: You don't know, Mr. Lauck, any real reason

for Mr. Eeid giving expression to the. fact that he would not

accept the presidency, then?

Mr. Lauck : Well, of course, I would not presume to say
that he did not mean that, because I would not take issue witli

his sworn statements, but an interpretation of the conditions

were these, that the road had been wrecked or practically ex-

ploited by financial mismanagement, in my mind, and the oper-

ating difficulties were emphasized by these facts, and the pres-

ent financial condition of the Rock Island is almost entirely due

to these facts.

Before the Reid-Moore group got control, it was, as you

recall, an excedingly prosperous road, paying large divi-

dends, had a surplus, and now the resources have been dissi-

pated, the road is not in as good physical condition as it might
have been, and the earning power has been constantly absorbed

in the effort to pay returns upon securities issued which were

unjustifiable, and that earning power might have been put back

into the road, or moderate dividends might have been paid and

the road be in first class financial shape at the present time.

Mr. Burgess: Mr. Lauck, perhaps I didn't follow you

closely, but I was trying to learn whether the exhibit gave any
real reason as expressed by Mr. Reid as to why he would object

to be in control of one of these railroads?

Mr. Lauck : No, sir, he did not sul)mit any facts or ex-

hibits, except he submitted the annual report, I think, of Presi-

dent Mudge, which we were discussing at one time previously
in the proceedings, as to the increased operating efficiency dur-

ing this period of Moore-Reid control. He submitted that as an

exhibit supporting his contention.

Mr. Burgess : Well, do you think, Mr. Lauck, from a peru-

sal of the evidence, that while these gentlemen were playing
with the paper securities, as Mr. Nagel has stated, that that

had any bearing on Mr. Reid's attitude to the presidency?
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Mr. Lauck: Why, 1 think that the difficulties of the Rock

Island are due to his control and financial management of the

property, and not merely to these conditions which he mentions,

that is, increased wages or reduced freight rates. Does that

answer the question f

Mr. Burgess : Yes, thank you.

Mr. Nagel : Mr. Reid did not have the Rock Island Rail-

way Company to give away, did he?

Mr. Lauck: No, sir, he only had one-third of it?

Mr. Nagel: He did not have that of the Railway Com-

pany. That stock was deposited as security for the bond issue

of the Railway Com])any, was it not?

Mr. Lauck : Yes. He owned one-third of the interest in

the Railroad Com]iany. I will have to think a little.

Mr. Nagel : So, in that respect, his otfer to give away the

railroad was gratuitous, was it not?

Mr. Lauck : Yes. I think it was rather an extreme state-

ment that he made. He had been worked up by Mr. Folk in the

testimony.
Mr. Nagel: I think we can all estimate the value of the

testimony as well as the witness on the stand can. The fact is

when he made that offer he must have had in mind the Railroad

Company or the Rock Island Company of New Jersey, in which

he was really interested?

Mr. Lauck : That is, do you mean that he did not own the

operating company ?

Mr. Nagel: He had none to give away.
Mr. Lauck : Oh, he had none to give away. He said he

would not have one if they would bring him one.

Mr. Nagel: Was he a practical railroad man?
Mr. Lauck : No.

Mr. Nagel : Then his judgment in that respect is not worth

a great deal.

Mr. Lauck : No.

Mr. Nagel : It would not be fair to judge real railroad

men by that standard ?

Mr. Lauck: No.

Mr. Nagel : Neither would his present estimate of the

value of the Railway Company be of great value?

Mr. Lauck: No. Judging from the history of the Rock
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Island it would he a very great reflection to judge railroad men

by Mr. Keid's experience, 1 should think.

Mr. Park: Mr. Lauck, did you examine Mr. Reid's tes-

timony carefully?

Mr. Lauck : No, sir, his testimony was so extensive. It

covered about 1,500 pages. It was considered financially impos-
sible to get that.

Mr. Park: Mr. Mudge is a practical railroad man?
Mr. I^auck : Yes. I have read an account of his testimony.

He defended the operating efficiency of the Eock Island, as he

had done in his annual report in this eleven years' review, and

I think submitted very elaborate statistics and so on, to indi-

cate that the operating efficiency had been maintained under his

direction.

Mr. Park: Did he not also attribute some of the troubles

encountered in operation to the pernicious rules and regulations

and rules on the standardization of equi]mient that was

unnecessary?

Mr. Lauck: Yes, sir, that was his explanation for a large

part of the difficulties of the road, such as the same analysis he

made—as was made in his annual re])ort, T think, last year.

Mr. Park: He also attributed it to the abnormally high

wages and increases that had been made in recent years?

Mr. Lauck : I think he did.

Mr. Stone: He certainly does speak of them in his annual

reports, does he not?

Mr. Lauck: Yes, sir; Mr. Mudge, in his annual leport last

year, made a very elaborate analysis of the operating develop-

ment of the Rock Island, since the Moore-Reid control—since

1902, to 1912, I think, and woi'ked out the causes in his mind

of increased operating cost, and attributed it to excessive legis-

lation, to the activity of labor in getting increased wages, and to

various legislative requirements. Vv^e discussed that, I believe,

when we were discussing productive efficiency, and, of course,

w^e, on our side, did not agTee with Mr. Mudge 's re])ort entirely,

and the Railway Age Gazette did not agree with it. I remember
the Railway Age Gazette examined it critically, and their point
was that if the surplus earnings of the Rock Island had been ])ut

back into property, say—like a well managed road, like the Bur-
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lingtoii, or other road^, that the Rock Island would have been in

good shape at the present time.

The Chairman: As I understand it, you are not ottering

this evidence for the ]:)urpose of discrediting the present man-

agement of the road 1

Mr. Lauck: No, sir.

The Chairman: But you are offering it for the purpose of

showing certain things that occurred, in connection with the

control of the roads heretofore, tliat were to tlie prejudice, not

only of the roads, but of the employes as well, and for which

the employes were in no wise responsible. Is that your theory?
Mr. Lauck: Yes, sir. It is extremely distasteful or dis-

agreeable to have to go into any method of this kind, and I

would like to avoid details of this kind as much as possible.

The Chairman: I have inferred from your testimony that

that is the purpose you h.ad in offering this evidence?

Mr. Lauck: Yes, sir.

Mr. Stone : Anything further you want to say on the Eock

Island, Mr. Lauck?
Mr. Lauck: Nothing that occurs to me.

Mr. Park: Mr. Lauck, just one more question. The Rock
Island has always paid the standard wage?

Mr. Lauck: As far as I know, yes, sir.

Mr. Park: In fact, they have been in some classes, per-

haps, a little higher—the shop?
Mr. Lauck: I have no doubt of that. I don't know about

that, Mr. Park.

Mr. Burgess: Well, Mr. Lauck, regardless of what value

Mr. Reid's testimony may be to this Board, individually or col-

lectively, the fact remains that he was before the Interstate Com-
merce Commission?

Mr. Lauck: Yes, sir.

Mr. Burgess: If I understand it, trying to exy)lain the

financial difficulties of the Rock Island Railroad ?

Mr. Lauck: Yes, sir,

Mr, Burgess: And he was practically in control of 'the

Rock Island Railroad at the time some of these difficulties oc-

curred, was he not?

Mr, Lauck: He and his group were in control of the Rock
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Island structure, tlirougiiout the entire period, 1901 up to the

present time, and are at the present time.

Mr. Burgess: So that regardless of the fact whether he

was a railroad man or not a railroad man, he was familiar with

part of these financial transactions ?

Mr. Lauck: He was familiar with them, yes, sir.

Mr. Burgess: And he was endeavoring to tell the Inter-

state Commerce Commission, to the best of his ability, how these

transactions occurred?

Mr. Lauck: Yes, sir; and defending his course in the trans-

action. Of course, he would tend to lay stress upon cause of

present financial difficulties, that were outside of any causes that

were not connected wdth his own financial management.
Mr. Burgess: And being what might be called the prime

factor in bringing around these conditions, he w^ould be familiar

with the facts, regardless of whether he was a railroad man or

not a railroad man?
Mr. Lauck: He was familiar with the financial manage-

ment, yes, sir.

Mr. Burgess: And do you know of any place in the exhibit

that he states that the difficulty of the Eock Island was due to

abnormally high wages?
Mr. Lauck: No;! he distinctly said that he had no quarrel

with wages.
Mr. Burgess : That is all.

Mr. Park : Mr. Lauck, I did not quite understand why this

was a supplement to Exhibit 61.

Mr. Lauck: After one was printed, Mr. Park, we had

some data that was not included in it, and we got it out in that

supplement form. They are practically all one exhibit.

Mr. Stone : We had a little more time than we thought we
would have, after we got the other oft' the press, so we improved
the opportunity by adding a little more to it.

Mr. Park: Do the sources of your information appear
in 61?

Mr. Lauck : Yes, sir
;
in both cases.

Mr. Park: 61 and 62?

Mr. Lauck : Yes, sir
;
in footnotes or in references—page

references.

Mr. Park : How long have you been preparing this 61 ?
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Mr. Slieean : Whether careful or not, the fact is that is all

we covered, either by cross-examination or affirmatively?

Mr. Lauck: Yes, sir; and our contention as against that

would be—I beg your pardon. I did not mean to interrupt you.
Mr. Sheean: No; go ahead.

Mr. Lauck: -—would be that if the results of productive

efficiency, prior to 1910, had been conserved, which the men did

not participate equitably in, why, there would not be any lack

of revenue subsequent to 1910.

Mr. Burgess : Were you present, Mr. Lauck, when Mr.

Higgins went back to the time that the first schedule was

prepared ?

Mr. Lauck : I was not present. I read part of his testi-

mony, and my impression from Mr. Higgins' testimony was that

inequalities in participation had been secured through the evolu-

tion of schedules and the exaction of fixed rules.

Mr. Byram: Mr. Lauck, is your testimony that you have

been giving in the last three days, designed to prove the ability

of these railroads to pay increased wages, or is it designed, as

you have just said, to show if certain things had not been done,

there would have been more resources available for that

purpose ?

Mr.
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roads, would create a difference in the ability of certain railroads

to pay, as compared with others?

Mr. Lauck: Yes, sir; it would create a difference.

Mr. Byram: Should that difference in the ability to pay,

brought about by whatever reason may have caused it, have

any influence on the amount that any railroad should pay to

its employes?
Mr. Lauck: I should think not, no, sir. My idea about

the whole thing is just a personal idea, though, that this ques-
tion of ability to pay does not enter into the question.

Mr. Byram : But you are proving by your exhibits, or at-

tempting to, that if certain things had not occurred, these rail-

roads would be able to pay more wages. I have heard you say

that, many times.

Mr. Lauck : The idea is that if it is claimed that revenues

have not been developed sufficiently to meet increased wage
payments, my purpose here is to prove, or attempt to prove,
that if revenues had been properly conserved, and if there had
not been an unequal distribution in the past, that revenues would
be available, and the men have not participated equitably in the

productive efficiency of the development of the railroads.

Mr. Byram : Well, I do not see how you can separate the

question of ability to pay, from your testimony here, if that is

the view you take of it.

• Mr. Stone : Mr. Chairman, in order to set the matter right,

I will say once for all what our position will be. Our position
will be that because these financiers, by their financial juggling,

have put a load on the railroads that is going to absorb all the

earnings for the next hundred years, is no reason why the en-

gineers and firemen should not be entitled to a fair wage adjust-

ment. That will be the position of these organizations, regard-
less of what their financial ability is at the present time.

Mr. Nagel: That is the position Mr. Slieean took at the

very opening of the case.

Mr. Stone: Yes, I know, but, unfortunately, Mr. Sheean

was counsel, and several of the men who spoke for these "Western

roads differed with Mr. Sheean.

Mr. Nagel : In response to your questions, I think.

Mr. Stone: I supposed they were testifying under oath.

Mr. Nagel: They had to testify, if you asked the question.
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Mr. Stone: Yes, they testified of tlieir personal opinion,

but Mr. Trenholm, when he speaks, speaks as Chairman for 98

railroads.

Mr. Nagel: Very trne; but the question still remains

whether Mr. Sheean 's statement that they do not rely on inabil-

ity to pay, is not conclusive, and whether the mere fact that you
have asked certain witnesses questions to Avhich they were

bound to respond, changes the situation.

Mr. Stone : That, of course, is something- for the Board to

pass on. If the Board wants to say "We will rule out all this

testimony and it has no bearing on this case at all, and Mr.

Sheean 's statement is conclusive," of course, that settles it.

Mr. Nagel: We have gone too far to take that position,

but in my judgment, inasmuch as this matter has been presented
like the trial of a case, that would have been a perfectly safe

position to take.

Mr. Stone: Then, with all due respect to the Board, the

time to have taken that position was as soon as we started in on

this line.

Mr. Nagel : It was suggested by me at that time, Mr. Stone,

very promptly.
Mr. Stone: And we might have shortened this case.

Mr. Nagel: We might have.

Mr. Stone: And we might not have gotten the results we
wanted to when we got through. I don't know.

Mr. Nagel: I don't know, either.

Mr. Burgess: Well, Mr. Stone—
Mr. Stone: Pardon me a minute. About every cycle

—
about every five hours it is due, where we get to this same point,

what we are trying to prove, and they don't deny this and don't

deny that. I can realize that these railroads don't want this

hidden history brought out.

Mr. Sheean: We have not made any objection, Mr. Stone,
at any time.

Mr. Stone : No
;
I realize you have not made any objection,

but you have done quite a good deal of cross-examination; but

now they say they never have claimed anything about productive

efficiency. Now, this is what Mr. Trenholm said about product-
ive efficiency. This is on pages 5523 and 5524 of Book No. 54:
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"Mr. Stone: And I take it for granted you do not sub-

scribe to the theory of productive efficiency at all !

"Mr. Trenholm: No, I don't. Productive efficiency is a

theory I have subscribed to, because it does not always work.

Productive efficiency only works where the railroad can pro-
duce the tonnage to enable the engineer to i^roduce anything.

Coming back empty, tlio railroad has a poor show for its share

of productive efficiency."

I think the word "not" is probably omitted there. I don't

know; it- don't read just right.

"I think, myself, it is very far fetched. It is a nice thing
to talk about."

And again, in a question of mine :

"Mr. Stone: So there is a saving all along the line, but

no increase in productive efficiency?"

He was discussing increased trainload and earnings.
"Mr. Trenholm: I don't see any productive efficiency, as

you call it."

It is very clear that they do not concede the fact that there

is any productive efficiency, or any increase in it, at least.

Mr. Burgess : Well, Mr. Stone, when you ask the witness

a question, either on direct or cross, you, of course, do expect
a reply?

Mr. Stone : I believe, under the rules of the game, when
I ask a question on cross-examination, the witness is expected
to reply yes or no, and then explain afterward.

Mr. Burgess : And to some extent he is obligated to reply,

but in no instance do you control in any sense the nature of his

reply ?

Mr. Stone: I should hope not, at least. I take it for

granted he is a free agent.

Mr. Burgess : So that while you might have asked these

questions on cross-examination, you in no manner controlled

the reply, and from the reply given you, you had reason to be-

lieve that the railway companies did desire the Board to feel

that they were unable to meet these advances! Is that a fact?

Mr. Stone: I perhaps inferred that from the testimony
of witnesses. I know I inferred that from the statements of the

Board in the different conferences we held.
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Mr. Biu'gess : And for that reason you considered it

proper to introduce these exhibits in rebuttal?

Mr. Stone: I most certainly did. You must understand

this, of course. Mr. Sheean asked Mr. Lauck how long he had
been working on these exhibits. In going up against one of

these cases you get ready for any line of development that may
come. I liave no way of knowing down what lane they were

going to go, but for the first time in my history I was ready for

them on any lane they might want to go down, and they may
take any cross-cut or go doA\Ti any lane they w^anted, and I am
ready and have an exhibit to meet it.

Mr, Burgess : But, Mr. Stone, you had not fully decided

whether you would introduce these exhibits until the defend-

ants had presented their direct case, had you f

Mr. Stone: No, sir. If I had, I would have put it in in

direct evidence instead of rebuttal.

Mr. Burgess : Well, that is the point I was trying to bring
out. And in that connection you have many other exhibits as to

Nvhicli you have not yet fully decided whether you will introduce

them in rebuttal or not ?

Mr. Stone : There are a number of exhibits that have been

prepared that will not be introduced. There are a number of

other exhibits that have been prepared that will be introduced,

unless, of course, the Board by a ruling cuts out this part of

the rebuttal.

Mr. Burgess : And your future line of action must be gov-
erned to some extent by circumstances, and you are not as yet

ready to reveal just what that action will be. Is that right ?

Mr. Stone: Our future line of action is carefully mapped
out, and will be pursued along a well defined plan, unless—of

course, the Board has it within its power to shut it out at any
time on any particular exhibit.

Mr. Sheean : Let me join Mr. Stone in the request that th;;.

Board do not shut out any evidence of any nature that Mr. Stone

thinks of the slightest materiality. Whether we think it material

or not material, or whether any member of tlie Board tliinks it

material or not material, I here and now, representing the rail-

road companies, ask that the Board do not shut out anything
that he thinks is of the slightest materiality upon any question
involved in tlie case.
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The Cliairman: I do not know what gave rise to this.

Mr. Nagel: The entire discussion is, of course, entirely

unnecessary. There has been no disposition to shut out any-

thing. Mr. Stone announced a proposition which was almost in

the words in which Mr. Sheean had stated the same proposition,

and if these two statements had been accepted in the beginning,

I still believe that most of this testimony would have been un-

necessary, but it is clear we have gone too far to consider that.

At the same time, I feel at liberty to express an appreciative

sense of any agreement between counsel in this matter and any

disposition to shorten this hearing, because it certainly has been

prolonged very much. As to the rules of cross-examination, we
have all heard about the rules that questions must be answered

'^Yes" or "No." If counsel will examine their questions, they

will find that most of the witnesses were not in a position to

answer in that manner, because the questions were not so

framed. That is a matter that is perfectly obvious from an

examination of the record.

I still believe that, strictly speaking, the position of the

railroads could not be changed, after Mr. Sheean 's announce-

ment, by the mere fact that a witness for the railroad on cross-

examination expressed an opinion. He was bound to make that

answer and that could not change the issue, if w^e had proceeded

by strict rules regarding evidence, but that is neither here nor

there. We are past that place, and we are bound to
f^o through

with it.

The Chairman: I was not present a while ago. I do not

know what happened.
Mr. Stone: We swung around to one of those cycles again

that come up now and then, as to whether or not anything had
been said about productive efficiency or inability to pay, or why
the exhibit was introduced.

Mr. Chairman, I realize, perhaps, we have violated all the

rules of the game, and I realize that it will be more than likely,

when Mr. Sheean goes back to legitimate law practice again, he
will be ruined in the first court in which he appears, if he under-

takes to examine a witness as he has done here, because he

makes a statement and the witness savs ves and no, which I

believe is utterly contrary to the rules of court procedure. I am
not a lawyer, so I will not have to go back to court to practice.
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I will go out and try to make another wage scale somewhere,

probably. I realize this : I realize that this is perhaps the great-

est arbitration the world ever knew in the history of labor. I

• realize that both sides are leaving nothing undone to win the

case; at least we are not, and I take it for granted the other side

are not. Perhaps w^e are overburdening the record. There is

another side to all this. It is not as though I, as a representative

of these organizations, was working for myself. There are

65,000 men out here on these engines, scattered all over this

Western territory, who have to be satisfied and who are vitally

interested. Perhaps this record is dry reading to some, but I

will assure you it will not be dry reading to tlie rank and file of

the men who read it. The}", at least, will be satisfied that an

honest effort was put forth to try to bring their side before this

Board in every detail.

The Chairman: I announced in the beginning that the very
broadest possible scope would be given to this inquiry, regard-
less of the ordinary technical rules that control the admission

of evidence.

Mr. Stone: Perhaps we have taken full advantage of that

and, may be, we have imposed on your good nature besides.

The Chairman : I feel we ought to hear everything that has

the slightest bearing upon these issues. Of course, strictly

speaking, if we had reached an agreement in the beginning,
which would have limited the issues to be presented to us, we
could have proceeded on that theory. We have not done so, and
I think about the best way to make progress is to go along and

receive all the evidence you may have to offer.

Mr. Byram : At the early part of this discussion you spoke
of productive efficiency. How do you connect the productive

efficiency of engineers and firemen with these exhibits that Mr.

Lauck has been testifying to in the last few days?
Mr. Stone : In reply to that, I suppose the connection from

your point of view is far fetched. Productive efficiency does not

affect the looting of a road in the least. The men who looted the

road were not showing any productive efficiency. The pro-

ductive efficiency of the great rank and file of the men may have

been just as good on that road as on any other road. What we
are fighting for here and what we want for our men, is an in-

crease in wages, and better working conditions. We do not be-
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lieve tliey should be deprived of that, because some particular
railroad is on the rocks because of financial mismanagement.
What we are showing here is what put them on the rocks. It

was not the wages. It was not the productive efficiency of th&

men. It was due to a few financial pirates who wanted to get
rich quick.

Mr. Byram: I still do not understand the connection be-

tween the two, after your explanation.
Mr. Stone: I did not expect I would be able to make it

clear when I started.

Mr. Byram: I am much obliged for the effort you made.
Mr. Stone: Thank you.
Mr. Byram: When this controversy started, the witness

was about to answer a question of mine. Do you remember it?

Mr. Lauck : I remember you asked a two-fold question ;

whether this was being introduced to show financial inability

to pay, or whether it was introduced to show what had become
of the productive gains of the railroads.

Mr. Byram: Yes.

Mr. Lauck: Does that state it correctlv?

Mr. Byram : Yes, I think it does.

Mr. Lauck: My answer to that would be that this was

being introduced to show the diversion of productive gains in-

equitably to capital as compared with labor, and had no bearing

upon the financial ability to ]^ay, unless that question was

brought up later.

Mr. Byram : You feel that your testimony in rebuttal is

consistent Avitli the theories that you have held to during your

testimony on direct examination.

Mr. Lauck : Yes, sir. According to my idea of it, on direct

examination, I attempted to develop the fact that through de-

velopment of the operating efficiency of the railroad increased

efliciencv had been attended bv increased efficiencv bv the men.
« • • «

Then, I gathered, from the rebuttal, that the claim was made
that this increased efficiency of the men had not been attended

with profits, owing to the necessity of making large capital com-

mitments; that after these capital commitments were satisfied

there would not be anything that would show as the result of

the productive efficiency of the men, confining it to the period
1910 to 1913 and '14.
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The object in presenting these exhibits is, in my mind, to

conchide my argument begun on direct examination, to the efiPect

that the men have not had in tlie past, or prior to 1910, an

equitable participation in productive efficiency; that if it had
been properly conserved, the results of productive efficiency
there would have been revenues available to meet all additional

capital requirements, and still to give a fair measure, according
to my point of view, of participation to the locomotive engineers
and firemen in the way of increased wages.

Mr. Byram: Would you consider money actually ex-

pended, from whatever sources derived,—actually expended on
these railroads—for improvements and betterments, which con--

tributed to the so-called productive efficiency of the road, an
offset against any of the unsatisfactory conditions which you
have been describing here, or as against increased productivity
of the men?

Mr. Lauck: Yes, sir; if I get your question correctly. I

consider that all capital requirements should be met, that is, if

part of the funds have been invested properly, and maybe un-

productively, that that capital requirement should be met.

Mr. Byram: You have criticized financial transactions of

most of the large roads involved in this arbitration. Now, if,

during the time that these irregular practices, so-called, pre-

vailed, there were expended on these properties large sums of

money, actually expended for improvements, would you con-

sider that as any mitigation or offsetting influence against the

conditions of which you complain?

Mr. Lauck: Oh, undoubtedly, yes, sir. I realize, also,

that sometimes even stock bonuses mav be necessarv. I think

the fundamental difficulty has been the reckless issue of securities

which have absorbed the revenue. If you do not mind, I will

read from the Interstate Commerce Commission report what is

found in volume 12, which Mr. Sheean and I discussed the other

day. These recommendations grew out of the Alton and Union
Pacific cases. It says :

"Railroad securities should be safe and conservative in-

vestments for the people. To this end, the risks of the railroad

should be reduced to a minimum. Every one knows that railway
securities fluctuate more or less, according to the prosperity of
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the times, and also by reason of the wide speculation in such

securities.
' '

Then it goes on to say :

'^It is a serious menace to the financial condition of the

country, to have large railway systems fail to meet their obli-

gations, or go into the hands of receivers, and the object of

legislation and administration should be to lessen the risks of

railway investments."
' ' The time has come when some reasonable regulation should

be imposed upon the issuance of securities by railways engaged
in interstate commerce."

' ' Men will not invest their money and take the risk for small

rates of interest.

''But this principle does not apply to old established rail-

way systems having good credit. Such railways should be pre-

vented from inflating their securities for merely speculative

purposes. Railroads should be encouraged to extend their sys-

tems and develop the country. It is of the utmost importance,

also, that railway securities should be safe and conservative in-

vestments for the public, and sliould yield good and ample
return for the money invested."

Mr. Lauck: Mr. Sheean, that was not in there about the

Hepburn Bill. It must have been another one.

That finishes what I had to say about the Eock Island.

Mr. Stone : Take up the next road, then.

Mr. Lauck: I will take up the financial history of the

Union Pacific Railroad Company, on page 258.

Immediately preceding this financial history is a short con-

sideration of the Union Pacific Railroad Company's special divi-

dend in 1914, or the dividend of $74,000,000 declared out of the

proceeds of stock.

The Chairman: What page are you reading from!

Mr. Lauck: Page 253. I was just mentioning that there

is a section there dealing with the special Union Pacific dividend

in 1914, of $74,000,000, declared from the proceeds of previous

investments in the Union Pacific imder Mr. Harriman's control.

The financial history of the Union Pacific appears on pages
258-271. We have already partly discussed this road in con-

nection with land grants.

Construction was beg-un in 1862, and was completed about
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1864. It was attended by many corrupt practices in the way
of dissipation of the government's bounty, through the stock-

holders of the railroad being the same as the stockholders of the

construction companies. The stockholders of the railroad made
about 48 per cent profit on the construction of the road, prin-

cipally in the form of government land grant bonds and their

stock issues. The road cost about $50,000,000 to construct, and

was paid for from second mortgage bonds donated by the gov-
ernment of the United States, or loaned by the government of

the United States, and by the first mortgage bonds of the

railroad.

The land grant bonds and the capital stock was practically

all a bonus to the persons interested in the construction, who
w^ere the stockholders of the road, and amounted to about

$43,000,000.

After the completion of the construction of the road under

these conditions, in 1864, or somewhat later, the road when it

began business was very profitable from the start and soon paid
dividends upon its stock, which w^as all fictitious. They began

paying dividends in 1876, and about 1880 Mr. Jay Gould, who
was actively interested in railway finances about that time (the

effect of vviiose activities can be seen in the history of almost

every railroad in the West), acquired control of the Union

Pacific, and consolidated it with the Kansas Pacific, another road

which had been built under government grants.

The Kansas Pacific was a road that was insolvent, working
at a deficit, and the Union Pacific was prosperous, paying divi-

dends. So Mr. Gould sold his holdings in the Union Pacific at

a profitable figure, acquired holdings in the Kansas Pacific,

which were selling at comparatively very low rates, and then

through influence in both companies brought about a consolida-

tion of the two properties on a par value for par value basis, re-

sulting in saddling the Union Pacific, a prosperous road, with—
increasing its capitalization, and imposing upon it two roads

that were financially insolvent, the Kansas Pacific and Denver*

Pacific, and, of course, resulting in large profits to himself per-

sonally and his associates.

As a result of the imposition of these two unprofitable prop-
erties upon the Union Pacific, and due to other extensions, tlie^

road dragged along in less and less prosperous condition, meet-



6272

iiig the deficits of tlie subsidiaries wliich had been attached to

it, until in the panic of 1893, it succumbed, and went into the

hands of receivers.

After the period of financial breakdown and depression had

passed—in 1896, 1 think it was, about that time—along when all

the other roads were reorganized, the Union Pacific was reor-

ganized and reacquired a great many of its subsidiaries, and in

1898 the so-called Harriman syndicate acquired control of its

road, and it entered upon its era characterized by using the re-

sources of the road, or capitalizing the earning power and using
the capital thus secured to speculate in the securities of other

roads, it being Mr. Harriman 's policy to build up a great Trans-

Continental system, and practically to control other railroads.

He used the earning power of the Union Pacific, which was de-

veloping very rapidly, as a basis for issuing securities, the pro-
ceeds, of which he used in acquiring the stock of the Southern

Pacific Railroad, a competing line, and securing a controlling
interest in it. He also acquired a controlling interest in the^

Northern Pacific, his object being to secure control of the North-

ern Pacific and the Burlington, and he bought extensively stock

of other railroads, like the Illinois Central, and the Atchison,

Topeka & Santa Fe, and would have in time probably acquired
control in the leading railroads in the West.

These operations on the part of Mr. Harriman were charac-

terized by very reprehensible financial i)ractices. There was a

so-called Harriman Syndicate, composed of Mr. Harriman and

members of the banking firm of Kuhn, Loeb «S: Company, and

Mr. Gould, and this syndicate was practically the same as the

Executive Committee of the Union Pacific Railroad. So this

syndicate ojierated by selling the securities of the Union Pacific

Railroad to themselves, and selling the securities which they

purchased to the Union Pacific Railroad, thereby making im-

mense commissions and ])rofit. For instance, selling the same

s^mdicate wliich had secured control of the Alton Railroad and

had consolidated the two properties, and as the result of that

consolidation they had issued to themselves, without considera-

tion, an immense amount of Alton ])referred stock, which had

cost them nothing. They, as a syndicate, sold to themselves, as

Executive Committee of the Union Pacific, this Alton stock at

$86.50 per share, which is now worth ])ractically nothing, and
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in the same way they liad acciuired stock, say, iii the Northern

Pacific, and then, having ac(|nired that stock, would sell it to

themselves as the Union Pacific at an advance over what they
had paid for it. In the same way that they would acquire South-

ern Pacific stock, and so on. So the result was that there was
an immense increase in the capitalization of the Union Pacific,

which became a drain upon the earnings. In order to meet the

interest requirements, the proceeds of that increased capitaliza-

tion were diverted by this syndicate to their own ])ersonal profit,

to a large measure, and finally it has come around to this point,

that the capitalization which was issued to secure the securities

is still outstanding against the road, while the proceeds of it

have been distributed during the past year, largely to the com-

mon stockholders in the shape of a special dividend or bonus of

33I/0 per cent, or $74,000,000. That is, in making these acquisi-

tions, $100,000,000 of convertible bonds were issued, and they

w^ere then exchanged for stock paying 10 per cent—common
stock.

During the past year, it was decided by the management of

the Union Pacific—probably on the ground that it was unwise

to pay 10 per cent in the ]>resent state of unrest about railroads

—to distribute the principal of 2 per cent of this dividend in

Baltimore & Ohio stock, which had been acquired after they had

sold the Northern Pacific and Southern Pacific stocks. So the

principal of a 2 per cent j^erpetual dividend was distributed to

the stockholders, amounting to about $75,000,000, and the divi-

dend reduced to 8 per cent.

So you still have a situation on the Union Pacific where the

capital has been increased, and the resources back of that cap-

ital, instead of being used to reduce the indebtedness, have been

distributed to the common stockholders. That is, in a brief way,
the final outcome of this series of financing.

Our claim would be there that if the revenues had been con-

served and not used as a basis for speculative operation by Mr.

Harriman and his associates, and if the resources had not been

dissipated through indefensible underwriting commissions, or

through i)ayments to syudicate operations, thai it would have

been possible for the employes to secure more equitable partici-

pation in the results of the operation of this railroad.
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That states the situation in a nutshell, from the standpoint

of the Union Pacific.

Mr. Stone : Do you want to take up in detail the diiferent

phases of it?

Mr. Lauck : Just as you like.

Mr. Stone: I think you had better.

Mr. Lauck: On page 260, there is a paragraph describing-

the construction of the Union Pacific—pages 260-263. That is

largely a repetition of what was presented in the history of land

grants to Western railroads, and is an abridgement of the report

of the Pacific Eailway Commission, and of the report of the spe-

cial committee on the Credit Mobilier. There is shown the facts

which I mentioned in giving a summary of the history of the

road, that the cost was $50,000,000, and the profit was about

$23,000,000, or 48 per cent; that the capital stock issue was prac-

tically all without any consideration.

It was the condition of the government in making the grant
to the railroad that the stock should be fully paid in. That was

evaded by simply having the construction company give its

check to the railroad and the railroad in turn endorsed the check

and handed it back to the construction company for stock. Or,

in other words, the construction company bought stock and gave
a check to the railway company. The stockholders in both the

construction company and the railroad company were prac-

tically the same, and the railway company delivered the stock

and gave the check back to the construction company for build-

ing the road. But the stock was all fictitious, and was a l)onus

to the promoters of the road.

On pages 262-3 appears the consolidation of the Kansas

and Denver Pacific with the Union Pacific, with the result which

I have indicated. This was brought about by Mr. Jay Goukl

and Russell Sage, and resulted in unloading on the Union

Pacific a large amount of worthless securities, which still exist

in the ca]^italization of the Union Pacific and which the pro-

ductive efficiency of the road has to make payments upon.
Section 4 deals with the insolvency of the Union Pacific;

Section 5 with the reorganization. In this reorganization there

was no scaling down of securities, and the financial excesses of

the past were capitalized and continued, and still continued up
to the present time.
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Mr. Stone: Before leaving page 262, Mr. Lauck, is that

the total cost of the road, in the first paragraph below your

table, actual cost of construction?

Mr. Lauck: The construction of the Kansas Pacific?

Mr. Stone: Yes.

Mr. Lauck: Yes, sir. The actual cost of the construction

of the added portion alone, as calculated by the Chairman of the

United States Pacific Railway Commission, was $11,800,000,

leaving an excess of capitalization over cost of construction for

the Denver Pacific of $13,228,000, and of the Union Pacific of

$23,000,000.

In all, up to the time of this reorganization, there was an
excess capital, not represented by considerations received, of

about $50,000,000, composed of the original inflation of the Union

Pacific, the addition of the capitalization of the Denver and

Kansas Pacific Railways. So, in the time of the reorganization,
this was all continued in a new form, and the fictitious capitaliza-

tion still continues up to the present time, and this capitalization

has received about 137 per cent in dividends, or about $40,000,-

000 of the productive efficiency of the road has been paid out

upon capitalization that did not represent any actual investment

in the property.
Sections 6, 7, 8 and 9 have to do with the administration of

Mr. Harriman in the Union Pacific,

The syndicate which I mentioned was composed of Mr. E. H.

Harriman, George J. Gould, Jacob H. Schiff, of Kuhn, Loeb &
Company, James Stillman, of the First National Bank of New
York, and Otto H. Kahn, of Kuhn, Loeb & Company.

The first thing that was done after the acquisition of con-

trol by this syndicate was to purchase the control in the Southern

Pacific, out of which it is estimated by the Interstate Commerce
Commission that they made about $11,000,000, or about 40 per
cent on an investment of $30,000,000, which of course was borne

by the L^nion Pacific.

The next transaction consisted of a purchase of the ma-

jority holding in the Northern Pacific, out of which it was esti-

mated that the syndicate made $20,000,000, or that the Union
Pacific paid an excess price of $20,000,000 for the securities

which had been acquired by the syndicate.

The svndicate next sold the L^nion Pacific the Chicago &
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Alton preferred stock, which it had secured for nothing through

consolidating the old Chicago & Alton Eailroad with the Chicago
& Alton Railway, and made a profit, according to market values

prevailing at that time, of about $8,000,000. Of course, this*

stock is hardly worth anything at the present time.

The object in acquiring the Northern Pacific stock was to

get control of the so-called Hill grouii of roads. That was
thwarted by Mr. Morgan and Mr. Hill. I think that the Harri-

man syndicate overlooked one point when the^^ were making
these purchases, and that was that the preferred stock of the

Northern Pacific could be converted into bonds, and after the

fight upon the Stock Exchange in which Northern Pacific went

to $1,000, an adjustment was brought about through the realiza-

tion of this fact by Mr. Harriman, and this led to the formation

of the New York Securities Company. This company was de-

clared illegal, and th^ assets redistributed to the original holders

oT Northern Pacific and Great Northern stock.

The assets were not distributed, however, in the form in

which they were given to the holding company, so the Union

Pacific, instead of getting back preferred stock, got other securi-

ties, and lost the control of the Northern Pacific.

But the result of all of these activities in a speculative way
was great profits to the Union Pacific treasury, and the moneys
thus realized after the dissolution of the Northern Securities

Company by the United States Supreme Court, were used in

acquiring the stock of other railroads, which the Union Pacific

held in its treasury. During the year 1906, I believe it was,
this road acquired about $120,000,000 worth of stock in other

companies, which consisted principally of Baltimore & Ohio

Railroad stock, Atchison, Topeka & Santa Fe stock, and Illinois

Central stock. Those were the principal companies:
The conclusion which I would wish to make here is the same

as I have had in mind on all other roads, and that is that, had
the management of this road been limited to its actual opera-

tion, and had not the financial management used its operation as

a basis for stock speculation, there Avould have been immense
revenues which would have been available for participation in

by the employes.
Mr. Stone : Well, these actions of the directors in making

these tremendous profits out of these deals simply added to the
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cost of transportation, and added to the load the road was car-

rying-, and it carries it to this day, doesn't it!

Mr. Lauck: Yes, sir. These activities of Mr, Harriman
came to the attention of the Interstate Commerce Commission,
as is well known, and they had a special investigation of the

activities of the so-called Harriman syndicate, and they came to

the conclusion, and stated in their report, that the action of the

directors in making these tremendous profits and deals with the

corporations whose interest it was their duty to subserve, and in

covering the same by increased capitalization, was not only

morally Avrong, but also added to the cost of transportation, and

that the Commission was entitled to the particulars of these

transactions, which, however, it never received.

Mr. Harriman was asked to testify as to these transactions.

He refused to do so, and the Supreme Court upheld him in that

decision. So the actual profits in these transactions w^ere never

known.

It particularly exemplifies to what extent a railroad may
become a rich field for banking commissions, and for the ex-

ploitations of syndicates ;
how railroad operating revenues may

be used as a basis for capitalization which was used for specula-

tive purposes.
Mr. Stone: About what were the bankers' commissions?

Mr. Lauck: The Interstate Commerce Commission could

not get Mr. Harriman or Mr. Kahn, of Kuhn, Loeb & Co., to

state, and the Supreme Court ui^held them in that, but it was

estimated that Kuhn, Loeb & Co. made about $3,000,000 out

of these deals, and that the syndicate made about $22,000,000 in

the dealings in stock.

Mr. Stone: It is also a fact, is it not, that the operating

success of the L^nion Pacific has been very remarkable?

Mr. Lauck: Yes, sir. Outside of financial transactions

which have loaded it with a lot of undesirable and indefensible

securities, the operating management has a great field in the

way of Trans-Continental traffic, and the oi)erating revenues

have been remarkable, and still continue to be very large.

Mr. Stone : The road, perhaps, put more money in invest-

ment of new equipment than any other line in the history of the

country, did it not, in the same period of time?

Mr. Lauck: Yes. AAHiile it was carrying on this financial



6278

policy
—while this was being done by Mr. Harriman and his as-

sociates, I think they spent betw^een $50,000,000 and $75,000,000
on this road for improvements. About $15,000,000 of that came
out of current income of the road.

Mr. Stone: In spite of the tremendous load it was carry-

ing of maintenance charges and the maintenance charge loan, it

was able to take this much from income in that time ?

Mr. Lauck: Yes, sir. Remarkable operating revenues

have been developed.
Mr. Stone: It also kept up its dividends on stock?

Mr. Lauck: Its dividends have—
Mr. Stone: Since 1900, I mean!
Mr. Lauck: Yes, sir. They have been uniformly main-

tained, and up to the past year w^ere 10 per cent.

Mr. Stone: The common stock!

Mr. Lauck: The common stock, yes, sir. The dividend on

the preferred has been maintained uniformly throughout.
Mr. Byram: Mr. Lauck, in what way have the engineers

and firemen on the Union Pacific been injured by the transac-

tions w^hich you have instanced?

Mr. Lauck: In no way directly.

Mr. Byram: How have they been injured indirectly?
Mr. Lauck: They have been injured indirectly by the fact

that capitalization has been issued which will absorb revenues.

The capitalization has been without adding one dollar to the

earning power of the road.

Mr. Byram: But there are ample resources to pay the

men?
Mr. Lauck: There are ample resources, yes, sir.

Mr. Byram: And is the margin so small that it is likely

to be eliminated?

Mr. Lauck: No, sir, I don't think—just as I have been

pointing out.

Mr. Byram: Then how^ can there be any present or future

injury to the employes?
Mr. Lauck: Well, there may not be any future, but if it

should be considered that employes should participate in rev-

enues on a different basis from what they are now participating—they are now participating on the basis of supply and demand
and the power of organization—if there should be a larger meas-
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ure of participation, why, of course, we would find tliat the

revenues of the Union Pacific has been absorbed by a payment
of dividends upon capitalization, which represented no invest-

ment in the road, and part of its resources had been dissipated

by the giving of commissions and underwriting fees to persons
who had sold securities to the road.

Mr. Byram: Is it your theory that the employes should

have higher wages on a road that operates under greater pro-

ductive efficiency than on a road adjoining which may not be so

productively efficient I

Mr. Lauck: Considering them road by road, I should think

so; but if we are considering it from the standpoint of the joint

movement or concerted movement of this kind, I should say no.

Mr. Byram: If I understand you right, the only way that

the employes of the Union Pacific could be injured would be in

case the new theory which you advocate should be adopted, of

participation in productive efficiency, and that then there should

not be sufficient profit to give them as large a share as they

ought to have in such iDroductive efficiency.

Mr. Lauck: Yes, sir. I am not, of course, advocating a

theory that there should be a new method of wage payments

adopted, in settling the distribution of the output of an industry,

but urging this as an offset to the claim, if it is made—which I

inferred was made—that the employes have participated more

than equitably now in the revenues, as compared with capital,

and in the concluding statement in my productive efficiency

argument, that in the distribution of the output, the employes
have not participated equitably, as compared with capital.

Mr. Bvram: I understood vou to say vesterdav that vou

thought there should be a new era.

Mr. Lauck: I think so. That w^as a personal opinion.

Mr. Byram: Is not that introduction of the new era you
think ought to prevail

—is not that the only condition under

which the employes of the Union Pacific could be injured?

Mr. Lauck: Under present conditions, yes, sir; I think so.

There is plenty of revenue there available to pay them now.

Mr. Byram: And they cannot be injured by anything that

has happened in the past—the employes, as long as the present

basis of determining wages continues?
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Mr. Lauck: No, sir; I should tliiiik tlie ones that have been

injured would be the public there.

Mr. Burgess: But, Mr. Lauck, if this Board should hold

"that thev could not eonsistentlv arrant an increase to the en-

'gineers and firemen, due to the inability of the Union Pacific or

any other railroad to meet that advance, then they would be

directly affected, would they not?

Mr. Lauck: Yes, sir.

Mr. Stone: Mr. Lauck, we hear (juite a good deal about the

theory of productive efficiency. Is productive efficiency any

longer a theory! Is it not a well established fact and accepted?
Mr. Lauck: I think so, yes, sir. I hope I have not created

the impression that I was attempting to develop some new fan-

gled theory here, as to method of wage payments. The idea

was, using the term "productive efficiency"
—probably ought

to use the word "productivity," or "output;" that the men have

produced certain revenue in which they should have a partici-

pation. That is the idea in a nutshell.

Mr. Park: Mr. Lauck, where is this theory in practical

working on the railroads in any other country, except the LTnited

States, where I understand it is not?

Mr. Lauck : Well, there is no theory working anwhere by
the name of productive efficiency. I don't think it is called by
that. I think the fact that you are basing rates of pay upon

cylinders
—I believe is the basis now, is it not—is recognition of

the theory, or that you are giving higher rates to larger engines

than smaller engines, is a recognition.

Mr. Park : Is that not on account of the increased re-

sponsibility, as claimed by the engineers ?

Mr. Lauck: I don't know the basis of it, but it seems to

me that is a recognition of the fact that one man is doing more

work than another, and producing more than another, and, of

course, you have the same idea applied in all systems of so-

called scientific management, where bonuses are paid, wherc^ the

time element and the stop watch is used. You have a specific

application of it there, but it seems to me, on the railroad, there

is either an unconscious or conscious recognition of the idea.

Mr. Park : Did not the Santa Fe offer to pay the engineers
a bonus at one time, and it was refused?

Mr. Ijauck: I believe Mr. Keefe told me that, but I don't
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know. He said they tried some such system. I don't know any-

thing about it.

Mr. Park: It is only in manufacturing and in so-called

profit-sharing- institutions. It is somewhat experimental,
is it not?

Mr. Lanck: No, sir; I don't think that this theory is ex-

perimental. I think it is the facts of existence in all industries.

That is, it is really what is the basis of wage payments. The
basis of wage payments is conditioned upon what the man is

worth to the employer, and the rate is fixed according to the

relative bargaining power of the two parties. That is, if I wish
to employ any one in my service, I would estimate in my mind
what the value of his services were to me, on terms of what he

could produce, or what services he could render. Then, I would
offer him probably a minimum amount, and he would request
the maximum amount, and Ave would adjust a rate somewhere
in between those two points.

Mr. Park : So that that would be practically a piece-work
basis. You would pay him for what he turned out each day in

a factory?

Mr. Lauck: In a factory, yes, sir. If it was like a cotton

mill, you would pay him so much per cut for weaving cloth, or

so much per hank for spinning yarn; or a steel mill, so much
each time the puddlers worked the furnace, and so on

;
but I was

attempting to put it on the basis—the general basis of wage pay-
ments. That is, the work of a man is what he can produce and
his wage pajmient is an approximation of what that is, it seems
to me.

Mr. Park : AVhy, then, in your opinion, do the engineers
in other railroad organizations, so strenuously oppose piece-
work or bonus systems, which are based upon increased pro-

ductivity of the individual ?

Mr. Lauck : I did not know that the engineers and firemen

did that. I had heard that it was opposed by the machinists. I

believe it did come to my attention that the machinists—
Mr. Park : It is quite generally known, I believe, that they

oppose piecework very strenuously, and even in the United
States Government Navy Yard, where they have work of this

character, that efficiency methods and piecework methods are
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opposed, even to the extent of introducing legislation in Con-

gress to prohibit it.

Mr. Lauck : Yes
;
that is what had come to my attention—

the Watertown Arsenal, and so forth.

Mr. Park: Why do you think labor opposes the reward
for the increased productivity in this way!

Mr. Lauck: I think that they have a notion—machinists

have—I have heard a number of them testify as to why they

opposed that. They have the notion, whether it is justifiable or

not, that the stop watch and the time-setting systems are used

to create a basis, which the rank and file cannot keep up with.

Those are the reasons that they publicly stated.

Mr. Stone: They get one expert, an unusually skilled

workman in one particular line, and they use him as a pace-
maker for all the rest, do they not!

Mr. Lauck : That is what they say ;
that is their statement.

Mr. Stone : It is just on the same principle that you speed
a machine beyond a certain speed, and you have got to the

danger line, and you have got the human machine speeded

beyond the limit. Is not that the objection!
Mr. Lauck: Yes, sir.

Mr. Stone: As soon as a man, through extra skill, pro-
duces more than they think he ought to, they at once proceed to

cut his wages, so that he cannot make any more than he did

before. That has been the practice referred to that has been

put in, has it not!

Mr. Lauck: That is what they claim. I have not investi-

gated that. Can I ask you a question, Mr. Stone!

Mr. Stone : Yes.

Mr. Lauck: Are the rates of pay to engineers and firemen

piece rates or not!

Mr. Stone: We think the man in road service is a piece

worker, with a guaranteed minimum day. He works by the

mile, so many pieces, and when he turns out a hundred of them,
he has turned out a day's work. He is guaranteed, if he is

called on and starts the machine, that he will be paid a day's

work; but regardless of whether this productive efficiency is

recognized or not, the rating of the wages of engineers and

firemen, by either weight on drivers or size of cylinders, has

exactly the same effect. He produces more, and our contention
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is then all the way that the wage of the man has not increased

with what he is producing.
Mr. Lauck: Yes, sir; it was my impression that the jn-e-

vailing methods of wage payments were, in reality, a recognition
of the idea, and that our contention was that the productivity
had not kept pace—payments had not kept pace with the

productivity.
Mr. Stone: Anything further on this?

Mr. Lauck : Nothing further, no, sir.

Mr, Stone : How much fictitious capitalization was issued

in connection with the original Union Pacific Eailroad?

Mr. Lauck: About $30,000,000 expressed—about $43,000,-

000 expressed; in terms of market values, about $23,000,000.

The par value is about $43,000,000.

Mr. Stone: What do the dividends amount to that have

been paid on that watered stock!

Mr, Lauck: It is estimated that the dividends aggregate—including this last special dividend,—for the whole period of

past years, about 136 per cent or about $41,000,000, or

$42,000,000,

Mr, Stone: How did the reorganization of the company
in 1885 affect its capital stock?

Mr. Lauck : When the reorganization took place, there was
no scaling down of the securities that had been issued before

that time, but the worthless securities which had been imposed

upon the consolidation of the Kansas Pacific and Denver Pacific

were continued, and securities also that had been issued at the

time of construction, which represented no investment value,

were continued. There was some slight addition to the par
value of the total capitalization also.

Mr, Stone : Is this statement correct, on the bottom of

page 259, that "The amount received annually by the Union
Pacific in interest and dividends on securities of other roads in

which it has invested its surplus and from other loans and

deposits is $4,800,000 more than the amount annually disbursed

on its funded debt."

Mr. Lauck: That was true before they disposed of their

B. & 0. stock.

Mr. Stone: That special melon was cut last year?
Mr, Lauck : Yes, sir. That would be reduced now bv the
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amount of the dividend whicli they received on the B. & 0.

stock. If they had, instead of buying these securities after the

Northern Securities Company failed, used the proceeds, then

they would have had a sufficient amount of money to have paid
all their funded debt at that time, and have no outstanding
funded obligations whatsoever.

Mr. Stone: That is, instead of distributing this to the

stockholders 1

Mr. Lauck: Yes, sir,

Mr. Stone: It is a fact that they are disposing annually
in dividends on common stock that was issued without consid-

eration ?—
Mr. Lauck: Yes, sir.

Mr. Stone: (Continuing) Of a sum of money that is more

than twice as great as the total compensation of their engineers

and firemen ?

Mr. Lauck: Yes, sir.

Mr. Stone: That should answer the question whether or

not they are able to stand an increase in wages'?

Mr. Lauck: Yes, sir. Of course they are perfectly able to

stand it. The road is very prosperous.

Mr. Stone :
• Do you want to say anything further in regard

to the Union Pacific land, or did you cover that the other dayf
Mr. Lauck: I covered that fairly well when I went over

all the land grants for all the Pacific roads, the Union, the Kan-

sas, the Sioux City and the Denver Pacific.

Mr. Stone: Do you understand the Union Pacific still

holds their Illinois Central stock ?

Mr. Lauck: I think so, yes, sir.

Mr. Stone: Have they disposed of their Chicago & Alton

stock!

Mr. Lauck: No, sir, they have not, as far as I know. I

presume they regret that they have not. The stock they paid
about $8,000,000 for is practically worthless now, or worth very
little.

Mr. Stone: It has a market value of $2,000,000, and pays
no dividends?

Mr. Lauck: That was a case where the Alton syndicate
unloaded on the Union Pacific the stock which they had acquired

through the inflation of the capital of this road.
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Mr. Stone: It is a fact that the Union Pacific has greatly

increased its financial debt by many millions of dollars in order

to make purchases of Northern Pacific and Southern Pacific and

other stocks!

Mr. Lauck: Yes, sir. I think the principal addition in

debt was the authorized issue here of $100,000,000 convertible

bonds, which were later changed into common stock. The bonds

originally paid 5 per cent interest and the connnon stock pays
8 per cent, and it has paid 10.

Mr. Stone: In this history of the Union Pacific do you
show anywhere the St. Joe and Grand Island?

Mr. Lauck: No, sir.

Mr. Stone: That is handled separately and distinctly?

Mr. Lauck: Yes, sir.

Mr. Stone: It is now owned as a part of the Union Pacific,

although operated separately?
Mr. Lauck: Yes, sir: As to the St. Jose])h & Grand

Island, the Union Pacific has concurrently owned it and lost it.

They would have a receivership or a change in management and

they would lose the St. Joe & Grand Island and take it back

again afterward, and now they have it in their possession.

Mr. Stone : Do you cover that anj^^here in this exhibit ?

Mr. Lauck: Yes, sir.

Mr. Stone: I think it might be well to take it up in connec-

tion with the LTnion Pacific.

Mr. Lauck: It has quite a remarkable history for a little

piece of road. That is found on page 340.

Mr. Stone: Tell us just what happened to it.

Mr. Lauck: That road has had a history similar to most

of the other roads in the West. It started out with a land grant

of 437,000 acres, and had a capitalization of $10,000,000. It was

constructed with an excess estimated capitalization of about

$2,000,000 out of the $10,000,000. It went into the hands of a

receiver and was reorganized in 1885. At that time there was

an increase in capitalization, without investment in values being

increased. It was reorganized again in 1897, which led to a

further increase in its capitalization of an excess of about

$9,000,000, and after this reorganization it was acquired by the

Union Pacific, which had also owned it prior to the 1885 reor-
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ganization, and had lost it in 1893, when the Union Pacific went

into the hands of a receiver.

The general conclusion that was arrived at from the study

of this road, is found in the middle of page 340, to the effect that

50 per cent of the capital was excess or fictitious, and that the

traffic is called upon to pay dividends upon this excess capitali-

zation.

Since the last acquisition of the road by the Union Pacific,

there has been a protest on the part of the St. Joseph & Grand

Island minority stockholders to the effect that the Union Pacific

is using this road for the benefit of the Union Pacific, and to

the detriment of the minority stockholders. That is, it is

claimed that the Union Pacific is using the earnings of the road

to improve only that part of the system used by the Union

Pacific, from Tincohi to Hastings, Nebraska, I think the points

are, and the effort has been made to enjoin the Union Pacific and

to compel them to improve other sections of the road, and to

use the earnings of the road for the payment of dividends to

the stockholders of the St. Joseph & Grand Island.

That is considered on page 349 under the caption "The

Policy of the Union Pacific." The quotation there from the

Commercial and Financial Chronicle gives the views of the

minority stockholders, and on the succeeding page. Judge

Lovett, Chairman of the Union Pacific, issues a denial of the

statement. The only salient thing about this road, from our

standpoint here, as is characteristic of most of the roads we

have considered, is the claim that through excess capitalization,

revenues have been hypothecated, or will be hypothecated, and

that an equitable participation in productive efficiency or in reve-

nues thereby might be denied to the employes.

I believe that is all I have to say about that road.

Mr. Stone : All right.

Mr. Lauck : The next road I thinlv it would be well to take

up, is the Missouri, Kansas & Texas. That is found on pages
244 to 250.

Mr. Stone : How was the Missouri, Kansas & Texas Rail-

way constructed and financed in its early history?

Mr. Lauck: It was constructed on the basis of land

grants. The direction which the line would take was largely
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dependent upon the amount of land which could be secured;

that is, a great many sections which subsequently were found

to be unprofitable from the standpoint of the railroad, were first

acquired on account of land which could be secured in going in

that direction when they were constructing the railroad.

Mr. Stone: You would understand from that, they had
not any well defined plan, but simply went where they could get
the most land?

Mr. Lauck : Of course, they had a plan of construction.

Mr. Stone : In a general direction ?

Mr. Lauck: Yes, sir. But they diverged from that plan,

it is claimed, in order to acquire lands which w^ere more valua-

ble. It was constructed by the usual methods in those days, of

collusive arrangements between the stockholders and construc-

tion companies, and a great deal of added capitalization and cost

was imposed upon the road through this kind of construction

company methods.

It is also pointed out by the committee which investigated
the road later, in 1888, that bonds were issued for a road which

was never built, and those bonds have been continued in the

capitalization of the company up to the present time, and repre-
sent a loss up to the present time of about $4,000,000. The road

became insolvent in 1876 and was reorganized, and the previous
excesses were capitalized and continued.

In 1881 the Gould gToup, or Gould-Sage group of financiers,

acquired control of the road and systematically depleted it until

1888. They purchased control of the Missouri, Kansas & Texas.

They then had the Missouri, Kansas & Texas purchase the Inter-

national & Great Northern Railroad, and thev leased the Mis-

souri, Kansas & Texas to the Missouri Pacific. Then the Mis-

souri, Kansas & Texas was made to bear the brunt of the losses

of the operation of the International & Great Northern, while

the Missouri Pacific got the traffic from the International &
Great Northern, and both roads were looted by the Missouri

Pacific through this arrangement.

The Chairman : We will now take a recess.

(Whereupon, at 12:30 o'clock P. M., a recess was taken

until 2:80 o'clock P. M.)
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After Recess.

W. JETT LAUCK was recalled for further examination,

and having been previously sworn, testified as follows :

Mr. Stone: When we adjourned for lunch we were on the

M. K. & T., I believe.

Mr. Lauck : Yes, sir. When we adjourned for lunch I had

about concluded a brief summary of the finances of the M. K.

& T. The part which I had not mentioned was that after the

Gould-Sag'e group got control of the road, they required the

M. K. & T. to buy the International & Great Northern. They
then leased the M. K. & T. to the Missouri Pacific, and diverted

traffic from the International & Great Northern to the Missouri

Pacific, and practically^ rendered both roads insolvent by this

method and by failing to maintain proper maintenance charges,

and the M. K. & T. was thrown into the hands of the receivers.

The International & Great Northern was sold to the Mis-

souri Pacific, and the net result of the acquisition of this line

and the Gould dominion w^as that about nineteen and a half mil-

lion dollars of capital stock, which the M. K. & T. had issued in

return for the International & Great Northern, remained in its

capitalization, without any corresponding assets beyond about

one million dollars, which was paid as an assessment on the stock

at the time of the reorganization of the International & Great

Northern.

The conclusion at which I arrived as a result of the financial

history of this road, was that the original bounty of the Gov-

ernment was used largely in its construction; that excess capi-

talization to the extent of about $30,000,000 was added to it,

through its history, and through the Gould control, and dividends

and interest charges aggregating about $30,000,000 had been

paid upon this up to June 30, 1913; and that bonds had been

issued to the extent of slightly more than $1,000,000, to construct

a branch of this road, which branch was never constructed, and#

the bonds still exist in the capitalization at the present time.

Mr. Stone : How much of the company's capitalization rep-

resents no value—represents water?

Mr. Lauck: The estimate at which I arrive was al)out

$30,000,000.
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Mr. Stone : AVhat is the annual interest charge on this

capitalization?

Mr. Lanck : I tliink it is about $1,000,000 annually. I don't

recall exactly.

Mr, Stone : Anything further you want to say on the M. K.

&T.?
Mr. Lauck: Nothing, no, sir. Nothing further.

Mr. Stone : Take up the next road then.

Mr. Lauck: I take up next the Duluth, South Shore &
Atlantic. It is on page 276.

The only point of interest in connection with the Duluth,

South Shore & Atlantic in this connection, is that the initial

capitalization of the company was water, to the extent of about

$18,000,000, at the time that the syndicate which established the

line disposed of it to the railroad company proper. This con-

stitutes a claim on future productive efficiency, if any is ever

derived from this road—no dividends have ever been paid upon
its stock, and the interest requirements upon the bond issues

have not been met for a number of years ;
the road is owned by

the Canadian Pacific, and is chiefly of value as a feeder or as a

part of the Canadian Pacific System, which is a very prosperous

road, and the Canadian Pacific, rather than bring about a fore-

closure of the Duluth, South Shore & Atlantic, has allowed the

interest payments to accumulate, and has not required payment.
Mr. Stone : How much interest has accumulated under this

plan?
Mr. Lauck : The Canadian Pacific holds about $18,000,000

of funded debt of this road, and up to June 30, 1913, the end of

the fiscal year, it exceeds $7,000,000, I think. I say :

"Funded obligations of the railroad to the amount of $18,-

107,000 are held by the Canadian Pacific, which has allowed the

unpaid interest to accunndate in preference to a reorganization

until it exceeds se\:en million dollars."

It was evidently a mistake to luiild this road as an inde-

pendent road along the Great Lakes, where it had competition

with water service, and a territory which was already covered

by practically other roads. As an independent road it would

not have been successful. As a branch of the Canadian Pacific

Railroad—its value arises chiefly from that fact.

Mr. Stone: In con>idering the increased wages to en-
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gineers and firemen by this road, should the Diilutli, Soutli Shore

& Atlantic be considered by itself, or in connection with the

Canadian Pacific?

Mr. Lanck: It should be considered as an integral ])art of

the Canadian Pacific, it seems to me.

Mr. Stone: Anything- further on thatf

Mr. Lauck : No.

Mr. Stone: Take up the next.

Mr. Lauck: I will take up next, the Denver & Rio (xrande.

That appears on page 1^86. The most significant facts in con-

nection with this road, in relation to the argument which we are

endeavoring to put forward is that from 1873 to 1886, it was
characterized by management which has been considered im-

proper, and by too rapid extension and very sliarp competition
with other roads. From 1886 to 1908, there was a gradual im-

provement in the financial operation of the road and in the

operating efficiency of the road. About that time, the Denver
& Rio Grande, owning to the fact that the Rockefeller-Harriman

group had gotten control of the Union Pacific and Southern

Pacific, was shut off from connection with the Pacific Coast, and
it was deemed wise to go to the Pacific Coast, over its own rails,

in order to i^revent itself from being shut ofl' from Trans-Conti-

nental trafific, and the Western Pacific extension of the road

was projected and constructed. That has been a considerable

drain upon the financial resources of the Denver & Rio Grande,

owing to the fact that the Denver &: Rio Grande agreed to meet

the unpaid interest charges upon the bonds of this road, and

owing to the fact that the road was financed entirely through
bond issues. The stock was issued as an indication of owner-

ship entirely and taken into the treasury of the Denver & Rio

Grande without any consideration. The result has been that the

Western Pacific since its completion—before its completion, it

was a drain upon the parent company, for the reason that in-

terest charges had to be paid during- the progress of construc-

tion, on bonds that weie issued for construction. I think about

$12,500,000 was ]3aid by the Denver &: Rio Grande in that way,
and since its construction and operation it has not met its fixed

charges. It has been carried by the Denver & Rio Grande from

year to year, until finally, the other day, it was ])la^ced in the

hands of receivers—that is the Western Pacific, and I suppose
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for the purpose of relieving the Denver & Rio Grande from these

charges.
Mr. Sheean: Is that the operation tliat yon say was neces-

sary and economically justifiable?

Mr. Lauck: Yes; I think so; ultimately will be profitable.

It will depend altogether on the development of traffic in I'tah

and Colorado, and ])ossibly the Western Pacific would have

fared much better, had it not been for special conditions which

have obtained in those states, as I understand it, during the re-

cent years. For instance, the coal strike in Colorado and the

decreased traffic, for that reason.

When this study was made, I did the thing which no one

should ever do, and that is sort of prophesy, and I prophesied
that the Western Pacific would be a paying ])roperty, which

recent events have not justified. That is, the Western Pacific

this week, I think, went into the hands of receivers. Ultimately,

it seems to me, it should be, though.
Mr. Sheean: If financiers have backed that opinion given

by you and exerted at the time this book was gotten up, there

w^ould be of necessity no reorganization Avithout what you call

watered stock.

Mr. Lauck: I cannot get that question.

Mr. Sheean : I say, if financiers, acting on your opinion as

an expert, at the time you gave this opinion—had this opinion

been given to a group of financiers, who had put their money
into the property, based on your opinion, then on a reorganiza-

tion plan there would have to be some shrinkage in the value

of those securities—based on your opinion?
Mr. Lauck: Yes, it would have been a wrong opinion. It

would not have been justified by economic developments,

although I think the sigiiificance of the Western Pacific receiver-

ship is not due to the fact that the road may not become profita-

ble, but to relieve the Denver & Rio Grande. Also it is due to

the fact that if, instead of issuing $50,000,000 of first mortgage
bonds they had issued $25,000,000 of bonds and $25,000,000 in

stock, the stockholders could have waited for the profits which

the bondholders can not do, or could do, but legally are not re-

quired to do. The situation has been developed by the condi-

tions of financing the road. The bonds are largely held by the

Denver & Rio Grande, or a considerable portion of them. If the
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people who put in their money had taken tlie irsk and taken stock

instead of bonds, and waited for the gains which would have

come, the road would not have gone into the hands of a receiver.

It would have been a case of the stockholders waiting until the

road became productive, instead of putting it in the hands of

receivers, on account of the bondholders.

Mr. Stone: The idea of the Western Pacific in building-

was to give the Gould properties an outlet to the Pacific Coast,

was it not?

Mr. Lauck: Yes, sir.

Mr. Stone: And eventually it will probably give them a

heavy through business ? They have the same right to expect
a heax-y through business over the Missouri Pacific and Den-

ver & Eio Grande that other trans-continental lines have?

Mr. Lauck: Yes, sir; I think so. The opinion I ventured

when this was prepared was not based on any personal opinion.

Of course, I would not presume to venture an opinion of that

kind, not being qualified to do that. It was based upon the cur-

rent comments in Poor's and Moody's manuals.

Mr. Stone : At that time, you did not know there was go-

ing to be a coal strike in Colorado and several other things

have developed since, have they not? You did not know that

the so-called panic was coming on then!

Mr. Lauck : Nor the European War ; no, sir, nor the Pan-

ama Canal, not at that time.

Mr. Stone : It is out of commission again for a while.

Mr. Lauck : This road was intended originally to go from

Denver to El Paso, I think, but owing to the fact that the At-

chison built the Colorado Midland, it went westward, instead.

Mr. Stone: You are speaking now of the D. & E. G. or

Western Pacific?

Mr. Lauck : The Denver & Kio Grande.

Mr. Stone: Was it intended originally to go to El Paso!

Mr. Lauck: It was designed to extend from Denver to

El Paso, Texas. A treaty of peace with the Atchison turned

it westward rather than southward.

Of course, as I stated, this $50,000,000 of stock of the

Western Pacific represents no investment, nothing having been

added to the earning power of the road, and no money having
been put into the road through the issue of that stock. Of
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course, if the road ever becomes jjrofitable it would have a

claim upon the productive efficiency of the road; just like the

Puget Sound lines would have in tlie case of the St. Paul. I

believe the St. Paul and Puget Sound lines have now consoli-

dated, and the $100,000,000 worth of stock that was issued

without consideration there, would not have the effect that this

will have.

Mr. Stone: So we have another example of the Denver &
Bio Grande controlled bv the interests of the Missouri Pacific,

although they do not have a controlling interest in the stocKf

Mr. Lauck: Yes, sir. The Denver & Rio Grande, up to

recently, has been controlled by the formation of a working

group between the Goulds and Rockefellers, if I remember cor-

rectly. That is, neither one has a majority of the stock, but

both working together can control the road. Recently it has

been rumored in the financial papers like the Wall Street Jour-

nal or the Journal of Commerce, that the Gould interest has

been sold, and Kuhn, Loeb & Company have control of the road

and are going to reorganize the entire system. There has also

been occasion for the Denver & Rio Grande to issue its own
securities in order to make payments to meet its obligations on

the Western Pacific. I think they issued about $5,000,000 of

preferred stock, which, of course, is a claim upon the productive

efficiency of the Denver & Rio Grande property.

Mr. Stone: What are the future prospects of the Denver

& Rio Grande from the viewpoint of the financial condition ?

Mr. Lauck: It seems to me that the prospects are exceed-

ingly good from the standpoint of operating developments and"

profits. It should become a profitable road and should resume

dividend payments.
Mr. Stone: Is there anything else you want to say on that?

Mr. Lauck: That is all, sir.

Mr. Stone: Take up the next one, please.

Mr. Lauck: I will take up the Wabash Railroad next, in

view of the fact that it is also a Gould road. That is found on

page 368. The financial difficulties of this road date back to

its formation in 1889, when there was a large amount of excess

capital stock issued through the consolidation of the small ]n'op-

erties which entered into the formation of the Wabash Railroad.

It carried an initial capital of about $85,000 a mile, as compared
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with a prevailing- ca])ital in tliis territory of other roads, of

about twenty to thirty thousand dollars a mile.

The occasion of the present insolvency was due to the Gould

management, which secured control of the Wabash, and was pri-

marily occasioned by the expansion of the securities of the

Wabash, to finance other Gould projects, like the Wabash-Pitts-

burgh Terminal, and by the traffic arrangements with the Wheel-

ing & Lake Erie, and by guaranteeing notes of the Wheeling &
Lake Erie; the guaranteeing of notes taking $400,000 annually
from the revenues of the Wabash and the traffic arrangement

depleting its revenues, on the other hand, and by the general

increase of securities of the Wabash Company proper.

So you have a case in the Wabash of the road being excess-

ively capitalized at the start, and further capital having been

added without justification, by the schemes of the Gould group
to secure a transcontinental railroad from coast to coast.

This has been acknowledged by Mr. Gould himself. When
about to sail for Europe, on June 9th, Mr. Gould was quoted by
the Commercial and Financial Chronicle as saying:

"The Wabash-Pittsburgh Terminal Railway was unfortu-

nately overcapitalized. We probably could have carried it

through, but I did not want the Wabash to become overloaded

with things which might pull it down."

Mr. Stone: Well, something happened to pull it down.

The load must have proven too heavy, as it was.

Mr. Lauck: Yes, sir, the load was too heavy, and it became

too much of a burden u]:>on its revenues, which finally resulted in

insolvency.

Since insolvency, there has been an eft'ort to rebuild it, and

by making extensive improvements and improving the equip-

ment, and trying to develop better operating conditions, but

I do not think those efforts have met with success, and since

the report of last year it has generally become recognized that

the Wabash would have to become reorganized, and the capital

obligations scaled down considerably. That seems to be the

only way out of the dilemma.

I believe that is all I have to say about the Wabash, Mr.

Stone.

Mr. Stone: Go on to your next.
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Mr. Lauck: Take up another Gould load, the St. Louis &
Sonthwesteni. That appears on page 302.

This road was originally built to compete with a Gould

road, the St. Louis, Iron Mountain & Southern, but it was

acciuired by Mr. Gould, and exploited in the interests of the

St. Louis, Iron Mountain & Southern, to which a large portion
of its financial condition is due.

It started out as a narrow gauge road for years, and was

finally rebuilt i)ractically, or a third rail added. The capitaliza-

tion increased greatly from year to year, until in recent years
the capitalization has been excessive.

In the reorganization of 1890, it is estimated that about

$33,000,000 in fictitious securities was added to its capitalization,

which was equivalent to about all the common stock, and 75

])er cent of the preferred stock.

In 1888, the occasion for Mr. Gould getting control of the

system, was the purchase by him for $2,000,000 cash, of $6,-

000,000 worth of second mortgage bonds of the company. In mak-

ing this purchase at a discount of 66% per cent, they agreed to

allow Mr. Gould to name the board of directors or the majority
of the board of directors, which he did, and obtained control of

the road. And this transaction, next to the overcapitalization,
was the most unfortunate thing that happened during the finan-

cial history of the road.

The road had been built by local capital, to compete with Mr.
Gould's road, and instead of that, it became subject to the St.

Louis, Iron Mountain & Southern. The interesting episode in

connection with these bonds was, that after buying' these bonds

and securing control of the road, under the claim that additional

capital was needed, the form of capitalization was changed and
the price of these bonds was boosted, and the bonds were sold at

about 90 on the market, by Mr. Gould. So, he ol)tained control

of the road, made about 60 ])oints on the bonds, and still had the

road. I believe that is all of any importance in connection with

the road.

Mr. Stone : The o])eration of the road, after they had ac-

quired control, was sacrificed in the Gould interests.

Mr. Gould: Yes, sir; was sacrificed to the St. Louis, Iron

Mountain & Southern, against which it had been built to compete.
This preferred stock, 75 per cent of which was without invest-
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ment value, 1 think, paid dividendH in 1910, 1911 and 1912, bnt J

am not certain whether it still pays dividends or not.

Mr. Stone: About how much dividends have been paid on
this $17,000,000?

Mr. Lauck : In 1910, 5 per cent
; 1911, 4 per cent; 1912, 4V-i

per cent. Since then I have no record. It was a case—I think

the annual dividend charge—I have a note in that connection.

The divdends which were last })aid in 1913, if I am correct, were

$860,000 upon this preferred stock, 75 per cent of which is with-

out investment value, and the total cost of engineers and firemen

upon this road is only about $333,000 per annum.
Mr. Stone : The company was handicapped with a capitali-

zation—started off with a handicap in capitalization of over

$37,000.

Mr. Lauck: $37,000,000!

Mr. Stone : $37,000 per mile.

Mr. Lauck: Oh, yes, sir.

Mr. Stone: And the statement also says that the property,
even now, is not worth more than $15,000 ])er mile, value -i from

any basis.

Mr. Lauck: Yes, sir; the point of that, from the standpoint
of our argument is, that this ca])ita]ization constitutes a claim

which is ijartly met upon the productive efficiency of the road—
constitutes an unjustifiable claim, I should have said.

Taking up the next road, the Colorado c^^ Southern. That

appears on {lage 352. This road, in its construction, had the

same history as a great nmny Western roads. It was construc-

ted by companies which really representetl the stockholders,

and excess stock was issued on that account, and then later, in

1890, the road was ac(]uired by the Union I^acific, Denver a Gulf

Railway, which resulted in the increase of its cajutal stock by
about $100,0(10,000, without any compensation in the way of

investment values. The road then passed into the hands of re-

ceivers and in the reorganization, the funded debt was reduced,
but the total capitalization was continued in the form of stock

liabilities, ])art of which was preferred, which committed it to

dividends, when dividends were earned, and since the acquisition

of the pro))erty by the Chicago, Burlington & Quincy, dividends

have been i»aid u])on the first and second preferred stock of 4

])ov cent, and I think one to two per cent has been paid, at times,
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'Oil the common stock. Practically all of the stock of this road,

based upon the fact of its early construction and of its acquisi-

tion by the Union Pacific, Denver & Gulf, was fictitious
; re])re-

seiited no investment value, and from that standpoint, does not

deserve dividend payments, and the dividends on all classes of

stock constitute a drain on the productive efficiency of the road.

Mr. Stone : This road is now controlled by what ?

Mr. Lauck: The road is now owned by the Chicago, Bur-

lington & Quincy Railroad, which acquired it in 1908.

Mr. Stone : Do they own it or control it, which f

Mr. Lauck : They control the road. They paid for this

control $16,416,337, so the Chicago, Burlington & Quincy, really,

ill purchasing the road, put investment values into the—from the

standpoint of the Chicago, Burlington & Quincy, it represents an

investment value. From the standpoint of the original stock

issues, it represents no investment value. In other words, the

Chicago, Burlington & Quincy put real money into the property,
to control it—$16,000,000, but the securities were issued \\^thout

justification, originally.

Mr, Stone : It was acc|uired when the Hill lines were seek-

ing an outlet to the Gulf f

Mr. Lauck: Yes, sir. It was a low grade line, I under-

stand, to the South, and should be a profital)le outlet in that way.

Mr. Stone : It also touches the large mining fields of Colo-

rado f

Mr. Lauck: Yes, sir, 1 think so. The point in connection

with it is the same point we have been repeating, to the effect

that it is a case of securities having been issued, without justifi-

cation, which may absorb and do absorb earning power arising

from productive efficiency, or operating efficiency of the road, or

the men working on the road.

Mr. Byram: What is the status, from your theory, of the

money that the Chicago, Burlington & Quincy paid—this $16,-

000,000? What is the status of that investment, from your

theory !

Mr. Lauck: I meant to convey the idea in making the

statement, that that was a legitimate investment
;
that the Bur-

lington had really purchased the stock, and put the investment

value, from their standpoint, into the property.
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Mr. Byram: Then, by ])aying for it, it lias been changed
from fictitious to real value; is that right?

Mr. Lauck: Well, 1 think perhaps I could make myself
clear in general, by saying that I don't think we can do any-

thing about these stock issues—that is, whether they were ficti-

tious originally, or not, or whether they were real or not. They
have been issued and passed into the hands of innocent pur-

chasers; so, like the Burlington, in the case of this road, which

has put its money into the road, and, therefore, has a legitimate

claim upon the revenues of the road. If we take any road, prac-

tically, all stock has changed hands. If we still had the original

holders of the stock, who got it for nothing, I should say we
should not consider them in any ([uestion as to ability to pay^

but the point I wish to bring out is simply that productive effi-

ciency has been absorbed, by capitalization, without any invest-

ment values—without reference to whether rightfully or wrong-

fully, the holders of the present securities should have a par

ticipation.

Mr. Byram: Well, what I meant was, presumably the Chi-

cago, Burlington & Quincy acquired some of that fictitious stock?

Mr. Lauck : They did, yes, sir.

Mr. Byram: Well, then, I wanted to ask if that fact, that

the Chicago, Burlington Quincy paid cash for that stock, trans-

formed it from fictitious to real value?

Mr. Lauck: No, sir, I don't think so.

Mr. Byram : What did become of the value that the Bur-

lington put into the stock?

Mr. Lauck: Well, probably we are using ''fictitious" in

different senses. The Burlington jiurchase represents, to my
mind, a real investment. They bought the stock and paid for it,

and should have a return on the investment.

Mr. Byram: Yes, but the money was invested for what

you call fictitious stock. Now, if the stock was fictitious before

the Burlington bought it, and it is not now, then how could it

have been fictitious before?

Mr. Lauck: It was originally and is and always will be

fictitious, according to my contention, in view of the fact that

it was issued without consideration.

Mr. Byram : Then, the question as to whether it represents

value now has no place in your theory: because it did not or-
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iginally represent any value, according to your theory it never

can. Is that it?

Mr. Lauck: Oh, no, sir. My theory is, or my point is,

that the security is issued without any addition to the earning

capacity of the property.
Mr. Byram : You said, I think, in the first place, about the

issue of the stock, it did not represent any investment.

Mr. Lauck: No investment.

Mr. Byram: No investment value!

Mr. Lauck: Then say that the railroad goes forward and

develops earning power, and becomes very profitable, dividends

are paid upon the stock ; then it has a distinct value in the mar-

ket
; may be more than par ; may be $200 a share

;
and it is

valuable. But, according to my point of view it still remains

fictitious, because it was issued without any investment value,

or anything being put in the road.

Mr. Byram : There could not be any proper valuation of

the increased earning capacity of the railroad, according to

your theory !

Mr. Lauck: There could not be any proper valuation?

Mr. Byram: Yes, that is what I mean.

Mr. Lauck: Oh, yes, sir, I would not dispute that, either.

That is, that the earning—
Mr. Byram: AYliy does not this fictitious stock that you

speak of then, at this time, represent what the Burlington Rail-

road peoj^le believed was a real value in the stock?

Mr. Lauck: It probably did represent a real value.

Mr. Byram : Does not that change it into a real value from
one that was u5t originally a real value?

Mr. Lauck : From the standpoint of the investor, yes, sir
;

not from my standpoint. I do not mean to say by that it is not

valuable, but my argument is, or my point is, tliat securities

were issued which have the effect of absorbing the revenues

of the road thereby become valuable, and that is a diver-

sion of revenues to capital which might be used for labor or

might be used for improving the road or might be used for the

benefit of the public, or any other purpose.
Mr. Byram : Your naming of it as fictitious is hardly cor-

rect.

Mr. Lauck : My naming of it as fictitious is on this as-
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sumption, tliat it was issued without any addition to the earn-

ing capactity of the road originally. It might be that a rail-

road would issue stock which had no investment value and then

in subsequent years use part of its earnings to make improve-
ments which would put tangible values behind that stock and

thereby it would not onlv incur a market value but tangible

value. Still, I would claim from the standpoint of this argument
that it originally was fictitious and that the revenues might have

been used to give it a tangible value which might have been

used in the adjustment of wages or in improvements, in other

ways, of the property.
Mr. Byram: Would there be any difference between the

value put into stock of this kind that was produced by favor-

able circumstances or fortunate arrangements for traffic with

other roads or any other means of increasing its earning capac-

ity and the value that would be put into it by other investments

which would increase the possible operation of the road, thr«

efficiency of the roadf Would there be any difference in the

value that accrued to the stock for either of the two reasons ?

Mr. Lauck : Not from the standpoint of the stock market ;

no, sir. From my standpoint, I drew the distinction the other

day when Mr. Nagel and I were discussing it that it seemed to

me better to capitalize assets than to capitalize prospective

earning power, for the reason that, in capitalizing earning

power, you greatly increase the volume of capitalization and

you w^ere putting up a lien on productive efficiency of the road

or the operating efficiency or whatever you may wish to call it.

In one case you would have a great volume of securities.

Mr. Byram: It might not necessarily be a: great volume.

Suppose it was a small volume f

Mr. Lauck : A small volume, yes. There would not be any
difference frojii the standpoint of the stock market value.

Mr. Byram: Is not that the final determination of the

value of a property, what the stock market values it at, accord-

ing to your argument!
Mr. Lauck : That is what I have argued.

Mr. Byram : That is where you finally land, is it not ?

Mr. Lauck : Yes, sir, that is the real valuation. According

to my definition of fictitious securities, we start without any
value and then, as the revenues of the road are developed
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tlirougli the growth of the country, through managerial abil-

ity, and through the work of the men, you have some excess
revenue and you begin to pay dividends upon this stock which

you originally issued without consideration, which thereby ab-

sorbs the revenue and becomes a vested claim legally against
revenues and results in a participation in revenue which should
or should not possibly have gone into other sources

; wages, for

instance.

Mr. Stone: I thought the valuation of the stock market
was seriously objected to all the way through.

Mr. Lauck: It is, I understand.

Mr. Sheean: Except by Mr. Lauck.

Mr. Lauck: No, I am agreeing with the valuation of the

stock market.

Mr. Sheean: That is wliat I said; it was objected to by
everyone except Mr. Lauck.

Mr. Lauck : Yes. I do not know whether Mr. Byram agrees
with me or not. I do not presume that he does.

Mr. Byram: I was trying to bring out wliere your theory
would land us.

Mr. Stone: I suppose we would have to class the Burling-
ton as being an innocent purchaser of this stock and that it

did not know it was issued for no value.

Mr. Lauck : It had value when the Burlington purchased it.

It was quoted on the stock market.

Mr. Stone: The property had developed until it had a

value ?

Mr. Lauck: Tlie property had developed until it had n

value, yes, sir.

Mr. Stone: And, by purchasing the stock which was for-

merly of no value, they obtained control of the road?

Mr. Lauck: Yes, sir; under the administration of the Bur-

lington it has become more and more valuable. That is, the

revenues have increased, and dividends for the first time have

been paid under that control.

Mr. Burgess: Would that be true if the Burlington i)ur-

chased the Wabash or the Frisco?

Mr. Lauck: I think the Wabash would even be beyond the

possibilities of the Burlington in the way of developing revenue.
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Mr. Byram: Youi- record does not show whether the Colo-

rado & Southern is now paying dividends?

Mr. Laiick: I understand they were paying four per cent

on the first, four per cent on the second preferred and a little-

bit on the common, about one or two per cent.

Mr. Byram: The dividends on that stock were passed the

last time?

Mr. Lauck: That is so. I recall they were passed this

year.

Mr. Stone: That is due to the local condition of the coal

strike, no business, or what?
Mr. Lauck: I do not know Avliat that was due to unless

it was the general falling off in traffic. What specific causes

there were, I don't know.

Mr. Sheean: Lack of productive efficiency?

Mr. Stone: Was there any change in the valuation of the

road whatsoever which was acquired by the Burlington, in

the financial valuation of the road? Was it increased in any

way?
Mr, Lauck: I think it has gradually accrued value under

the management of the Burlington. I do not recall any specific

detail about that.

Mr. Stone: I see at the bottom of page 357 that the Bur-

lington paid sixteen million and sometliing for it. That was

cash, I suppose. They own $23,000,000 of the stock.

Mr. Lauck: Yes, sir.

Mr. Stone: Bought below par. Is that the reason?

Mr. Lauck: It was bought below par.

Mr. Stone: Did they buy it at 21 on the lov\- or 59 on the

high?
Mr. Lauck: I do not think it is known. It is not a matter

of record what the Burlington paid, except the Burlington car-

ries in its balance sheet the fact that it did pay for this control

$16,000,000, which is $23,000,000 of par value.

Mr. Stone: They have since issued some refunding bonds,
or one thing and another.

Mr. Lauck : Yes, sir, $3,000,000.

Mr. Stone : What are the conclusions you come to as to the

Colorado & Southern on page 358 ?

Mr. Lauck : The conclusion arrived at was that it had been
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over-capitalized botli in coiistrnction and in its liistory of consoli-

dation and acquisition by the Union Pacific, Denver and Belt

Railway, and that this stock through accruing value has absorbed

operating revenues which from the standpoint of the real invest-

ment or original investment are unjustifialile.

Mr. Byram : Do you understand that the Colorado & South-

ern pays less wages to its engineers and firemen than its neigh-

bors?

Mr, Lauck : Not at all, no, sir,

Mr. Byram : The only way they could be injured, then,

would be by failing to secure an increase in pay by reason of this

stock transaction you speak of?

Mr. Lauck: Yes, sir. The general point I am attempting
to make is if it is claimed the general productive efficiency has not

been profitable it can be shown that the results of productive effi-

ciency have been absorbed and there has been an inequitable par-

ticipation of securities or capital.

Mr. Byram : In order to make that argument effective,

would you not have to prove that the failure of the engineers and

firemen to obtain what they think is their share in the productive

efficiency has been due to the fact that this financial condition has

prevailed? You would have to identify the lack of proper com-

pensation with this financial management as the cause?

Mr. Lauck: The relative shares, you mean?
Mr. Byram : Yes. Would there not have to be a connection

between irregular stock transactions, as you call them, and the

fact that engineers and firemen have not, or do not receive proper

com]iensation ?

Mr. Lauck: Yes, sir. I think that that would have to be

shown. But not by me. But from the standpoint of the men
who actually are doing that work, and who claim they are doing
more work, and not receiving sufficient psLj.

Mr, Byram : That is what I mean. There would have to be

a connection. There must be a connection between the stock

transactions—im])roper, as you call them—as the cause of the

failure of the engineers and firemen of the Colorado & Southern,

or any other railroad here described, to obtain proper com]^en-

sation ?

Mr. Lauck: Well, I don't know—I didn't get the question

exactlv right. There is not so much a direct connection between
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stock transactions, but if the engineers and firemen had, as they
have contended in this case, put forward a claim for increased

wages, which would seem worthy of consideration and justifiable,

and then if they should claim, for instance—as we have-—that

they have done more work and they have been productively more

efficient, and that the revenue gains per train mile and locomotive

mile have been increased
;
and then it should be claimed that these

revenue gains have not been attended by profits, due to the fact

that it has been necessary, in order to bring about this operating'

efficiency, to make immense capital outlays, or necessary, because

of legislative requirements, or some other cause, and therefore

there are no profits from which to pay, then, this argument comes

in in point, it seems to me, to show that capital has participated

more than it should in the past; that as long as the capitaliza-

tion of earning power goes forward, or the anticipation of earn-

ing power goes forward, that it will never be worth while for the

engineers and firemen to put up an}' such argument, for the rea-

son that it can always be met by the statement that securities

are outstanding ready to absorb the revenue gains.

Mr. Byram : Would not it be more directly effective if it

prevented the men from getting added compensation ? Is it not

necessary that any objectionable practices should have resulted

in preventing these men from securing adequate compensation?
Mr. Lauck : Well, yes. sir.

Mr. Byram: That is what I mean.

Mr. Stone: Well, hasn't it prevented them, Mr. Lauck!

Mr. Lauck: The point we are anticipating is that it may
have that effect.

Mr. Stone : Hasn 't it prevented the men in the past from

getting it, up to date? Is not that what lirings us here today?

Mr. Lauck: Well, of course, I woukl not be competent to

say about that. T have had no experience with negotiations in

the past. But it is in antici])ation of that fact, that it might

prevent them, that I am putting in the argument.
Mr. Byram: That is just wliat T mean. In order for this

to liave any effect at all, these objectionable practices, it should

be that they have acted to prevent engineers and fiiemen from

securing adequate compensation ?

Mr. Lauck: Yes, sir.

Mr. Bvram: Either now or in the future?
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Mr. Lanck: Yes, sir.

Mr. Byrain: Otherwise, it would not be pertinent at all?

Mr. Laiick: No.

Mr. Byram: Is that your point!
Mr. Lauck : That is my point, that I anticipated, or we

anticipated, that the argument will be made that—and conse-

quently we are attempting to anticipate the argument. It does

come around, I suppose, in its last analysis, if you would reduce

it to other forms, to the point of ability to pay.

Mr. Byram: Then, should it have the same influence when
it is related to a road where the present conditions as to ])ay-

ment of its obligations are less favorable than one that is abso-

lutely financially sound ? Would it have the same weight ?

Mr. Lauck: It would dei)end altogether on the financial

history of the relative roads. You might have a road like the

Wabash, where the financial history—proliably this is the ques-

tion Mr, Stone had in mind, it financial history would prevent
the consideration of wage increases.

Mr. Byram: I am speaking now of the relation between a

road that has what you consider an unsavory reputation in the

past, and one that has a good one, and by reason of the differ-

ence in the administration of the financial affairs of these two

roads, one road is prosperous and the other is not. Now, would

the difference between those two roads, in the situation as it

stands today, have any effect on your theory as to whether the

enginemen have, or should, or might receive a proper comi)en-

sation?

Mr. Lauck : In the case of the good road, if the argument
were made that the engineers should have increased compensa-
tion because of increased work or increased responsibility, they
would have to demonstrate that, and after they had demon-

strated that, if it was considered proper to grant the increase,

there would be no further question, I would take it. In the case

of the road that had issued capital which had absorbed revenue,

which had an unsavory history, after they had demonstrated

that possibly—and it had been conceded that they should have

an increase, the question would bo raised that there is nothing
available to pay an increase.

Mr. Byram: In one case, the case of the one you si)eak of

as the good road, there would not be any (juestion about it?
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Mr. Lauck: No question at all, no, sir. I say, there \vould

not be any further—
Mr. Byram : Even though it might have had some transac-

tions which in your opinion were questionable in the past. As I

read your exhibit, there are very few of the roads that are alile

to escape criticism, from your standpoint.
Mr. Lauck: I don't know whether it is so much criticism,

because the practices that were followed were the common prac-
tices of the period, and so on. I do not mean it in the spirit of

criticism, but what has been done and what the effect has been.

Mr. Byram: AVell, if what has been done has produced a

bad effect at the present time, I would naturally infer from your

testimony that the practice which produced that situation was

objectionable.

Mr. Lauck: Yes; from the standpoint of a division of the

revenues of the industry ;
from the theory of productive efficiency

and the particii^ation in the ])roductive efficiency.

Mr. Byram: That is all.

Mr. Stone: Mr. Lauck, is it not a fact that some of the

best managed, highest earning roads in the West pay practi-

cally the lowest wages, and have some of tiie worst working con-

ditions?

Mr. Lauck : That may be
;
T don't know, sir.

Mr. Stone: We don't ask all that the men earn on these

high earning roads, do we? We simply ask for a standardiza-

tion or a general average on all these Western I'oads, do wo
not ?

Mr. Lauck: That is my understanding, that standardiza-

tion is requested for all roads, regardless of their financial con-

dition.

Mr. Stone: Because, in the end, regardless of whether you
treat the roads as 98 separate units, or whether you treat it as

13 banks, or 3 controls of all the banks, it all comes in the end

out of the same hopper, anyway, don't it?

Mr. Lauck: There is a distinct concentration in control

of most of the roads that are in financial difficulties. They are

owned by prosperous roads.

Mr. Burgess : Mr. Lauck, have you at any time endeavored

to impress the Board that your testimony was to be considered

as a criticism? My interpretation of your opening statement
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was that you were simply setting forth the facts as you found

them, after a studious research. Is that right?

Mr. Lauck: Yes, sir, that in general is right. Of course,

the conclusions which I am forced to state, are criticisms of the

roads' financial management, which might not be criticisms from

the standpoint of the stock market or the standpoint of corpora-

tion finances. My general statement is that the whole practice

of corporation finance, especially in the last twenty years, as ap-

plied to railroads, has been such tliat the employe cannot hope
to participate with a full measure of his economic right, in the

output , because earning power has constantly been capitalized,

and it has been capitalized in anticipation of its development,
and for that reason it cannot be distributed to securities which

have been used to absorb it, in advance, and at the same time

be distributed to labor, and that the securities have been issued,

without justification and without investment value, and have

absorbed the revenues; consequently, the employes cannot par-

ticipate. So, it is a criticism of those practices, to that extent,

but it is not put foi-^-ard in the spirit of criticising
—in the sense

of criticising the financial management of the railroads, any
more than a mere statement of facts is a criticism.

Mr. Burgess: Xow, have you not on more than one occa-

sion stated that you believed the engineers and firemen, and,

as far as that is concerned, all labor, should receive a proper

wage, regardless of the road's ability to pay or not?

Mr. Lauck: Yes, sir.

Mr. Burgess: And you still believe that that is a sound

principle?
Mr. Lauck: Yes, sir.

Mr. Burgess: If any other principle were adopted, it might
be held that a very rich railroad might reduce its freight rates

or its passenger rates, on the same rule of reasoning, might it

not?

Mr. Lauck: Yes, sir; it might be held that in times of

prosperity, the rates should be lower than in times of depression

and adversity.

Mr. Burgess: Or, it might be held that one road that was

earning very high dividends should reduce its freight rates,

as compared with the railroad that could not earn its fixed

charo-es ?
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Mr. Laiick: Yes, sir.

Mr. Burgess: Now, you do not advocate a principle of

that kind, do von, Mr. Lanck ?

Mr. Lanck: No, sir, not at all.

Mr. Bnrgess: And yon believe that such a principle wonki
be absolutely unsound and unfair, do you not ?

Mr. Lanck: I think that would be just as unsound to advo-

cate that, as it seems to rae it is unsound to advocate the change
in the wage rate. Both would be practically the same argument.

Mr. Burgess: Therefore, regardless of the method of

financing tlie railroad or regardless of its income, it should re-

ceive the same rates, both for passenger and freight, in your

judgment ?

Mr. Lanck: That is the practice, yes, sir.

Mr. Burgess: And that, in the period of prosperity, as

well as that of depression?
Mr. Lanck: Yes, sir; that is, in the period of prosperity,

the rate is used, of course, to provide for periods of depression
and the excess earnings of prosperity are used to tide over

the lean years. Of course, it may be argued that the employes
should use the excess earnings in prosperous times to tide over

the period of adversity. They really have to do that. Of

course, they are on a basis of practical subsistence, while capi-

tal is not, but the effect would be the same in both cases. When
the road is very prosperous, the men make higher earnings,
like in October, 1918, and in times of depression, they do not

have the employment. The same way when a road is prosper-

ous, the earnings are high and they are accumulated to tide

over periods of depression.
Mr. Burgess : In other words, you advocate that the in-

come to the railroad and the income to the employe, should be

measured by the character and the amount of service per-
formed '!

Mr. Lanck : Yes, sir. If you did not have that in the

case of the freight rate, it seems to me you would kind of put
a premium on inefficiency in operation. For instance, without

any critical comparison, take the Pennsylvania Railroad from
here to New York, or the Erie Railroad, presumably, the Penn-

sylvania should have a lower freight rate. Thereby, you would
be creating an argument if you discriminated in rates, that the
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more officieiit and liiglily developed a road was the lower cost it

could do business for, and, therefore, the less freight rate it

should get and the smaller profit it should get.

Mr. Burgess : That would be penalizing efficiency.

Mr. Lauck : The progress and development of efficiency,

yes, sir.

Mr, Burgess : Thank you.
Mr. Byram : Mr. Lauck, you have stated in answer to Mr.

Burgess, that you thought the railroad and the employes, both,

should be paid on the basis of the amount and character of

the service performed f

Mr. Lauck : Yes, sir.

Mr. Byram: Then, what becomes of your theory that you
have spoken of several times, that the services of other em-

ployes, as well as the individual classes you are speaking of,

should also be participated in by the other classes who do not

actually perform the service? In other words, if the amount
and character of the service of an employe is to determine his

compensation, how can you connect that service with the serv-

ice of other employes, in which he has no direct or indirect re-

lation ?

Mr, Lauck : It would be exceedingly difficult to do that.

That is, to compare, for instance, locomotive firemen with a
^^
grease monk" in a shop,

Mr. Byram : I did not mean as to comparison.
Mr, Lauck: I mean as to duties. Say you have a certain

output. Now, the output is getting so many ton miles over the

road. To compare the relative services, say, of the station agent
and the conductor in doing that, would be almost impossible.

Mr. Byram : That was not what I meant.

Mr. Lauck : I beg your pardon.
Mr. Byram : You were attempting a comparison of the rela-

tive value of the services of different classes of employes. I am
asking you if the wages or compensation of an employe depends
on the amount and character of service he renders ?

Mr. Lauck : Yes, sir.

Mr. Byram : How could you add to that compensation ]n*op-

erly, the productive efficiency or the results accomplished by the

services of others?

Mr. Lauck: In the same class?



6310

Mr. Byram : No, I mean in other classes of service, not con-

nected with the service at all.

Mr. Lanck : I could not answer that question. I attempted
to answ^er that once, and I got into very great difficulties and

great humiliation, and I am afraid I cannot answer it.

Mr. Byram : I will excuse you.
Mr. Lauck: I tried that once in the Eastern Arbitration

and never have heard the last of it.

Mr. Byram : I thought perhaps you had found a better rea-

son this time.

Mr. Burgess : You will recall that my question said em-

ployes, and did not specify engineers and firemen; it included all

employes !

Mr. Lauck : Yes, sir.

Mr. Burgess : We have frequently been advised here during
the hearing, that the general manager was an employe, just the

same as the engineer and fireman.

Mr. Lauck: Yes, sir; of course, I think that is correct.

Even the president is an employe.
Mr. Burgess : I think so, only he is in a very much higher

position.

Mr. Lauck : They are connected with the managerial and

administrative side.

Mr. Stone : We have also heard, I believe, that there are

a number of employes who produce more and are much more

responsible than the engineer and fireman. That went along
with the rest.

Mr. Lauck: I think so. I don't recall specific instances

now.

Mr. Stone: Is there anything further you want to say on

this?

Mr. Lauck : No, sir
;
I think that is all.

Mr. Byram : Just one more question, before we leave it.

Mr. Lauck: Yes, sir.

Mr. Byram: This purchase by the Burlington of some of

the stock of the Colorado & Southern, which you say gives the

Burlington a legitimate claim on the earnings of that company,
what relation does that claim of the Burlington bear to the

claim of the employes for increased compensation? Does it come

before or after the claims of the employes?
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Mr. Laiick: I think that comes before. That is, my idea is

not, in presenting this argnment, to present any idea that we

shonld interfere with property rights of any kind, and I tliink

we cannot do anything with what has been done. Tliat is, if

the holding of securities and the claims of the men should con-

flict, why, we must protect the property right, l)ut while noth-

ing can be done as to the past, why, it seems to me that the recom-

mendation for the future of the Interstate Commerce Commis-

sion, is the thing to do, and that is to regulate security issues

in the future.

Mr. Byram: This was not a security issue. This was a

purchase.
Mr. Lauck : This was a purchase. Of course, you have got

the fictitious stock which you paid for. I think you ought to be

protected in that.

Mr. Stone : But, Mr. Lauck, have not the courts repeatedly

ruled that these roads should pay the going wage, even though

cajDital says it comes firsts

Mr. Lauck : Yes, sir.

Mr. Stone : Why should not lal)or come first, when it pro-

[luces ?

Mr. Lauck: Well, theoretically, I think that labor has a

prior claim, but practically that claim cannot be permitted to in-

terfere with property rights, under our present organization of

things. That was my answer to Mr. Byram 's question.

Mr. Stone : Well, what makes property but labor ?

Mr. Lauck: Well, of course, capital is accumulated labor,

to be used for future purposes.
'Mr. Stone: All right. Then, why should not labor come

first!

Mr. Lauck: Theoretically, it should, but ])ractically, it

cannot. That is the only answer I could give to that question.

Mr. Stone: Anything further you want to say on this?

Mr. Lauck: Not on this road, no, sir. I don't believe we
have any other roads in this exhibit, that are parties to the

movement. Oh, we have the B. & O. Chicago Terminal, yes, sir.

Mr. Shea : The Belt, page 296.

Mr. Lauck: The Belt Eailway, yes, sir. There is nothing
in connection with the Belt Eailway Company of Chicago—
nothing of significance in connection with the Belt Railway,
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except the statement which it carries in its report, if I remember

correctly, that its stock represents ownership and not any real

investment, and some early losses which it incurred. In con-

nection with the Cliica.i»-o & AVestern Indiana, which is shown on

page 362—
Mr. Stone: The special part of that is its splendid defini-

tion of what is a belt line.

Mr. Lanck: Where is that, Mr. Stone.' The Chicago &
Western Indiana owns the Chicago Belt. It is owned, in turn

by about six railroad companies.
Mr. Stone: In its history, in the first two lines, on page

362, it explains very clearly what a belt line is.

Mr. Lauck: This com])any was chartered in 1879 to build

a road into Chicago and to Imihl a belt line to connect the vari-

ous railroads entering the city. In 1882, it was connected to

join with the South Chicago & Western Indiana, which had been

chartered to construct a line connecting with the iron and lum-

ber interests of South Chicago ;
and this road, in turn, controls

the Belt and also the Cliicago Union Transfer Company. It is

controlled l)y the following companies: The Chicago & Eastern

Illinois
;
the Wabash

;
the Grand Trunk Western

; Chicago &

Erie, and the Chicago, Indianapolis & Louisville Raihoad; and
then it is used by a number of other roads, in addition to the

proprietary roads.

Mr. Stone: And is leased for 999 years to the Belt Hail-

way Company of Chicago?
Mr. Lauck : Yes, sir.

Mr. Stone: Nothing special in this that yon want to bring
out ?

Mr. Lauck : There is only one point in connection with

that, and that is that the original funded debt of this company,
which, before the new administration of its finances occurred

several years ago — in the original funded debt, the rentals

were adjusted so as to jiay the interest requii'ements and to

create a sinking fund.

As that funded debt has been retired, bonds have been

given to the proprietary companies for their investment in the

road, which practically means that the funded debt of the Chi-

cago & Western Indiana is continued, and that the ownership
of the road will practically be held by these five companies
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eventually, without their having placed any funds in the prop

erty at all. That is, the bonds which they have placed, will

have been returned to them.

Mr. Stone : It is also a fact, is it not, that in the capitali-

zation, the capital stock of the company represents no pay-
ment of either cash or property!

Mr. Lauck : The capital stock is just an evidence of owner-

ship of different companies.
Mr. Stone: But they have capital stock to the amount of

$5,000,000?
Mr. Lauck : Yes, sir, that has been distributed, so that

the five companies may own it. Up to the present time, the

Chicago & Western Indiana has given its 4 per cent bonds to

the proprietary companies, to the extent of about $7,500,000,

I think; repaying them for their original investment, while

still continuing the funded debt obligation itself. Those were

the only points, I think, of any significance in connection with

those railroads.

The Baltimore & Ohio Chicago Terminal.

Mr. Stone: Before we take that up, is it a fact that tlie

Chicago & Western Indiana, on page 365, has a new $200,000,000

mortgage f

Mr. Lauck: That has been authorized; yes, sir. I do not

think it has been issued. That has been authorized for the pur-

pose of terminal improvements in Chicago, as I understand it.

Mr. Stone: Take up the B. & O. Chicago Terminal and

see what is the matter with it.

Mr. Lauck: That appears on page 384. Briefly stated,

the records here show that on January 6, 1910, the old Chicago
Terminal Transfer Railroad was sold, and that General Solici-

tor Preston, of the Baltimore & Ohio bought it for $16,000,000.

Certain outlying properties, valued at about $1,500,000 were ex-

cluded from the property of the Terminal Company. It was
then capitalized as the B. & O. Chicago Terminal, and $28,000,-

000 first mortgage 4 per cent bonds issued against it. Tliat

would make it appear that bonds to the extent of $13,500,000 in

excess of the price paid for the property had been issued. The
financial condition of the Terminal Company was due to the

fact, that interest charges must be met upon this excess issue

of bonds.
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Mr. Stone : That is, the interest on this immense sum is

credited each year in their annual deficit, is it?

Mr. Lauck: The revenues are not sufficient to pay on

$28,000,000, but are sufficient to pay on $13,500,000 the original

cost.

Mr. Stone : Is there any record anywhere of any stock that

went along with these bonds?

Mr. Lauck : If there is any record, I do not know about it.

Of course, we have to get our information from commercial

;journals and financial journals. That may have been true, but

if it is I don't know anything about it.

The Chicago Terminal Transfer Eailroad was put up to be

sold and sold for $16,000,000, according to the Commercial and

Financial Chronicle, and one million and a half of that property
was segregated by the B. & O. Eailroad, and the B. & 0. Chicago
Terminal Railroad then formed as a cor]3orate entity and $28,-

000,000 of bonds given to the B. & 0. in return for this property.
Mr. Stone: An issue of $50,000,000 of bonds has been

authorized, and $28,000,000 has been issued?

Mr. Lauck : Yes, sir. This entire amount was turned over

to the Baltimore & Ohio Eailroad to represent the cost of the

property. That information is taken from Poor's Manual of

Eailroads.

Mr. Stone : This $8,000,000 of stock that has been author-

ized and issued, is owned by the Baltimore & Ohio Company?
Mr. Lauck : I presume so, yes, sir. That is $8,000,000 of the

Baltimore & Ohio Chicago Terminal Company, not of the Chi-

cago Terminal Transfer Company.
Mr. Stone: Anvthing further on this?

Mr. Lauck: Nothing further on that, no, sir.

Mr. Stone: There is one question I should like to ask you.

Should this road be considered separately, or as a part of the

Baltimore & Ohio System?
Mr. Lauck: I think it should be considered as part of the

Baltimore &: Ohio System. I do not think that any railroad

company has any more right to separate its terminal and make
it show a deficit than it would to take one division and make it

show a deficit. It is an economical way of handling the traffic

which comes and goes from Chicago, and should be considered

in relation to the whole svstem.
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Mr. Stone: And iu treating it as an individual unit, it

makes it possible to get a terminal charge as well, does it?

Mr, Slieeau: Do you think the engineers' and firemen's

wage scale on the Baltimore & Ohio should be applicable on the

Baltimore & Ohio Chicago Terminal?

Mr. Lauek: I understood they were the same. I don't

know anything about it.

Mr. Sheean: Well, your argument as to what you say here

would lead to that deduction there; if it is one system, then

the wage scale of the B. & 0., the parent system, should be

extended over this system.

Mr. Lauck: I should sa)-^ that for similar conditions they
would get the same pay. I don't know about that, Mr. Sheean.

Mr. Stone: It is a fact, though, Mr. Lauck, that these roads

from the East pay the Chicago Terminal rate, and that is fixed

by the Western roads.

Mr. Lauck: I didn't know that.

Mr. Stone: Anything else you want to take up on this?

Mr. Lauck: I think these other companies are companies
that are not parties to the movement.

Mr. Sheean, when you asked me the question, I did not

realize its significance. I did not realize the B. & 0. was East

at the time. I see the difference now.

Mr. Stone: That is one he put over on you, while you
were asleep at the switch.

Mr. Lauck: We will take up 62, next.

Mr. Stone: That really goes with 61 as a supplement?
Mr. Lauck: Yes. I believe I have already referred to the

reorganization of the International & Grreat Northern, and the

Northern Pacific and the Southern Railway of Kansas; the

reorganization of the. Northern Pacific and the Kansas City
Southern Railway Company.

Mr. Stone : There is a special dividend of the Oregon Short

Line over here on 15, that you have not referred to here.

Mr. Lauek: Page 15, Section 2, has to do with special divi-

dend bv the Oregon Short Line and the Central Pacific. The

Oregon Short Line Railroad was acquired by the Union Pacific

in 1899, through the exchange of share per share, with the ad-

dition of three dollars payment to the Union Pacific.

During the year 1910, the Oregon Short Line paid the Union
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Pacific a 50 per cent dividend, and dnring the same year, also,

I think, or dnring the period of 1910-11, the Oregon Sliort Line

dechired another dividend of 68.68 per cent. This was brought
about by the Oregon Short Line increasing its capitalization,

which it sold to the Union Pacific, and then declaring a dividend

to the Union Pacific.

Mr, Stone : I think you expressed that wrong. Did you say
68.00 per cent '!

Mr. Lauck : 68.68.

Mr. Stone: That was declared after they had increased the

capital stock to $100,000,000?
Mr. Lauck: Yes, sir. That was really the means of in-

creasing the capital stock. They increased the capital stock.

After the first dividend of 50 per cent, they increased the capital

stock to $100,000,000, which the Union Pacific bought. They then

distributed the proceeds to the Union Pacific, which paid thera

for buying the stock, and was an indirect way of declaring an-

other dividend ?

Mr. Stone : According to that, they only lacked about

$4,000,000 of reimbursing the Union Pacific for its outlay for

the stock!

Mr. Lauck : Yes, sir. I think the Oregon Short Line now

pays 10 per cent on this inflated capital, which is equal to about

38 per cent on the original capitalization.

Mr. Stone : Just how was that 50 per cent dividend made
known to the public!

Mr. Lauck: That was made known through the filing of

the report with, the Oregon State Commission of the Oregon
Short Line

; top of page 18, the Commercial & Financial Chron-

icle quotes a dispatch from the Portland ''Oregonian" from

Salem, Oregon, on December 13, 1910, stating that a report

just filed with the Oregon State Railroad Commission showed

that the road, for the year ended June 30, 1910, declared divi-

dends of 50 per cent, amounting to $13,675,530. This entire

sum went to the Union Pacific Railway Company, as owner of

the entire stock.

The method of the 68 per cent distribution is also shown

on page 18. The Union Pacific paid $72,000,000 for new stock,

and received a dividend of $68,000,000, making the actual cash

involved about $4,000,000, which could be returned, of course,
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at some future time in the form of another dividend. The pres-

ent dividend on the increased capitalization of 10 per cent

amounts to about 38 per cent u])on the original capitalization, or,

in other words, if you express it in terms of dollars and cents, if

the original capitalization had been retained, and the dividend

paid, there would be about seven and a half million dollars

more revenue available each year, either for cajntal or labor, or

for the improvement of the road.

Mr. Stone : Then, if I get this correctly, the company paid

$72,000,000 for the new stock, and at once received a dividend

of $68,680,000 that had been declared on that stock that they

just purchased?
Mr. Lauck: Yes, sir.

Mr. Stone: The actual cash involved was $3,320,0001
Mr. Lauck: Yes, sir.

Mr. Stone: And that stands as a permanent load on the

company, the capitalization, for all time, does it?

Mr. Lauck: Yes. I think the real object was to increase

the capitalization, so as to reduce the evident earning power of

the properties, so far as the public is concerned.

The other special dividend is the Central Pacific dividend

and the Southern Pacific of this year, or of last year, rather.

This was a special dividend of 20 per cent on each class of

stock, and amounted to $7,449,000, declared from surplus of the

Central Pacific to the Southern Pacific. It was thought by the

Southern Pacific, which holds the stock of the Central Pacific,

and which has a claim on all its assets, that there might be a

dissolution of this property, owing to the Government suit to

separate the two properties, and this was the method used to

take part of the surplus or the greater part of the surplus during
the present year.

Mr. Stone: This is about the best example we have, and
shows the workings of a holding company very conclusively,
does it not?

Mr. Lauck : Yes, sir.

Mr. Stone : It shows that the treasuries of the subsidiaries

can be drawn on at will for money to pay dividends on securi-

ties of doubtful value and they can be charged off in the form
of an extra dividend of the parent company.

Mr. Lauck: Yes, sir, exactly. That is exactly what hap-
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pened. That was the justification of the Southern Pacific for

taking the dividend. They claimed that it was nothing unusual,
that there was nothing wrong about it

;
that it belonged to them,

and they had a right to take it whenever they wanted it.

Mr, Stone: They were entitled to their reward for bring-

ing the property up to its splendid financial condition.

Mr. Lauck: Yes, sir, but this was undisturbed income

which they had allowed to accumulate, which they could take or

leave, as they might see fit.

Mr. Stone: They did not leave it. Tliey took it, didn't

they!
Mr. Lauck : Yes, sir.

Mr. Stone : How much did it amount to F

Mr. Lauck : It amounted to about $17,000,000. It was 20

per cent on each class of stock of the Central Pacific. There

have been other special dividends from time to time. In fact,

they have been quite numerous. I have reference to the Union
Pacific's special dividend of last year, whereby they distributed

the B. & 0. stock of $74,000,000.

'

Mr. Byram : Do other business institutions distribute spe-

cial dividends from time to time!

Mr. Lauck : Yes, sir.

Mr. Byram: Is there anything objectionable on the part
of a business institution making a distribution of its profits

in that way; anything that is open to criticism!

Mr. Lauck : No, sir. I do not think it is a matter of criti-

cism, except if the resources are distributed in that way, and

then the workmen are not properly comxjensated.
Mr. Byram : In that respect, the railroad company is no

different from any other business institution with regard to the

propriety of distributing its profits in that way !

Mr. Lauck: No, sir.

Mr. Stone: It differs in this way; it is supposed to be a

semi-public corporation.
Mr. Lauck: It has that difference; yes, sir. That is the

railroads, the interstate railroads, are supposed to be quasi-

public institutions, and would differ from a private institution.

Mr. Byram : Would that make any difference in the busi-

ness ethics of conducting their business!

Mr. Lauck : No, sir, I think not. It would make a differ-
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eiice from the stantlpoiiit of the public, but uot from the stand -

point of business ethics.

Mr, Byram : You say from the standpoint of the employe,

different business standards are required by a private institu-

tion than a public one?

Mr. Lauck : It should not
; no, sir. I am not condemning

it as a matter of business ethics, or condemning it in any way,
but citing this instance as exemplifying the diversion of revenue

in this way.
Mr. Byram: You neither approve of it or disapprove of

it?

Mr. Lauck : No, sir.

Mr. Byram: Neither one?

Mr. Lauck : No, sir. I was assuming the public had been

properly cared for and the employes had been properly cared

for. It is perfectly legitimate in any way. I am citing it in

anticipation of the fact that it may be contended against the

employes that they have had a proper participation. I want

to bring this fact into the evidence in the light of that con-

tingency.

Mr. Park : What do you call a proper remuneration? How
do you make that com])arison ? With other emplos'es ? Taking
the engineers and firemen as an illustration, how do you arrive

at a proper compensation ? Is it l)y a comparison of the earn-

ings of the road, or revenues, or is it by comparing them with

other employes in the service of the company ?

Mr. Lauck : Really, Mr. Park, I have never attempted that.

Mr. Park : That is a vei-y difficult thing to do.

Ml'. Lauck: Yes, sir. Of course, that is something that

is exceedingly diff.cult to do. You would have to take the com-

pensation as it was, and see whether there was any justification

for an increase.

Mr. Park: How could you tell whether there was a justi-

fication for an increase, and, if so, would it not be necessary to

take into consideration all other employes, to l)e fair and just

and equitable in disbursing all that might be available for such

purposes, from the viewi)oint of analogy! If you were a man-

ager of a railroad, how would you apply any increases that

might be available for labor? Would you apply them to em-

ployes who might contribute more to the earning of the railroad,
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or would you api)ly that to some favored class, or would you
distribute it pro rata among the employes?

Mr. Lauck: Assuming that all employes were properly

compensated up to date, then you could have a distribution to

all employes. Under existing conditions, it seems to me the

manager makes increases only to the one that has the largest

bargaining power ;
that he gets the increase.

Mr. Park: Then, if it would appear that those who have

the ability, through organizations, have i)reviously inflated their

wages above other classes of employes, would it not be pro])er,

in equity, to call a halt, and distribute to others, should the

funds be available ?

Mr. Lauck: It might be that the ones who had the or-

ganization had just gotten what they deserve, and the others

had not, because they did not have the })ower of organization.
Take the clerks and employes of that class. Evidently the rea-

son why they are not better paid is because they have no organi-
zation.

Mr. Paik: The manager has not been permitted to dis-

tribute that which is available in the manner in which he thought
was equitable as between all his employes, but should a tribunal

come along which could do that, do you think then it would be

proper for them to take into consideration other employes?
Mr. Lauck : If they had the authority, yes, sir, I think

they should consider that. It might be that the organized em-

ployes had just gotten what they deserved, and the others had

failed to do so.

Mr. Park: That would be a case of judgment in analyzing*

the positions, and taking the ability of the employes to do cer-

tain work and their capacity, and all those things.

Mr. Lauck : Yes, sir. That is the way things go now, the

bargaining power, and it has to be worked out on the relative

strength of the bargaining powei'.

The Chairman: Am I to understand from your statement

the railroads have not heretofore recognized the principle in

tlic fixing of wage rates that other employes are entitled to a

in-ojiortionate share of wages paid firemen and engineers?
Mr. Lauck: I could not say they have recognized it, but

it seems to me in working out the problem, it has been the

bargaining ])ower of the employes that has secured the wage
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rate, and that the manager does not extend the wage increase

except as he is compelled to.

The Chairman: Had they the power if they had chosen

to do so, to have given a like increase to other employes, as well

as engineers and firemen!

Mr. Lauck: Yes, sir.

The Chairman: U])on the theory that they Avere entitled

to iti

Mr. Lanck: Yes, sir, I think so, and they have had the

ability to do that if the roads had been managed properly in a

financial way; the revenues have been available for that. That

is the very point I am offering; that is, if the revenues had been

conserved, the other employes ought to be on an equal basis of

compensation with engineers and firemen.

The Chairman: This question has arisen on two or three

occasions, and it has occurred to me that it was a question as

to whether the Board would consider the fact that the managers
of the roads in the administration of this particular branch of

the service had failed to equalize the wages of other employes
with that of engineers and firemen.

Mr. Park: The manager has been, of course, limited in

the amount of money he could apply to the increase, and as Mr.

Lauck says, by reason of the great influence among the organi-

zations, it has taken the greater portion if not all of that, to

satisfy them, leaving very little for other classes.

The Chairman: Has it been the practice of the managers
heretofore to remind the stockholders and the others who have

charge of the direction of the roads' affairs, that this inequality

exists and that it should be corrected?

Mr. Park: I think so. I think that althougli these requests
come with such continuity, and continue almost uninterruptedly
from the organizations, that the managers have not had time to

equalize them, even if they had the power, which they have not.

I do not think the funds have been available.

The Chairman: I believe that is all.

Mr. Lauck: It seems to me that there was a real difficulty

in the whole situation from the stand])oint of the financial con-

trol we are speaking about; that the manager would probably
be glad to give all the employes an increase in accordance with

the amount which those who organize can demand and secure,
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but through the financial control of the railroad, to which he is

subject, the revenues are absorbed by unjustifiable cajjital issues.

That is the point J was trying to make.

The Chairman: I would like to ask Mr. Park another

question. Do you have a finance committee, or someone who

apportions these funds and allots to a manager, for instance, a

certain amount to be paid to the employes; are you restricted

in that wa>' in making an increase of wages!
Mr. Park: The manager must necessarily take into con-

sideration the conditions as he sees them, and control liis oper-

ating expenditures to a certain extent. That is true of all his

expenditures, maintenance of way, and everything that is

within his control. If there is any surplus available for an

increase of wages, he would very naturally want to distribute

it to the most worthy and most capable. That would be his

desire.

The Chairman: Have you recognized the contention of the

men to the effect that those wdio work on the railroad, that is,

those who are employed as firemen and engineers, are engaged
in a more hazardous undertaking, and therefore entitled to a

higher wage rate?

Mr. Park: I think that is the reason such high rates pre-

vail now. I think the tpialifications of that service are greatly

exaggerated; that the hazard is more the reason for these high

prevailing rates as compared witli other employes.
The Chairman: It has been the recognition of that theory

which has caused this inequality of wage to exist.

Mr. Park: Yes, I think it is more on the hazard of the

position than any other one thing.

The Chairman : Am I to understand that if these employes
and others had heen organized, and made as strenuous effort

as the firemen and engineers have made, they would be receiving
better wages today?

Mr. Park : That is, of course, a problem. The railroads

might not be able to ]iay it, and the inevitable would follow,

that they would go into the hands of receivers. I know a good

many railroads recently, while this conference is on, have actual-

ly reduced the pay of men getting $1.50 a day, because they did

not feel that the business they were doing and the conditions

as they exist, warrant them in keeping \^^ that wage, although
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it was rather an unjust thing to do. The man working for $1.50

a day is about at the limit of his ability to live, decently.

The Chairman : It has always been a problem to me, as to

how one could live at such a wage under present conditions.

Mr. Park : The railroads are a good deal in the position

of a man starting out with five dollars in his pocket, with the

intention of giving it to five worthy individuals, and having

the first man hold him up for all of it.

Mr. Stone : Mr. Lauck, who is it that holds that fellow up
as he starts down the street with his money, the stockholders

or these frenzied financiers?

Mr. Lauck : It seems to me it is the financial management
of the road, that has been the cause of the difficulty. There has

been plenty of revenue that has been available to pay all classes

of employes, the same as the organized classes, but it is this

very fact that the manager is subject to this financial manage-
ment which issues the fictitious securities, and absorbs the reve-

nue, thereby creating a vested right that prevents the clerks and

maintenance of way employes and all unskilled workmen, who

cannot organize, from getting what they should get.

Mr. Sheean: Might I ask you there—I am not sure that

I followed your theory entirely
—is it your position that the

railroad's obligation to pay a fair wage is limited by its revenues.

That is to say, if the railroad company on any branch or division

turned over all of its revenues to the employes on that branch,

it would be relieved of any further obligation with reference to

wages?
M.r Lauck : I think the employes would have also the right

to leave the branch and go elsewhere under those conditions.

I would not object to that, although that is not my theory.

Mr. Sheean: That is, the railroad company is under the

obligation to pay a fair wage, whether it has revenues or not,

is it not?

Mr. Lauck : Yes, sir, I think so. That is, if it has not the

revenues the employe has the right not to work!

Mr. Sheean: Oh, well, he has that, irrespective of the

question of revenues. The presence or absence of revenues doe>

not atfect that right, does it?

Mr. Lauck: Oh, no.

Mr. Stone: The presence or alisence of his stomach miglit

have something to do with it ?
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Mr. Sbeean : I am talking only of revenue and Mr. Lauck

was.

Mr. Lauck : That is a matter of personal privilege.

Mr. Slieean : Then a railroad company cannot escape the

payment of a fair wage.
Mr. Lauck: No.

'

Mr. Sheean : To any employe, even though it turn over

the gross revenues of that railroad to those employes, or offered

to do so.

Mr. Lauck: I would say cannot escape the payment of a

wage to an employe. Whether or not that is fair, I would not

agree to that, because whether or not that was fair would de-

pend upon whatever adjustment took place.

Mr. Sheean : That is all I am assuming, Mr. Lauck, that

the entire revenues were less than sufficient to pay a fair wage.
Mr. Lauck: Yes.

Mr. Sheean : In such event, the employer, whether it be a

railroad or any other employer, still remains under the personal

obligation to pay a fair wage?
Mr. Lauck: Yes.

Mr. Sheean : AMiether the gross revenues are sufficient to

do so or noti

Mr. Lauck: Yes, the recourse of the railroad would be to

the Interstate Commerce Commission, of course, for increased

rates to meet that revenue. The point that seemed to me as

significant here, on the whole, however, from the standpoint of

revenue, was what you can't help, so far as what has been done

has been done. You cannot interfere with the vested rights in

the security issues; but that if security issues were based upon
real investment values in the future, there would never be any
reason why all classes of railroad employes should not equal, in

pa^^nents, the organized branches.

Mr. Sheean : But even in the case of having resorted to

the Interstate Commerce Commission, and having obtained from

the Interstate Commerce Commission a ruling as to the maxi-

nnun that a railway company may charge on all the commodities

that it hauls can the. railroad company in your view, relieve itself

from any obligation with reference to paying a fair wage, even

though it offers to turn over the gross receipts of that particular

branch to its trainmen?
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Mr. Lauck: No, sir.

Mr. Burgess : Mr. Lauck, will you bear with me a moment.

If I followed your reply to Mr. Park's interrogation, you stated

it would be quite difficult to arrive at what would be a proper

wage, after you had been temporarily made general manager of

a railroad, by Mr. Park's question, did you notf

Mr. Lauck : Yes, sir.

Mr. Burgess: Well, just assume you are in the same posi-

tion as general manager, and you believe, as you have stated

here, relative to compensating employes, and you were manager
of a railroad approximately 1,000 miles in length, running

through a territory where all the other competing lines com-

pensated their engineers and firemen on the 121/. niile per hour

basis, or an 8 hour day, would you believe you were justified in

insisting on your engineers and firemen working on the 10 mile

per hour basis, or a 10 hour day—practically 20 per cent less

than your neighbors!
Mr. Lauck: No, sir.

Mr. Burgess : Well, would you have any difficulty in decid-

ing, in your own mind, what was a proper wage, under those cir-

cumstances I

Mr. Lauck: For that class of employes it would be the

prevailing wage, of course.

Mr. Burgess : And you would not hesitate to immediately

adjust your wage scale, in accordance vdih that of your neigh-

bors, would you?
Mr. Lauck: No, sir.

Mr. Stone: Mr. Lauck, is it not a fact that if all these

great numbers of millions of dollars had been conserved and

properly administered that there would be plenty of funds to

increase the wages of all employes at least 50 per cent, and

still keep these railroads on a good paying basis?

Mr. Lauck : Oh, yes, sir, I tliink so. I think the real ques-

tion—
Mr. Stone: We could probably raise it more than that.

We could probably go up 100 per cent?

Mr. Lauck : I don 't know anything about the per cent, but

of course, there have been hundreds of millions of dollars ab-

sorbed in that way. I think the real question of the wages is

not from the railroad manager's standpoint. Probably ho would
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l)e glad to give all these employes additional wages. It is the

relation of the financial manager of the road to the wage prob-
lem. The fact that financial management has by its practices

dissipated or absorbed the revenues has prevented the general

manager from giving any new increases to the employes, because

the financial management tells the operating manager that they
must use the money to pay dividends.

Mr. Stone: You have been almost everything else. Just

imagine yourself being one of these great wizards of finance

for a few minutes. How would you do! Pay your employes a

going wage, or buy another steam yacht and worthless title

for your daughter? Which would you do!

Mr. Lauck: Well, I don't think it would be so much my
personal expenditures as it would the systetm of attempting
to create values behind securities for which T stood sponsor.

Mr. Stone : Has not the great q.uestion throughout all the

ages been tlie question of what is a reasonable wage, what is a

living wage? Has it ever been decided, so as to stay decided,

I mean ?

Mr. Lauck : No. Of course, the standard of li^dng of work-

men advances, even in the same occupation.

Mr. Stone: And there never has been any line of demarca-

tion drawn yet between living and existence, has there? It is

hard to tell where one stops and the other begins?
Mr. Lauck: Well, yes. I don't know whether I get that

fine point or not.

Mr. Stone: Well, there is such a thing as existing, and

then there is such a thing as living.

Mr. Lauck: Yes.

Mr. Stone : Now, we hold that the American workingman,
and especially the locomotive fireman and engineer, is entitled

to a living.

Yes, sir.

Under the standard of American—
You mean a real standard of living?

Yes.

Of course, these men that are getting $1.50

and $1.65 and $2 a day are really not getting a living wage. I

think that most of the manufacturing industries now, where the

Mr.
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labor is rapidly becoming—a large proportion—more and more

unskillful, through the introduction of machinery, the wage is

becoming a family wage, instead of an individual wage, where

they are exploited in that way.
Mr. Stone: And the result is we are sending our women

and children into the shops along with the men, so that the

famih' can live?

Mr. Lauck: Exactly.
Mr, Stone : That is the economic condition that confronts

us.

Mr. Lauck: That is characteristic of manufacturing and

mining in the country now, I think.

Mr. Stone : I suppose if this thing goes on far enough
and this economic principle is applied far enough, we will find

it in our railroad employment as well, later on.

Mr. Lauck : If you did not have the power of organization,
the tendency would be in that direction. That would be the

natural economic tendency, to give the employe as little as pos-

sible.

Mr. Stone: Anything else you want to take up in this?

I would like to get this other exhibit introduced, if I could.

Mr. Lauck: Xo, I can pass over the rest of it.

Mr. Stone : Well, is there anything else important you
want to take up on it?

Mr. Lauck : No, there is nothing more important.
Mr. Stone: You don't w^ant to touch on these Northern

Securities ?

Mr. Lauck : No, the only thing in connection with that is

how few, only about sixteen persons, control the Great North-

ern and the Northern Pacific Eailway.
Mr. Stone: Do you want to cross-examine, Mr, Sheean.

Mr. Sheean: No.

Mr. Stone : We should like to introduce then, Mr. Chair-

man, as our next Exhibit, Exhibit 63,
'' Productive Efficiency

of Industry, Working Relations and Corporation Finance."

(The document, so offered and identified, was received in

evidence and thereupon marked ''Employes' Exhibit No. 63,

March 5, 1915.")
Mr. Stone: Just what is the object of this exhibit, Mr.

Lauck? Just why was it prepared?
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Mr. Laiick : It is prepared by way of further explanation
of the attitude or point that I have been attempting to develop,
and a sanction to the theoretic attitude that I have been putting
forward.

I would like to read, if I might, part of the first article of

Mr. John Moody, editor of "Moody's Magazine," and editor of

"Moody's Analysis of Railroad Investments," because it puts
so much better than I can the idea we have been discussing.

Mr. Stone: What is Mr. Moody's general reputation? xVs

a conservative !

Mr. Lauck: Mr. Moody is a conservative financial expert,
who issues a manual each year on the railroad stocks and

bonds, and an analysis of railroad investments from the stand-

point of the stock market and the investor. He is editor of

"Moody's Magazine," an independent financial publication, and
I think is considered a conservative and independent financial

student. He occupies a unique position in that regard.
This article by Mr. Moody is entitled "The New Capital-

ism," and was published in the publication called "Tlie Public,"
in St. Louis, I think.

After stating that a capitalist sixty years ago was a man
who, like George Washington, was worth so much cash, or real

estate, or land, he then states that there has been a new desig-

nation of capital, growling out of the development of industry
on a large unit basis, and the extension of markets to cover the

whole world. It says :

"Within the past half century capital has taken on a differ-

ent meaning. For no sooner did tlie modern corporation arrive

in response to the demand for carrying on production and dis-

tribution on a large scale than the seeds began to be sown from
which has grown the world-wide custom of capitalizing earning

power;—that is, massing in concrete forms, in the tangible

shape of stocks and bonds, the value of possibilities for profit

under the newly invented methods.

In the earlier days, by the crude processes then prevailing,

a given manufacturing plant might produce enough goods and

sufficient profit to make net earnings of from 10 to 15 per cent

on its total cost; but with the introduction of the im^iroved
methods and the further development of efficiency among the

workers, this net profit vras in many cases increased to from
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30 to 100 per cent or more on the invested capital. It was then

realized that through the instrumentality of the corporation,

a concrete valuation could be put upon this increased profit-

producing- power, and the ''value" of a given property, instead

of being based on its original or replacement cost, could be

measured by its capacity to show increased profits.

Thus, "capitalization," which was formerly regarded as

only genuine when it stood as the representative of an equal

amount of property, became a new thing. Corporate capital,

as represented by the creation of stocks and bonds, now began
to be appraised mainly on the basis of earning power. On this

even basis, "capital" was created by leaps and bounds. As
the labor of the community became efficient, and the unit of

effort brought greater results, cor]:>orate securities were issued

in an ever-increasing ratio.

Then ski]i]:)ing the next paragraph.

Naturally, this new method of pre-empting or capitalizing

the wealth production of workers yet unborn or still in infancy,

was at times overdone. Such a process essentially invites specu-

lation, and during "boom" periods the possibilities of future

growth, or the rapidity of such growth, were often overesti-

mated and overvalued.

And he goes on to state that resulted in panics and depres-

sions.

Mr. Stone: Just how do you apply that to this present
situation here!

Mr. Lauck: The idea is the one that we have been working

on, to the effect that the increasing efficiency of labor, the

increasing efficiency of capital investments, such as machinery,
better locomotives, better equipment, resulting in heavier train

loads, the revenue resulting therefrom has been rapidly

capitalized, and therefore the employe has not had an oppor-

tunity to participate in that the way he should, speaking of

employes as a whole.

This overdoing of the capitalization results in practice, he

continues by saying—I have omitted some references there,

where the stars are, for the reason they were political references,

and it seemed to me well not to bring up in the present dis-

cussion—on page 3, he says:

This situation naturally led to a wide-s]iread rlemnnd amonu-



6330

faijitalists
—

large and small— for legislation wliicli woukl in-

sure the integrity of the values which had already been cai3ital-

ized, as well as those which would continue to be capitalized for

generations into the future.
* * *

Legislation in state and
nation was promoted for preserAing the status ([uo of this new

disposition. Thus the railroads, which in the decade after the

Civil War, were the most conspicuous beneficiaries of the new

system, were given enormous grants of lands, the steadily in-

creasing values of which have been progressively capitalized to

this day ; railroad rights of way were guaranteed and protected
in many ways.; terminal sites were furnished under the most
favorable conditions

;
natural resources such as coal and iron

deposits, mineral lands and water power rights, were in every
conceivable way surrendered by the people and given to the

railroads for their own use and ])rofit.

The railroads, of course, profited enonnously by the grant-

ing of these special privileges, and steadily capitalized these

growing values, just as they had begun to capitalize the grow-

ing values in their ordinary rights of way, which were being
each year added to through the industrial efforts of the people
to whom they catered and the steady population growth along
their lines.

Then he goes on to say that the tendency was not limited to

the railroad field, but extended to all other lines of industrv.

And on page 4 :

"Thus has been built up this great structure of modern

capitalization."

The New Capitalism is simply the current appraisal or capi-

talization of monopoly. It is not the mere capitalization of ma-

chinery, nor of the results of the working of machinery, but it

is a capitalization of the appropriate earnings of the human be-

ings who now use or will use the machinery and produce the pro-

fits. For monopoly is of no value in industrial life, except to

divert wealth into the hands of the i^ossesser of the monoi^oly.
* * * The development of efficiency in modern productive

methods, the invention of new and improved processes, reducing

costs, gives them a steadily enlarging margin of profit for each

unit of productive effort
;
while the control of the source of sup-

|)ly in coal, enables them to exact 'all the traffic will bear' in the

sale of the product. Just as fast as new inventions are developed
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and niacliiiie processes perfected, naturally decreasing tlie cost

per unit, the value of the monopoly increases, and profits swell,
so to speak, at both ends of the process."

He concludes by two significant paragraphs, it seems to me.

Capitalization he is speaking of. "It is this power or privilege
for monopolizing earning capacity that has made possible the

modern phenomenon kno\\Ti as Big Business
;
this power, existing

through the more or less exclusive possession of original sources

of supply, that is steadily being reflected through the increasing

capitalization, in corporate forms, of the general producing ac-

tivities of men and women in this generation, as well as of the

labor of those in the generation to come.

"Were the process limited to the earning power of the pres-
ent generation only, the situation would not be so serious. But

Big Business has already pre-empted and capitalized the com-

ing labor of our children; it has ^cashed in' on the future wealth

production of babes yet unborn; the market values of many
stocks and bonds daily sold in the financial centers of America

today represent little more than the advance absorption of

future labor power, even under the third and fourth generations.
"And this further fact should not be forgotten. For over

forty years there has ben a double process at work. First,

steady growth of a new system of capitalizing working forces,

practically unheard of before the Civil War; and, second, a

steady trend toward the concentration in control of this capita-
lization in the hands of a limited group of men, by means of legis-

lative enactment, community of interest, control of avenues of

credit, and in numerous minor ways."
That is all I wish to read of that. Mr. George W. Perkins,

who was formerly a member of J. P. Morgan & Com])any, and
who has been connected with the United States Steel Corpora-
tion and the International Harvester Company, and conserva-
tive financially, on January 21st and 22nd, 1915, testified before
the Industrial Commission, as follows—

Mr. Stone : That is this year.'s vintage.
Mr. Lauck : Yes, sir.

"I think, first, the money for the capital should be paid in

dollar for dollar in cash. And then, T thiuk a plan should be
worked out by which it should be said we pay the interest on
our bonds, we pay our dividends on our stock; the stock has
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not been paid in as completely as the bonds
;
and then, whatever

money we are able to make over and above that, shall be divided

between the stockholders and the laboring men; that the labor-

ing man is supposed to earn his Avages, if having earned the

interest on the money that was put in; if he earns a surplus
above that it should be shared with him and the stockholders."

On the next page, he states more sigiiificantly, the follow-

ing :

"How vastly different and better industrial conditions and

relations would have been during the past twenty years if at

the time of enacting the Sherman law two other laws had been

passed. One that would have prevented stock watering and

over-capitalization in railroad and industrial organizations ;
and

one that would have required full publicity for railroad and

industrial organizations that became interstate and inter-

national."

I will read on page 11 from the testimony—
Mr. Stone Have you skipped Mr. Untermyer?
Mr. Lauck : Mr. Untermyer, on page 9. Mr. Untermyer,

whom I have quoted before, was the general counsel of the

Pujo Committee, which investigated the concentration of wealth

and credit. His statements are not so significant in the con-

nection which we have here. He makes a general statement

that he thinks industrial unrest is due to an inequality in the

distribution of the output of industry.

Mr. Stone : The first paragraph above that, Mr. Lauck,

showing liow the great corporations control, by a very small

proportion, the stockholders.

Mr. Lauck: Large industries getting into a few hands?

Mr. Stone : No
;
above that.

Mr. Lauck: Speaking of the concentration of industries

into large corporations, the witness said he considered it harm-

ful when you get a great aggregation of capital in any industry
with all of the power behind it on one side, the labor organiza-
tion is helj^less. He said :

•

"As I look upon the government of corjDorations the man-

nei" in w^hich they are controlled has a very vital effect upon labor

conditions, especially with respect to the great corporations of

the country. I look upon the concentration of control of these

corporations in a centre like New York as a thing to be avoided
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if possible, and a thing to be done awaj- with for the good of

every industry concerned. . . . The fact is that the great

corporations with widely scattered holdings are controlled by
a very small proportion of the stockholders.

"Large industries getting into few hands was considered

inimical to labor as putting labor at a great disadvantage.
"Not only labor organizing, but when organized, in get-

ting its rights; because labor has nowhere else to go. If the

labor in an industry has only that industry that it can deal with,

and has to deal with the whole industry and their terms are

unsatisfactory, then it has nowhere else to go."
Mr. Stone: That means, when you talk about a man, that

he don't like his job
—if he don't like it, he can quit, that there

isn't any place for him to go. He cannot quit. His training

is for that particular vocation.

Mr. Lauck: Yes, sir; if those are controlled by one cor-

poration, of course, he has nowhere to go.

Mr. Stone: Well, with the present follow-up and reference

plan they have now, it comes pretty near being nowhere else

to go.

Mr. Lauck: I say he has nowhere else to go. I would like

to read just one more selection. That is from the testimon}"

of Mr. Louis D. Brandeis, on page 11, testifying before the

Commission on Industrial Relations, on January 23rd, 1915.

Mr. Brandeis, among other things, said:

"There ought not to be, to my mind, the slightest difference

between the em]')loyer and the employee as to determining that

they are going to earn the greatest amount they can * * *

consistently with the complete help of the individual. There

ought to be unity of purpose until you come to a division of the

increased profits, and then the two sides ought to bargain with

one another, and * * *
j think the time is coming for the

unions to get the larger share."

He explained that by the fact that labor was debarred

from its proper share, at the time of the introduction of

machinery.

Mr. John I). Rockefeller testified that he would like to divide

the surplus output of industries controlled by him, with labor,

but he did not know how to go about it.
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The Chairman: We will adjourn until 10 o'clock Monday
morning.

(Whereupon, at 5 o'clock P. M., on March 5, 1915, an ad-

journment was taken until March 8, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

AEBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-
MEN AND ENGINEMEN

under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

Chicago, Illinois, March 8, 1915.

Met pursuant to adjournment at 10:15 o'clock A. M. '

Present: Arbitrators and parties as before.

Mr. Stone: Mi". Chairman, we desire to introduce this

morning Exhibit 64. "Financial Ability o*f Western Railroads

to Pay Increased Compensation to Locomotive Engineers and

Firemen. ' '

Exhibit 65. "Condensed Income and Profit and Loss State-

ments of Western Railroads for the Year Ending June 30, 1914.'^

Exhibit 66. "Cash, Working Assets and Profit and Loss

Balance of Western Railroads, on June 30, 1914.
' '

(The documents so offered and identified were received in

evidence and thereupon marked "Employes' Exhibits 64, 65

and 66, respectively, March 8, 1915.")

The Chairman: Are there any ]iro]>osed corrections of the

record 1

Mr. Stone : We have none.

W. JETT LAUCK w^as recalled for further examination, and

having been previously sw^orn, testified as follows:

Mr. Stone: Now, Mr. Lauck, take up Exhibit 64, and ex-

plain the object of the exhibit, what we hope to show by it.

Mr. Lauck: Exhibits 64, 65 and 66 are designed to show

the present financial status of the Western Railroads, as con-

trasted with the temporary conditions from year to year.
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This sliows in a condensed form the results of the operation
of the raih'oads during the last five years, and the accumulated

financial results of previous years.

Referring to page 1 of Exhibit 64, it will be noted that the

first section of this exhibit shows the totals for fifty-three repre-

sentative Western railroads. This exhibit was prepared before

it was known exactly what railroads would be parties to the

present proceedings.
The Chairman: Wliatpage?
Mr. Lauck: Page 1. Pages one and two give the names of

the railroads which are considered as a whole, or one svstem.

On page 3, is given the aggregate of the condensed income state-

ment of these fifty-three roads during the years 1909 to 1913

inclusive. This grai^hical presentation is drawn according to

scale, and the year 1909 may be compared with the year 1913 on

this basis, showing the relative amount of operating expenses,
net revenues, and the disposition of such net revenues.

For instance, in 1909, it will be seen by referring to this

document on page 3, that the operating expenses were $659,000,-

000; in 1913, they were $906,000,000. The total operating rev-

enue in 1909 was $1,000,000,000; in 1913 it was $1,351,000,000.

The net revenue in 1909 Avas $371,000,000; in 1913 $441,000,-

000.

Then the next section, with the cross lines, shows how much
was i)aid for taxes in 1909, or $32,000,000, as contrasted with

$46,000,000 in 1913.

The next section shows what had been income from sources

other than railway operations or other income. Tlmt is, interest

and dividends on securities, and all other income not strictly rail

income.

The large income shows the gross cor])orate income, or $439,-

000,000 in 1909, as compared with $533,000,000 in 1913.

Then the divisions under that section show the disposition

that was made of gross corporate income, a certain amount being

paid for rents and other purposes; a certain amount i^aid on

funded debt; $133,000,000 in 1909, as compared with $168,000,-

000 in 1913, leaving a net corporate income for the year of $230,-

000,000 in 1909, as^compared with $270,000,000 in 1913.

Then the diagram on page 5 continues tliat analysis through
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the accounts by taking np the condensed income and profit and

loss statement.

We have in that diagram a consideration of the surplus for

the previous year, to which is added the net income, from which

dividends and other charges are deducted, leaving the so-called

free surplus available at the close of business on June 30, 1913.

The surplus on June 30, 1908, for these 53 carriers was

$431,000,000.

Referring to the diagram on page 3, it will be seen that the

net income for the current year was $230,000,000; which added

to the surplus gives the amount availal)le to stockholders in that

year as $658,000,000.

From this was deducted $161,000,000 in dividends and

$-I-,800,000 in appropriations for property, $20,000,000 in appro-

priations for reserves, leaving a so-called free surplus on June

30, 1909, of $471,000,000, as contrasted with a so-called free sur-

plus June 30, 1913, of $684,000,000.

Then on page 7 there is a diagram showing the relative ten-

dencies in the principal items of profit and loss; three lines, one

showing the amount available to stockholders, which I have

mentioned in the preceding diagram, another showing the ten-

dency exhibited by the unappropriated or so-called free surplus,

and the third showing dividends to stockholders, and the bottom
line showing appropriations for property.

It will be noticed that there has been an upward tendency
in the amount available for stockholders and in the accumula-

tion of a surplus, and that dividends to stockholders are slightly

more in 1913 than they were in 1909, with quite a falling off,

however, in 1913 as compared with 1911.

On page 8 the net income for the year is shown in the table

at the middle of the page, as contrasted with the total amount of

capital stock outstanding, and the earnings are shown for 1909

to 1913; that is, the per cent of net income to total amount of

capital stock oiitstanding, being 7.61 per cent in 1909; 8.55 per
cent in 1910; 9.63 per cent in 1911; 6.76 per cent in 1912, and 7.78

per cent in 1913.

On page 9 there is a diagram showing the relative propor-
tion of income expenses and surplus, and the relation to surplus,
and to these different items, of certain increases in wage pay-
ments to engineers and firemen.
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This diagram is drawn to scale, and the figures are omitted,
but they have already been given in the preceding diagrams,
and are also given in the basic table.

For the year 1913 the diagram shows the first bar, operat-

ing expenses and the net operating revenue, and the next section

shows the relative proportion of net operating revenue paid in

taxes. Then the next section shows the income derived from
other sources. The next section shows the gross corporate in-

come and its disposition, into rents paid, interest on funded

debt and net amount available to stockholders.

The next section shows the amount available to stock-

holders
;
that is, the surplus from the previous year and the net

income for the current year, or a total of 28 per cent as com-

pared with capital stock outstanding.
Out of this was paid 6 per cent in dividends and in appro-

priations to property leaving the last bar, the surplus, which

was 22 per cent of the total amount of capital stock outstanding.

Then, at the bottom of the diagram, is shown the relative

proportions, or the amount of this surplus which would be ab-

sorbed if ten, fifteen or twenty per cent wage increases were

granted to locomotive engineers and firemen, and it can be seen

by the diagram that the amount which would be absorbed from

surplus or from net income would be comparatively insignificant.

On page 10 are given the figures showing what the amount

of certain designated increases would be, and on page 11 is given
the basic table, upon which all of these diagrams were built.

That is a condensed income and profit and loss statement of

these fifty-three representative railroads, showing the operating

revenues, expenses, the taxes and the other income; the gTOSS

corporate income, the deductions from gross corporate income,

and the surplus balance and the net income available for stock-

holders, and the disposition of that amount in the form of divi»

dends, appropriations for property and for reserves, and the

accumulated surplus at the end of each fiscal year, from 1909

and 1913, inclusive.

Mr. Stone ; Mr. Lauck, may I interrupt to ask where you

got these figures?

Mr. Lauck : These figures were taken from the reports to

the Interstate Commerce Commission, and are an aggregate of

those figures.
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Mr. Stone : This is tlie aggregate sum that you got ?

Mr. Lauck: Yes, sir; these are an aggregate of 53 West-

ern railroads.

Mr. Stone: So, if these figures are correct, from 1909 to

1913, the amount carried in surphis account has increased from

$471,000,000 to $684,000,000.

Mr. Lauck: Yes, sir; and the net income from $230,000,-

000 to $270,000,000, after all payments had been met. The divi-

dend disbursements from $161,000,000 to $182,000,000, and the

appropriations that have been made, each year for property,

$4,800,000 in 1909; $18,000,000 in 1910
; $16,000,000 in 1911; $12,-

000,000 in 1912
; $41,000,000 in 1913. Also, some appropriations

being made for reserves, and the additional amount available

for stockholders—
Mr. Stone: The additional amount available for stock-

holders shows a remarkable increase also, does it not?

Mr. Lauck: Yes, sir, that increased from $658,000,000 to

$976,000,000. That includes the surplus accumulation and is

available for what uses they may wish to place it.

Mr. Stone: Now, Exhibit 65 carries this same analysis,

through the year 1914, for the same railroads.

Mr. Lauck: Yes, sir.

Mr. Stone : Explain why this exhibit was gotten out later

—because you found you had some more time?

Mr. Lauck: Had more time.

Mr. Stone: And the reports of the railroads came in!

Mr. Lauck : The reports of the railroads came in, and they

were all filed with the Interstate Commerce Commission, about

last December or January. This supplementary exhibit was filed,

showing the condition of these roads in 1914, and the total for

all roads is found on page 7. The total is not exactly identical.

There are three roads, I think, that we could not get. They are

comparatively small roads.

Mr. Stone: The reports were not in, you mean!

Mr. Lauck : They were not available at the time that this

was prepared ; making a difference of about $3,000,000, I think

it would be in the surplus account. The analysis is exactly sim-

ilar to the 1909-13 exhibit, or exhibit No. 64, and comparisons

may be made between Exhibit No. 64 and Exhibit No. 65. Of
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course, time, was not available to work out the diagrams or the-

graphic presentation of it.

Mr. Sheean: Are those the same fifty-three roads?

Mr. Lanck: Yes, sir; with the exception of three unim-

portant ones. I do not happen to have their names. I will give

you those
;
and it makes about $3,000,000 difference in the sur-

plus.

Mr. Stone: And the only reason they are not shown is

because they were not available!

Mr. Lauck: Yes, sir.

Mr. Stone: This is simply introduced to show the ten-

dency of the times ?

Mr. Lauck : Yes, sir, to complete it through the last avail-

able year.

Exhibit No. 66 makes an analysis of the surplus, to the ex-

tent that it shows, as will be seen, of this service, how much was

cash—ready cash, available for use. It will be seen that of the

total surplus of more than $600,000,000, $208,000,000 was in cash

on hand—Exhibit 66, page 2.

The Chairman: Page 2 of the exhibit?

Mr. Lauck: Yes, sir; page 2 of Exhibit No. 66. That,

as I have stated, analyzes surplus into cash working assets, .and

shows of the accumulated surplus, how much was in quickly

available form for immediate use
; or, $208,000,000 in cash. What

proportion of these working assets were available, I have not

attempted to work out. Of course, you would have to deduct

from them the current liabilities, and know what the character

of the securities held as working assets were, or any other asset

held as working asset.

Mr. Burgess : Do you mean, Mr. Lauck, this $208,000,000

was in cash, June 30, 1914?

Mr. Lauck: June 30, 1914, yes, sir. In this exhibit, as

will be noticed, I have at page 13 and subsequent pages—
Mr. Burgess: Which exhibit?

Mr. Lauck: Exhibit 64. I beg your pardon: I have also

made an analysis of surplus. The analysis on page 13 is for

only 23 railroads, out of the total of 53, but in the succeeding

pages, the analysis of the surplus of each road, is made, show-

ing the accumulation of cash and the change in different items,

in this surplus, during the period 1909 to 1913.
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For instances taking tlie totals for the ten representative

roads, which will appear on page 43, it will be found that there

is a brief analysis of the increase in surplus. Page 43 is the

Atchison. A brief analysis in the increase in surplus of the

Atchison during the period 1909-1913.

It will be noticed there that during this period the Atchison

accumulated in its surplus $19,000,000 more in cash than it haci

in 1909
;
in other words, in 1908 it would be $8,818,000 in surplus,

and in 1913 $27,820,000.

That comparison is made for each road. In addition to the

profit and loss statement there is a statement, in connection with

each road, of the aggregate of the analysis .of increase in sur-

plus.

I would like to refer to page 41. On that page is also shown
the income factors and the capitalization factors. The margin
of safety as set forth in Mr. Moody's analysis of railroad in-

vestments. In other words, from 1902 to 1913, on page 41 it

will be seen that the margin of safety, after the payment of

fixed charges, ranged from 53 to 59 per cent; and on page 42

that the margin of safety, after paying the dividends, ranged
from 37 to 60 per cent.

Mr. Burgess: Now, Mr. Lauck, won't you please explain
the last paragraph on page 43, under the heading of "returns

to stockholders"!

Mr. Lauck: Yes, sir; I have just come to that.

Mr. Burgess: Taking the Atchison as an example. That

will probably give us an idea of what your table consists of

briefly.

Mr. Lauck : That is an additional section, showing to what
extent the stockholders have fared during the period of 1900 to

1913.

If you will turn, please, to page 44, you will find that ex-

plained in a summary form. This shows the average price of

one share of Atchison stock in 1900, which was $33. The average

price of one share of stock in 1913 w^as $98.

During this period, the holder of one share of stock received

in dividends for the period $62. That is, in cash dividends. He
also received in stock rights, either in cash or stock for the

period $2.19. And the total received in 14 years was $64.19.

The market profit or loss on the investment, assuming tliat
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lie bad boiiglit the stock in 1900, and still held it in 1913, was

$65. The difference is $33.98 between what he paid and what
he conld have sold it for.

The per cent per annnm on investments, inclnsive of this

market profit dnring- this period, was 28 per cent.

The per cent per annum on investment, exclusive of this

market profit was 13.9, or practically 14 per cent.

The Chairman: You are referring to the common stock,

are you ?

Mr. Lauck : Yes, sir.

Mr. Burgess : Mr. Lauck, see if I follow you correctly. If

an investor liought 'one share of Atchison in 1900, and paid $33,

and hekl it until 1913, his property would have increased in

value $65, plus any interest that he might have received during
that period of time.

Mr. Lauck: Yes, sir, which amounted to $62. That is, he

received in cash dividends $62. Then in addition to that—
Mr. Stone: That was quite a good proht on liis invest-

ment, was it not?

Mr. Lauck: Yes. The aggregate w^as about 225 per cent

for the fourteen years, just considering it as one period of

time.

Mr. Burgess : That is, on the $33 invested in 1900 he would

receive in 1913 an aggregate of how much per cent?

Mr. Lauck: It Avould be 13 times 13.9, or 13 times 28,

which ever way you looked at it. It would be in the most con-

servative way, eliminating the market profit, if he left his stock

and did not sell it, it would be about 225 per cent. Thirteen

times thirteen would be 179 per cent,

Mr. Burgess: Well, that is the real purpose of this exhibit,

is it, to bring out the returns to the stockholders?

Mr. Lauck: Yes, to show what the existing status of the

railroads is financially, as contrasted with any current opera-

tions for one year; how they stand now in a financial way, how
the stockholders would have fared, how they have participated,

on the basis of the figures reported by the railroads to the Inter-

state Commerce Commission, and what would be the effect of cer-

tain designated wage increases upon the so-called surplus of tl^e

railroads, operating revenues and operating expenses, and upon
whether the railroad would be able to pay from the current result
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of their operations certain designated increases in wage pay-
ments to engineers and firemen.

Mr. Bnrgess: Do you find, Mr. Laiick, in making a study
of this exhibit, which probably you have done, that the ten rep-

resentative raih'oads you refer to have returned approximately
about the same amount to the stockholders?

Mr. Lauck: In dividends!

Mr. Burgess: Yes.

Mr. Lauck: For the ten representative railroads, that is

shown on page 23 as to the net income, as compared with capital

stock outstanding. It ranged from 9.28 per cent in 1909 to 9.66

in 1913. In 1910, the return was 10.13 per cent; and in 1911 it

was 12.20 per cent; in 1912, 8.01. That is what was earned.

What was actually disbursed is shown on page 26.

The dividends paid in 1909 were $122,000,000; in 1913 were

$140,000,000. The average rate of dividend on all classes of

stock, without differentiating between the stock, was 6.54 in

1909, and 6.80 in 1913.

Mr. Park: Mr. Lauck, have vou made an analvsis of the

distribution of the stock of the Santa Fe to determine to what

extent it is held by individuals?

Mr. Lauck: No, sir. There is no information available by
which I could make that. I attempted to get the same data along
tliat line, but beyond Poor's Manual of Holdings of Railroad

Securities, which shows the amount of stock held by savings

banks and life insurance companies and trust companies, there is

not any information available, except occasional statements pub-
lished by the railroad as to the number of stockholders.

Mr. Park: I have seen a statement that the average hold-

ing was 89 shares. If that be true, it would indicate a very wide

distribution of stock among individuals.

Mr. Lauck: Yes, sir.

Mr. Sheean: Mr. Lauck, have you anywhere, i:>repared, on

the line that you show on page 44, where you take the Santa Fe

back to 1900, what the result to a person buying the stock in

1900 at 33, and holding it all the time, would liave been? Have

you on that same line attempted to show, as to these railroads or

any of them, what the result to any individual would have been

had he bought the shares of stock immediately following the last
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concerted rate movement in 1910, and cashed in on the basis that

yon show, at 44, when this movement came npf
Mr. Lanck: No, I have made no study of that. These fig-

ures are largely taken from Moody's Magazine, and really do

not represent an independent investigation on my part. He
showed there, I think, returns in connection with the Eastern

Rate Case in an analysis they made of the financial status of

the railroads, or series of articles entitled, "The Case Against
the Railroads" made this compilation which I have used.

Mr. Slieean: Well, then, is this comparison here which you
have used the one as to which the Interstate Commerce Com-
mission says that comparison could not be made where you take

two fat years for comparison with two lean years?
Mr. Lauck: I don't think the Interstate Commerce Com-

mission ever said anything about this comparison.
Mr. Sheean: About this particular comparison.
Mr. Lauck: No, it never appeared.
Mr. Sheean: Well, is it not true, Mr. Lauck, that if you

show at page 44, whereby you treat as profits the difference in

market value of the stock in 1900 as compared with the market
value in 1913, that if you took the same basis of comparison as

between 1910, when the last concerted wage movement was set-

tled, and 1913, and charged off against the diiference the falling
in the market price of stock, that it would bring you to the con-

clusion that there had been a loss from this investment rather

than a profit.

Mr. Lauck: A market loss?

Mr. Sheean: Yes.

Mr. Lauck : I don 't know what the quotations are. I know
1910 was a very good year, and of course the price of stock would
have gone up or gone down, according to revenues good or bad.

Mr. Sheean: And you show here at the bottom "Per cent

per annum on investment, inclusive of market profit," a certain

conclusion. Now is it not a fact, if you adopt that method, com-

paring 1900 with 1913—is it not just as fair to adopt the same

comparison between 1910, just following the last concerted wage
movement, and 1913, when this one began.

Mr. Lauck: I think it would be perfectly fair, yes.

Mr. Sheean : And from your general knowledge of the fact

that in 1910 the stocks were very high, can you not state in a
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general way that if yon adopt tins general method, and deduct

the difference in market quotations between 1910 and the market

quotations in 1913, your last Jine here for the period between

those two concerted wage movements would show no return on

investments.

Mr. Lauek: 1 do not know^ what the relative quotations
were for those years. I can say this, that 1910 being a good
year, the market quotation would follow the revenue showing of

the road, and possibly the market value of the stock in 1913

not being as good, may have shown a relatively smaller quota-
tion. I think 1914 would probably show still smaller. I think

Atchison is quoted now at about 97, or something like that, even

at the present time, when conditions are supposed to be bad.

Mr. Sheean : Yes, but do you consider as perfectly proper
in the consideration of the returns on investment, the deduction

or addition of the market values of the stock between the two-

dates on wliich the per cent is made.

Mr. Lauck : I think so, yes ;
that is, assuming that a man

makes an investment and wants to realize upon it.

Mr. Sheean : Then would it be your conclusion that taking
these same railroads on the date on which the award went into

effect in 1910, or the concerted wage movement was settled, and

considering as the investment the market value of the stocks on

that date, and taking the same carriers at the period when these

wage demands were presented in October, 1913, that on this for-

mula which you here apply, there was a showing of no profit

on the investment, that in any award or any consideration the

Board might give here, it would be proper for them to reach

the conclusion that during the three year period there had been

no return on the property investment?

Mr. Lauck : No return on the property investment ?

Mr. Sheean: Yes, or on any investment.

Mr. Lauck: You mean, looking at it from the standpoint
of an individual?

Mr. Sheean : Whatever standpoint you looked at, in mak-

ing your table.

Mr. Lauck: That is, looking at it from the standpoint of

an individual who purchased the stock; from the standpoint of

that individual, saying that he bought in 1910 and sold in 1914,.

there might not be any market profit.
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Mr. Sheean : That was wliat I was wondering, Mr. Lauck,
as to whether or not in this controversy it was your position
that what the profit or w^hat the loss of an individual as between

1900 and 1913, or as between 1910 and 1913, had been, had any
relevancy or materiality in this proceeding. Is not this purely
what would have been the result to an individual!

Mr. Lauck: To an individual. I don't think it has much

bearing on the case.

Mr. Stone : But the fact does remain, does it not, if I

had been in the open market, I could have bought stock in 1900

at $33 f

Mr. Lauck: That is right.

Mr. Stone : And if I could have held it until 1913, I could

have sold it at an advance of $65 a share, could I not?

Mr. Lauck: Yes, sir.

Mr. Stone : And, also, during the time that I held it, to

the present, on the investment, in addition to the increase in

the market, profit of 13.9 per cent per annum, is that correct?

Mr. Lauck: That is right.

Mr. Stone: Well, then,, it is very evident that the stock-

holder got his fair share of the ]n-oductive efficiency of the road,

did he not?

Mr. Lauck: Yes, sir, during this period. This is intro-

duced to throw some light upon that. I do not think, how^ever,

that the contention is based upon return to any individual. It

is more what the railroad has done, prior to 1909, than since,

and our argument altogether has been that productive efficiency

has not been sufficiently remunerative, prior to 1909, and we
are basing it upon the aggregate results, prior to that time,

more than subsequent. This is of a value as indicating what

an individual might have done, who had the stock and who sold

it during that period.

Mr. Stone: In other words, we never have conceded and

do not concede now that the settlement of 1909 was fair, full and

adequate, as the other side claim.

Mr. Lauck : No, sir, that is my understanding of the con-

tention.

Mr. Park: That would obtain, Mr. Stone, in all settle-

ments, would it not—the same result?

Mr. Stone: Well, I am still optimistic. I am in hopes
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that this award will be fair, full and adequate, when we are

through.
Mr. Park: I could not imagine any such contingency.
Mr. Lauck: There is another point that I might mention in

connection with this exhibit—referring to the Atchison as a

good road to exemplify this by. Of course, it has no practical

significance, because it is a case of whatever way we may look

at it, of the water already having gone over the dam, but of

course, nothing can be done to change what has been done, but

in the section from pages 39 to 41 is an analysis of what the

Atchison has been paying, with a statement of what it might
have paid, had it been reorganized in the sense that I have said,

or claimed, rather, was a proper reorganization, in 1896. The
Atchison now is making return of about 7.25 per cent of its earn-

ings on its capital stock outstanding; whereas, if its capitaliza-

tion were in accordance with its market value of its property
in 1896, when it was reorganized, it would be paying between 19

and 20 per cent upon such valuation. That shows what the

earnings might have been, had the financial management ad-

justed the security issues to the market value of the property
of that time; but of course, these securities having been issued,

and having become a claim against the railroads, any failure to

make returns on them could not be considered, because it would
be interfering with the rights of innocent purchasers.

Mr. Stone: And the difference between what you show
there and what they are paying at the present time shows the

additional burden that was placed on the Santa Fe.

Mr. Lauck: Shows a difference of about 12 per cent from
the earnings, which we have claimed represents the fact that

the employes have not had an equitable participation in the pro-

ductive efficiency of the road.

Mr. Park: Mr. Lauck, is not that all involved in the past
constructive history of the roadf It started, as you say, some
time ago, on a small road that had a very moderate earning

capacity, and by building up the Southwest and that territory

it has finally become a great transportation machine, but would
it not be necessary to take into consideration all the encourage-
ment that was required, to give the investors and all the con-

ditions that obtained, to form a fair idea?

Mr. Lauck: Of course, there ought to have been induce-
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ments to the investor, if he incurred unusual risks. This does

represent, not solely the productive efficiency of the employes,

but the growth of business resulting from the development of the

country, and our claim was that when we had this up, that these

securities being issued and absorbing these revenues, that the

employes, if this were continued, could not hope for an equi-

table participation at any time, because, as you will readily see,

if securities were waiting to absorb revenue, why, at any time it

will be able to be shown that the road was financially unable

to pay.

Mr. Parlv: Well, there always was great risk in the trans-

continental lines. The Union Pacific was in the hands of a

receiver, and the Santa Fe has been in the hands of a receiver.

The Northern Pacific went through receiverships, and looking

back, we can very clearly see that there was a great deal of risk,

and it must have required a great deal of encouragement to get

people to put their money in it and push those enterprises

through. It would seem to me that all of that has a considerable

bearing on the subject, if we attempt to analyze that part of the

history of these railroads, in connection with present conditions.

Mr. Lauck: So far as that was present, I should think it

should. I had always thought that there had been great risk

incurred, but after studying the history of some of these roads,

wli}^, I came to the conclusion that there was no risk in the case

of some of them, but enormous profits were made, without any
risk being incurred whatsoever.

Mr. Park: Well, it might have been true that some people

profited by it. Thomas C. Durant put up his fortune and Oakes

Ames came to the rescue of properties. That is true of the

Northern Pacific and all of the lines. Great fortunes were lost,

as w^ell as made, as I gather the historv.

Mr. Burgess : Mr. Lauck, in preparing all of your exhibits,

you have never denied at any time that capital should not be

properly rewarded for its participation in the industry, have

you!

Mr. Lauck: No, sir, or that there should be any interfer-

ence with securities already issued, and which have been ab-

sorbed by innocent purchasers.

Mr. Burgess: If I understand the purport of your exhibit
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aud the essence of your testimony, it has simply been that labor

has not had its equitable share of results produced?
Mr. Lauck: Yes, sir.

Mr. Burgess: In this case, particularly the engineers and
firemen ?

Mr. Lauck: Yes, sir; and that if this same system of creat-

ing securities against the earnings of the future was permitted
to go forward, why, all the increased productivity of the men
and the development of the country would be absorbed.

For instance, in the last part of the section of Exhibit 62,

which I presented, and which I failed to comment on, the conclu-

sion which I wished to arrive at was, that at the present time

there are dividends of about $45,000,000 annually, paid by West-
ern Railroads on capitalization, which I had claimed to be exces-

sive. And in addition to that there was $259,000,000 of stock,

like the Great Western and other roads of that kind, which had
been issued without consideration and which was awaiting a

time to absorb any increased earnings that might develop in the

future.

The Chairman: How many of these railroads failed to pay
dividends during the period contemplated by this exhibit?

Mr. Lauck: Do you mean how many in number?
The Chairman: What proportion?
Mr. Lauck: All of the proprietary roads I should say, with

the exception of several like the Missouri Pacific, which had been

financially manipulated, the St. Louis and San Francisco—prac-

tically all of the proprietary roads.

The Chairman: I believe you show by this exhibit that

each of these roads has a substantial surplus, do you not?

Mr. Lauck: Yes.

The Chairman: Was there sufficient surplus to have appro-

priated an amount from which dividends could have been paid,
and still have left a balance?

Mr. Lauck : Oh, yes, a tremendous balance. For instance,

referring to page 11, for the 53 railroads, the total amount avail-

able to stockholders was $976,000,000. They appropriated $182,-

000,000 of that in dividends, and $41,000,000 for property im-

provements, and put $68,000,000 into reserve funds, and had

$684,000,000 left in their surplus on June 30, 1913, of which

$208,000,000 was cash on hand.
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The Cliairman: What additional amount would have been

required to have paid say a four or five per cent dividend f

Mr. Lauck: To pay an additional dividend of 5 per cent,

making the total dividend disbursement ten per cent, would have

required about $180,000,000.

The Chairman : What would have been left as a surplus if

that course had been pursued?

Mr. Lauck: If they had done that and had practically

doubled the dividends, there would have been a credit surplus of

$500,000,000.

Mr. Sheean: How much cash would they have had?

Mr. Lauck: About $50,000,000 or $60,000,000 in cash.

The Chairman : Have you any information from Avhicli you
are able to state to the Board why it was that funds were not

appropriated for the payment of such dividends?

Mr. Lauck: I think they were not appropriated because

some of this $976,000,000 could not be converted into dividends.

That is, some of it represented fixed investments of the railroads.

Some of it, as shown here on these accounts, did not represent

anything". That is, some of it was Rock Island surplus, which

was a book surplus. You remember the bonds of the Iowa com-

pany, the operating company, that w^ere worthless, but they were

carried as a surplus. So it could not be expected, and I am not

claiming at all, and do not want to create the impression that

this $684,000,000 represented quick assets, or represented assets

that could be converted during a long period of time into easily

and to that extent they could not appropriate this money for

dividends. Probably some of it could never be realized on for

any purpose; but there was a certain proportion of it, I should

say about half, of cash plus other quickly convertible assets

which would be available for dividends; and the reason that it

w^as not appropriated was probably that it would not be good
financial policy to appropriate all the available resources or

quick resources for dividends, but it was better to carry a sur-

plus which would enable dividends to be paid uniformly through
a series of years, say that in a bad year like this, so that the

surplus could be resorted to for the pa^mient of dividends that

were not made out of earnings; or in a case of disastrous floods,

like they had on the Illinois Central and the Southern roads.
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ill 1912 and 1913, the surplus ooiild be used in rebuilding the

road and putting it back into shape again.

The Chairman : Suppose, instead of paying a dividend one

of these companies passes the amount to the surplus that should

have been or could have been paid out for dividend, what effect

does that have on the value of the stock?

Mr. Lauck: That should have a very pronounced effect

in lowering the market value of the stock, because the market

value is the reflection of the earning capacity
—unless it was

thought that that would be good financial policy on the part
of the management, and they might get the dividends in the

future. As a general rule, it would cause a reduction in the

market value of the stock. In other words, it seems to me, it

would injure the credit of the railroad.

You remember that all through the financial troubles of the

St. Louis and San Francisco it maintained its dividends on its

stock, when it really had to sell bonds in order to get funds to

pay the dividends on the stock, on the idea, which it seems to

me was a largely misguided notion, that they were maintaining
their credit by paying dividends on their stock.

Mr. Stone: In this $684,000,000 that you show here on

page 11, does that include the oil lands and the timber lands of

these diff'erent railroads'?

Mr. Lauck : Presumably, yes.

Mr. Stone: At their book value or at their real value!

Mr. Lauck : Yes. I should have said in that connection—
Mr. Stone : At their book value—at what they are carried

at on the books f

Mr. Lauck : At the nominal value.

Mr. Stone : For exami)le, the timber lands of the Southern

Pacific are carried on their books at $34,000,000 I lielieve.

Mr. Lauck: Yes.

Mr. Stone: Their real worth, at the lowest conservative

estimate, is $200,000,000 and the Wall Street Journal says $700,-

000,000.

Mr. Lauck : Yes.

Mr. Stone : They are shown here at $34,000,000.

Mr. Lauck: Yes. That is, the Southern Pacific surplus

would show only $34,000,000 of assets in book value of securities,

whereas the market value of those securities would be repre-
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sented by assets, according to these estimates, of ^700,000,000.

Moreover, Mr, Reid, as yon will recall, in his testimony in the

Eock Island case, said that the Chicago terminal properties were

carried on their books at $100,000,000 less than their real market

values.

Mr. Stone : While yon are on the subject of Mr, Reid,

there is one thing you overlooked the other day. Is there any-

thing in that statement of Mr. Reid's about the $25,000 fund

set aside for a political campaign?
The Chairman: What road was that!

Mr. Stone: The Rock Island?

Mr. Lauck : I do not recall anvthing he said. I recall that

it was, I think, Mr. Sharood, the expert of the Interstate Com-
merce Commission, who said he had found an item of $25,000 for

campaign contributions
;
but I am not certain about that.

Mr. Stone: I think it w^as Mr, Stevenson, the auditor, if

I recall it right, instead of Mr. Reid. I was thinking it was
Mr. Reid. I know there is not anvthing in these records to

show to whom that went, is there?

Mr. Lauck : No, sir, no record of that at all.

The Chairman: You do not know whether there was an

equal division between the two x:>artiesf

Mr. Lauck: No, sir.

Mr. Byrani: In the case of a surplus carried l^y a railroad,

does that surplus usually consist of cash?

Mr. Lauck: No, sir, A certain proportion of it couvsists of

cash.

Mr. Byram: What may the rest of it be?

Mr. Lauck: It may be almost anything. That is—
Mr. Byram: But it requires cash to pay dividends?

Mr. Lauck: Yes.

Mr. Byram: So that the surplus would have to be con-

verted into cash in order to ])ay dividends?

Mr. Lauck: Yes,

Mr, Byram : May not the amount carried in the surplus be

an amount that has been expended on the property for additions

and improvements from the current earnings, but which are not

capitalized?
Mr. Lauck: Yes, It may be in increased market value or

decreased market value of securities. For instance, this past
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year there has been a great deal of writing down of surplus on
account of deterioration in the market values of securities, some
of which seems to be justified and some of which would not seem
to be.

Mr. Byram: Does not the surplus of a railroad property

generally consist in money that has been invested in the prop-

erty itself, for which no securities have been issued?

Mr. Lauck: I should say a considerable proportion any-
how.

Mr. Byram: So that it would be impossible to take that

part of the surplus and devote it to paying dividends, would it

not?

Mr. Lauck: Yes.

Mr. Byram: That has already been invested, and cannot

be recovered. It is in the property, and there is no way to get it

out unless you sell the property itself?

Mr. Lauck: No.

Mr. B^'ram: So that so far as these surplus funds consist

of money invested in the property itself in the way of additions

and improvements for which no securities have been issued, it is

not available for paying dividends ?

Mr. Lauck: It could not be realized upon, no, sir.

Mr. Byram: Then, in order to know how much of this sum
that you speak of as surplus could be available for the payment
of dividends or wages, it would be necessary to know in what
form the surplus is fixed, would it not?

Mr. Lauck: You must have an analysis of the surplus.

That is, it might be, in the case of the Eock Island, that the

whole surplus would not be worth anything. On the other hand,
it would depend on the policy of the road, too. That is what I

have endeavored to do in the case of each railroad. For instance,

take the Burlington Railroad. On page 56, June, 1913, the Bur-

lington show^ed part of its surplus, $416,000,000 in physical prop-

erty. This is an analysis of the increase in surplus. During this

period, as you mention, Mr. Byram, the Burlington according to

these figures, added $56,000,000 to the value of its property,

which would be a part of its surplus.

Mr. Byram: But it would not be available for the payment
of wages or dividends ?

Mr. Lauck: No, sir. Then it increased its holdings of
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securities $29,000,000. If these securities had market value, that

would be available.

Mr. Byram: It would probably include the fictitious prop-

erty of the Colorado & Southern that we were talking about.

Mr. Lauck: In view of the fact that you were making it

pay dividends, it would have a market value.

Mr. Byram: Do you claim that these matters you are

speaking of have prevented the engineers or firemen on these

railroads from securing proper compensation?
Mr. Lauck: Do you mean the fictitious values?

Mr. Byram: All of these things you are talking about

here.

Mr. Lauck: Not at all, no, sir. I introduced all that pre-

vious material to ott'set the argument which it seemed was the

argimient from the standpoit of the other side, that productive

efficie^icy had not been attended with profits.

Mr. Byram: Then, in order to make this testimony effec-

tive in this hearing, it would be necessary to show that the oper-
ations which you have described here have had the effect of pre-

venting the engineers and firemen from securing adequate com-

pensation, would it not?

Mr. Lauck: Perhaps I do not grasp the significance of

that, but I do not see why it should.

Mr. Byram: This hearing, as I understand it, is on a re-

quest from the engineers and firemen for increased compensa-
tion.

Mr. Lauck: Yes.

Mr. Byram : That is what they are here for ?

Mr. Lauck: Yes.

Mr. Byram: Now in order to make effective the argu-
ments which you are producing here, or in order to make them
of value for the benefit of this Board, it Avould be necessary that

these things should have prevented or may prevent the engi-

neers and firemen from securing their requests.

Mr. Lauck: Well, that was my reason for presenting

them, that they may prevent it—that these things may pre-
vent it.

Mr. Byram: But you have just said that they have not

prevented it in the past.

Mr. Lauck: So far as I have any evidence.
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Mr. Byram : But you fear they may in the future ?

Mr. Lauck : Yes. I understood the contention of the other

side was that this question was limited strictly to 1910-13 or

1910-14, and that during that period the productive efficiency

had not been attended with profits^ because of the increase in

operating costs, and because of the great additions to the cap-
ital outlay which had been made necessary by different factors,

that the net gains in revenue were not sufficient to meet the in-

creased capital requirement. Then it seemed that if it were
looked upon in that light, or confined to that statement of the

case, it was incumbent upon us to show that the engineers and
firemen had not participated in previous productive efficiency

in an equitable way.

Mr. Sheean: Then you do admit that on your theory of

productive efficiency, these tables show that as between 1910 and
1914 there was no revenue gain through productive efficiency,

and in order to take up the slack that there is in that period

you go back to 1900, and show that they might have had some-

thing to take up the lack of productive efficiency in the last three

years.

Mr. Lauck : Let me state it in my own way. Perhaps it

will not be so extreme.

Mr. Sheean: All right.

Mr. Lauck: I said that there has been a decline in reve-

nue between 1909 -and 1913 and that there has been large cap-

ital commitment, part of which may have been made necessary

by legislative activity and so on, and I might say that revenues

have been affected. This has been an unusual period of time.

The time, 1910-14, has probably 60 per cent of it been bad oper-

ating years, which has affected revenues, and therefore I would

concede that productive efficiency has not had a chance to de-

velop, and that a lot of these capital commitments which have

been made consist of terminal properties, like in Kansas City,

and here and other places, and building second and third tracks,

which could not be expected to be productive within this short

period of time, and that productive efficiency has not had a

chance to work out.

The Chairman: I understood you to say a few minutes ago
in response to a question I propounded, that this exhibit was
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introduced as tending to show that the railroads at this time are

able to pay a reasonable increase of wages?
Mr. Lauck: Yes.

The Chairman: Was that your chief object in introduc-

ing it?

Mr. Lauck: This exhibit, yes. Then taking the period,
1910-1913 as compared Avith previous periods, I fully concede

that it does not show the revenue gains that previous periods
show. Does that answer the question?

Mr. Sheean: Yes.

Mr. Burgess: As to the value of this or any other exhibit,

you are not in a position to state definitely what any or all of the

Arbitrators may put on this exhibit, or any other exhibit, either?

Mr. Lauck: No, I cannot state anything in that connec-

tion?

Mr. Burgess: It is entirely within the province of the

Arbitrators to decide, individually or collectively, as to whether
this is or is not of any value?

Mr. Lauck: Yes, they may decide that it shows exactly,

the opposite of what I think it may show.

Mr. Stone: But, is it not a fact that this does show that

during all these years that took this additional burden that they
have placed by this fictitious capitalization, it has added to the

drain on the railroads and helped along the condition in which

they find themselves?

Mr. Lauck: Yes, that has intensified the existing condi-

tions. The dividends or interest charges which they must now

pay bring about an absorption of revenue since 1909, which

otherwise would have been available for wage payments.
Mr. Byram: What is the average of dividends paid during

that time ?

Mr. Lauck: 5.23 per cent, I think.

Mr. Byram: That is on the capital on which dividends

were paid, not on the total capital of the railroads?

Mr. Lauck: That is correct.

Mr. Byi'am: On the roads on which dividends were paid
at all, it is 5.23 per cent ?

Mr. Lauck: Yes.

Mr. Byram : That does not include the capitalization of the

roads that did not pay any dividends?
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Mr. Lauck: No, sir. Tliat is only on tlie roads that

did pay.
Mr. Byram: The roads which were productive?
Mr. Lauck: Yes.

Mr. Stone : But on June 30, 1914, they had $208,000,000 set

aside in actual cash?

Mr. Lauck: Yes.

Mr. Stone: And it is also a fact that take, for example,
the Southern Pacific, with its 5,000,000 acres of oil land that it

sold to the Pacific Land Company for $4,060,000, it would not

have any trouble in realizing on that oil land at any time,

would it?

Mr. Lauck: I should think not, or on the timber land,

either. The Northern Pacific also has $50,000,000 among- its

assets, which is not represented by this statement. The timber

land is all carried free. There is no charge on the books at all.

Mr. Stone: In this statement of the assets shown, is there

anything hidden away that they do not show here ?

Mr. Lauck: These undervaluations of assets that we have

just been speaking of here are not shown at their market value.

Mr. Stone: Do not some of these railroads have a fund

that they do not report? Are there not a few funds hidden away
around the Western country that they do not report at all to the

Interstate Commerce Commission?

Mr, Lauck: I could not say as to that.

Mr. Stone: A short time ago, before we got into this dis-

cussion, I was talking about that $25,000,000 campaign fund con-

tribution. I w^ant to ask you about that.

Mr. Park: Do you mean $25,000,000 or $25,000?

Mr. Stone: I meant $25,000, but it may have been $25,000,-

000 for aught I know.

Mr. Lauck: That would have been some campaig-n con-

tribution.

Mr. Stone: I expect they have spent more than that in

campaigns in the last twenty-five years, if all of the reports are

true. But coming back to that campaign contribution of $25,000,

if I recall it correctly, Mr. Stevenson, the former comptroller of

the Eock Island, was examined in regard to it and he could

throw no light on it at all, as I recall it, and could not explain itf
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Mr, Lauck: I do not recall liis testimony. It was onlj^

Mr. Sliarood's testimony that I recall.

Mr. Stone: What was shown by Mr. Sliarood's testimony,

as yon recall ?

Mr. Lauck: He said he had discovered an item of that

amount which he thought was a campaign contribution, but

which he was unable to explain.

Mr. Stone : Was there anything in the testimony of any of

these witnesses, to show what had been commonly asserted for

years, that the Rock Island and the Lake Shore had an interest

in this campaign fund, or had contributed to a campaign fund

to defeat. the Walsh railroads from getting into Chicago? Is

that shown anywhere?
Mr. Lauck: Not that I know of; no, sir.

Mr. Stone: And it is not shown whether this $25,000 was

paid to certain politicians in Illinois or not ?

Mr. Lauck: I did not hear anything of that kind.

Mr. Stone: But sometliing happened to the Walsh rail-

roads, and he got wrecked before he got into Chicago, and he

lost his coal lands?

Mr. Lauck : Yes, I read of that in the papers,
Mr. Stone : Now, come back to your exhibit again, Mr.

Lauck.

Mr, Lauck: That is about all I wish to say about this

•exhibit.

Mr. Nagel : Did you say a moment ago that if a railroad

has made a profit, and instead of declaring a dividend it passes
that profit to its surplus account, that reduces the value of its

stock?

Mr. Lauck : If it had been paying dividends before, I

should think it would, yes.

Mr. Nagel: Would it reduce the value of the assets?

Mr. Lauck: No, sir. It might really be the Avisest thing

to do.

Mr. Nagel : In that case, the quotations for stock would

not record the value of the property ?

Mr. Lauck: No, sir. It seems to me that the stocks of

railroads are not like liank stocks. In a bank stock, you have

a market value equivalent to the amount of money paid in, plus

the surplus. It seems to me that railroad stocks do not repre-
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sent or reflect so much the vahie in per cent of physical assets

or real assets, as the earning capacity of the property.
Mr. Nagel: In other words, there is a dfference between

the speculative value and the investment value?

Mr. Lauck: Yes, sir; that is just what I meant to say.

Mr. Nagel : Now, one word as to your theory of this case.

As I understand you, you do not stand upon the supply and
demand proposition.

Mr. Lauck: No, sir.

Mr. Nagel : Neither do you advocate tlie profit sharing

proposition?
Mr. Lauck: No, sir.

Mr. Nagel : But you advocate something between the two ?

Mr. Lauck: Yes, sir.

Mr. Nagel : Based upon the idea that a result accom-

plished and contributed to by the engineers and the firemen,
should be reflected in the compensation of these men?

Mr. Lauck: Yes, sir.

Mr. Nagel : And that, regardless of the manner in which

the management of the railroad employs the result accom-

plished?
*

Mr. Lauck: Yes, sir.

Mr. Nagel : That is your theory ?

Mr. Lauck: Yes, sir, that is it.

Mr. Nagel : Do you think that theory should be applied to

a private business, or is it peculiarly appropriate for a quasi

public company, like the public carriers?

Mr. Lauck: It is more peculiarly appropriate to public

companies, but I think it should l)e applied to all ])rivate cap-
ital. That is the reason why I say that, but it seems to me
that to work out the labor problem and the conditions of indus-

trial unrest, that the whole widespread unrest is based upon the

fact that the wage earner thinks he has not had a fair propor-

tion, and that the wage earner ought to be required to be ef-

ficient and produce all he can. Then, there ought to be a stim-

ulus to that efficiency, given in the way of the hope of participa-

tion in the output.

Mr. Nagel: It is true, however, tliat in private business,

the success or lack of success in the business, is very much more

promptly reflected in the compensation of the men?
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Mr. Lauck : Yes, sir
;
much more so.

Mr. Nagel: In case of failure, the men would be apt to

be reduced promptly?
Mr. Lauck: Yes, sir.

Mr. Nagel : And the efficiency of individual men would be

very much more closely recognized in detail, Avould it not?

Mr. Lauck: Yes, sir.

Mr. Nagel : So that you would have some difficulty in ap-

plying the principle in its entirety, in case of a carrier, as fully

as you would in the case of a private business ?

Mr. Lauck: Yes, sir; because there would be certain re-

quirements of a carrier.

Mr. Nagel : Now, in case of a public carrier, the men have

one securit}^ which employes in private business do not enjoy.

That is, they are protected by the rule which g*uarantees their

payment, regardless of what happens to the concern?

Mr. Lauck: Yes, sir.

Mr. Nagel: That is an element of strength, is it not?

Mr. Lauck: Yes. If that guaranty is made.

Mr. Nagel: That is practically made by law, is it not?

Mr. Lauck: Yes.

Mr. Nagel : Even material has to be paid for, if it is es-

sential ?

Mr. Lauck: Yes.

Mr. Nagel : And labor has to be paid for, because the con-

cern must run, in the interest of the public.

Mr. Lauck: Yes.

That security in itself is worth something, is

Yes.

And must be considered in fixing the wages

Yes.

Now, furthermore, there is difficulty in apply-

ing the contribution to the general result, to individual men, in

case of a public carrier, because you want to deal with them in

classes, do you not?

Mr. Lauck: Yes. There must be a certain standard of

effi.ciency in all men.

Mr. Nagel : But the rule of seniority, in itself, would make

Mr.
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it impossible to apply it to individual men, because you fix rates-

for certain occupations, and those positions can be taken by men,

upon their election, without consulting the management, is

not that so?

Mr. Lauck: Yes.

Mr. Nagel: Approximately so, is it not?

Mr. Lauck: Yes. The assumption is, is it not, that these

men have developed efficiency through long years of service, and
are the men for the place ?

Mr. Nagel: But you deal with them in classes and not by
judging individual cases?

Mr. Lauck: Yes.

Mr. Nagel: One more question. Do you think that the

Eastern Award ought to be considered by this Arbitration Board
in passing upon the questions now pending before us?

Mr. Lauck: No, sir, I don't think so.

Mr. Nagel: Do 3^ou think that the two awards might be

so dissimilar and so in conflict with each other, as to place the

shippers of one territory at a disadvantage Avith respect to

the other?

Mr. Lauck: Well, theoretically, that might be possible.

Actually, I don't see how it could be.

Mr. Nagel: Do vou mean to sav that vou have no fear

that this Board will do anything of that kind?

Mr. Lauck: I really never thought very much of the ship-

pers in this connection.

Mr. Nagel : Well, but the public and the shippers are inter-

ested in the rates, aren't they?
Mr. Lauck: Oh, yes, undoubtedly, vitally interested.

Mr. Nagel: And the rates of the men have something to

do with the rates of the shippers?
Mr. Lauck: Yes. I think that any award that might be

given, unless it would be an extremely liberal award, would not

increase the cost per ton mile to such an extent that it would

interfere.

Mr. Nagel: You do not think it would be a material in-

fluence ?

Mr. Lauck: No, sir.

Mr. Nagel: In determining the conditions of shippers?

Mr. Lauck: No, sir, I would not think so.
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Mr. Slieean: Mr. Laiick, you observe the gathering from

all parts of the country on a proposed ten million dollars increase

to all the shippers of this whole Western territory, as to how

important the shippers think it is?

Mr. Lauck: Oh, I don't dispute that at all.

Mr. Slieean: And the engineers and firemen alone, in the

same territory, are asking what we analyze here as a $41,000,000

increase per year, they being one class of employes, asking for

four times as much as the total rate increase which is now under

consideration in this same city. You have observed the protests

here, as to what a ten million dollar proposed increase in rates

means 1

Mr. Lauck: I thought the increase requested was much
more than $10,000,000. I understood the railroads claimed it

was $10,000,000, but the other side claimed it was much greater
than had been asked in the East.

Mr. Slieean: Well, if their estimate was but one-quarter

correct, you show here what a very small increase in wages would

do, in the matter of millions to engineers and firemen alone,

do you not?

Mr. Lauck: Yes.

Mr. Slieean: So that the viewpoint as to what is material

in the matter of increase in rates, your viewpoint and the view-

point of those who represent the shippers, is not identical, is it?

Mr. Lauck: No. The shipper would probably look with

favor upon an increase to the engineers and firemen.

Mr. Slieean : That is, if they didn 't have to pay it ?

Mr. Lauck: Yes.

Mr. Sheeaii: Do you think there could be an agreement
with the Interstate Commerce Commission, whatever increase

was awarded here, that, concurrently with it, there might be filed

tariffs that would incur a like increase in rates?

Mr. Lauck : I think that that could be done if the award—
which, of course, we would have to assume would be based upon
the real needs of the men, that is, suppose that this Board should

find that the men actually deserved an increase in wages, I think

then that the public would support the Interstate Commerce
Commission in granting an increase in rates to compensate that.

Take, for instance, tariff legislation. All tariff legislation

«ince 1890 has been justified by the claim that it was necessary
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to tax the whole people in order to give a proper standard to-

the American wage earner. By the same species of arguments,

the public might support it.

Mr. Sheean: You think we might expect the same degree

of unanimity on this tariff as we have with reference to the

Protective Tariff?

Mr. Lauck: The people who held that view were in the

majority up to recent years, and probably were then, but the

political mix-up changed the result.

Mr. Nagel : Do you think that the interests of the shippers,

intelligently considered, would call for fair rates to the railroads,

and fair compensation to the engineers and firemen ?

Mr. Lauck: Yes, sir.

Mr. Nagel : In other words, anything that makes for good
service is in the interests of the shipi3er'?

Mr. Lauck: Yes, sir. I believe the people are willing to

tax themselves to give proper kinds of rates to the railroads, to

enable them to operate profitably and pay reasonable wages, if

the railroads can show that. I think it is up to the railroads

to show that.

Mr. Nagel : But you don 't believe that any award made in

the Western territory could be of sufficient importance to dis-

arrange the position of the shippers relatively in the two terri-

tories.

Mr. Lauck: I don't see how it could, no, sir
; although I do

not know whether my opinion is worth anything on that or not.

I have not looked into that.

Mr. Stone: Mr. Lauck, how do you reconcile that theory
with the recent action in the Eastern country, where the rail-

roads got a 5 per cent increase on manj' commodities, and at

once notified us that they would make a 25 per cent reduction

in wages, on a few of the lines? Was that done to influence

public opinion, or was it done for the express purpose of what
effect it might have upon this Western wage movement?

Mr. Lauck : I do not know for what purpose that was done^

Mr. Stone: It reall}^ happened, though?
Mr. Lauck : There was an announcement in the press.
Mr. Sheean: On what road was that?

Mr. Lauck : I thought Mr. Stone had it in mind.

Mr. Stone: The general press notice.
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Mr. Lauck: The general press notice.

Mr. Sheeau: On what road? You gave assent to Mr.

Stone's statement.

Mr. Lauck: All roads.

Mr. Sheean : All roads in the east notified their employes ?

Mr. Lauck : Not notified them.

Mr. Sheean: The question was that certain roads in the

East had notified their employes of a proposed cut in wages.

Now, tell us what roads.

Mr. Stone: Mr. Chairman, you would think he was in

court, where counsel was bullying a witness, like they some-

times do.

Mr. Sheean : He gave assent to your statement, Mr. Stone,

and I would like to know.

Mr. Stone: Just give him a chance, and I think, perhaps,
he will, if you will keep quiet a minute.

Mr. Lauck : I did not understand Mr. Stone to say
' '

noti-

fied.
"

If he said "notified," of course, I could not give assent

to any question like that. I thought he said the matter appearing
in the papers.

Mr. Stone: Associated Press report, broadcast over the

country.
Mr. Lauck: Yes, sir; was sent out about two weeks ago

Sunday.
Mr. Stone: Supposed to be sent out by the Wall Street

powers that be.

Mr. Lauck: Two or three weeks ago.

Mr. Sheean: Well, you had no personal knowledge what-

ever on the matter?

Mr. Lauck: Not at all.

Mr. Sheean: Of any railroad notifying any employe or

any set of employes?

Mr. Lauck: Nothing except the case you mentioned. I

have read in the papers of the Grand Trunk's proposed
reduction.

Mr. Stone: To set Mr. Sheean 's mind at rest, I might add

that the Grand Trunk served official notice on all classes of

labor, that in the near future they will make a very hea\^ reduc-

tion, presumably about 25 per cent.
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Mr. Burgess: Mr. Lauck, you would not receive that offi-

cial notice if they decided to send it out, would you!
Mr. Lauck: No, sir; I would not have anything to do

with it.

Mr. Stone: Well, we have been quite a long ways afield,

Mr. Lauck. Let me ask you one more question on economics.

"When it comes down to the true facts of the case, does the

shipper ever pay any rate? Who pays the freight rate in

the end f

Mr. Lauck: Of course, as far as possible, the shipper

passes that on to the public, in the cost of goods, but it affects

his business in that a shipper in different sections may have

different competitive conditions.

Mr. Stone : May affect his business and his condition, but

is it not a fact that the consumer, in the end, pays all the charges
on every commodity?

Mr. Lauck: AVell, he would pay the large proportion, as

far as the shipper could transfer the incidents to the tax to

him, of course.

Mr. Stone : The shipper is simply a middle man, who buys
from the producer, and sells to the consumer, does he not, or

sells in the open market?
Mr. Lauck : He might not be able to pass it all on.

Mr. Stone: You mean he might not get enough out of

what he bought, to get the freight rates?

Mr. Lauck: It might be that the shipper was making a

certain profit now. If the rate was increased, the consumer
would not buy the goods in the quantity that he had before. To
that extent, the shipper would have to pay out of his own profits,

the freight rate.

Mr. Byram : Mr. Lauck, does not the shipper or organiza-
tions of shippers—are they not the ones who usually protest
and make opposition to rate increase?

Mr. Lauck: The shippers and sellers, yes, sir.

Mr. Byram : Even if they do not pay it, as you said, the

shipper and the shippers
'

organizations are the ones who always
make the opposition to the rate increases?

Mr. Lauck: Yes, sir; I think their evident idea is that it

would interfere with the volume of business and margin of

profit, like the packers now fighting the present rate increase.
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Mr. Byram: Their interest then is not so much in behalf

of the consumer, as it is in their own profits?

Mr. Lanck: I think it is primarily in their own profits;

and then, the State Commissions represent the consumer.

Mr. Stone : Coming back to page 42, it is a fact, is it not,

Mr. Lauck, that an increase of 20 per cent in the rates of pay to

engineers and firemen on the Santa Fe Railroad, would amount

to $894,000, and it is a fact, is it not, that they had in actual

cash, on June 30, 1913, as shown here, the sum of $27,000,000?

Mr. Lauck: Yes, sir.

Mr. Byram : Was that above their current liabilities ?

Mr. Lauck: Page 43.

Mr. Stone: I don't know whether they are paying their

debts, or whether they are still capitalizing them, as they have

for the past twenty or thirty years.

Mr. Byram: I was asking Mr. Lauck: Does that include

the unpaid bills?

Mr. Lauck : No, sir
;
that is clear cash.

Mr. Byram: That is above their current liabilities?

•Mr. Lauck: Yes, sir; their current liabilities are shown

on down. The other current assets and preferred liabilities

have increased about $3,000,000.

Mr. Byram: They are deducted from the cash on handf

Mr. Lauck: AVell, they had already been deducted, up to

June 30th. There is possibly $3,000,000 that may have to be

paid out of cash or out of current assets.

Mr. Byram: Don't that simply represent the cash on

hand, without regard to the current liabilities.

Mr. Lauck: That is actual cash on hand.

Mr. Byram : In order to find out how much net cash there

was, or how much cash there is above their liabilities, you would

have to deduct the current liabilities, would you not?

Mr. Lauck: Yes, sir; you would have to strike a balance

between current assets, bills receivable, bills payable, and cash

on hand.

Mr. Byram: That merely represents the amount the rail-

roads had in the bank, without regard to what they owed

against it.

Mr. Lauck: That was their actual cash on hand, on one

day.
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Mr. Slieean : This is taken from the preliminary report of

the carriers to the Commission, June 30, 1913, is it not?

Mr. Lanck : It is reflected in that report. This was taken

from the actual reports of the railroads.

Mr. Sheean: Does not the same report from which you
take this statement, of $27,000,000 in cash, show that tlieir work-

ing liabilities of $13,000,000 and other liabilities of $9,000,000,

are right opposite that very item?

Mr. Lauck : Yes sir
;
that is shown on the page.

Mr. Sheean: Current liabilities.

Mr. Lauck : Other current liabilities is shown under Liabil-

ities, and the third section of the table shows the comparison
of the net increase or decrease in the different items. Other

current liabilities were $13,000,000, an increase of $3,000,000,

and current assets decreased $2,700,000.

It is just a condensation, Mr. Sheean of the surplus account.

As Mr. Byram states, to strike a real balance of what your actual

condition was, you would have to liquidate, so to speak, your
current bills receivable and bills payable, and, of course, you
could not liquidate your other assets except over a long period
of time.

Mr. Sheean: Oh, I did not see tliat.

Mr. Lauck: It is all down on the page.

Mr. Stone: Suppose we take up the C. B. & Q. next, and see

how near they are on the rocks—page 45?

Mr. Lauck: Page 45 shows the condensed income state-

ments of the C. B. & Q. Page 47, profit and loss statements.

Page 49 shows the relative trend in the amount available for

stockholders, the development of a surplus, the dividends and

the appropriations for property. On page 49,- it will be noted

that the amount available for stockholders has rapidly increased

on this road. The surplus has increased. The dividends have

remained uniform and constant, at 8 per cent, and the approjuia-
tions for property have increased during the past five years.

On page 50 is shown the earnings, or the net income, as

compared with the total amount of capital stock outstanding,

ranging from 11.77 per cent in 1909, to 18.15 per cent in 1915. A
steady increase in earnings, as compared with capitalization.

Page 51 shows the very small relations between certain wage
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payments, of ten, fifteen or twenty per cent, as compared with

reserves and other elements—operating revenues and expenses.

The basis for all of these graphical showings is fonnd in

the table on page 53. There it is shown that the net revenue of

the Burlington^ has increased from $23,000,000 to $31,000,000,

1909 to 1913. Gross corjwrate income from $22,000,000 to $24,-

000,000, I think. It is kind of blurred. Or, the total amount

available to stockholders, from $66,000,000 to $108,000,000. Divi-

dends have been paid, each year, $8,867,000, since 1909 to 1913.

Liberal appropriations have been made to property and to the

creation of reserves and sinking funds, and there is a surplus

remaining in 1913 of $91,039,000, of which only $4,815,000 was

cash, being a decrease in cash in 1913, as compared with 1908,

of $458,000.

Mr. Stone: The 19L3 report shows no sinking fund. What
became of it?

Mr. Lauck: I don't know what became of it.

Mr. Stone: It is carried up to 1912 and then disappears.
Mr. Lauck: Yes, sir; it may have been tliat there was a

sinking fund created, the proceeds of which were used in retiring-

some indebtedness or security, or something of that kind.

Mr. Stone: It does show, however, that in 1909 they had

$54,000,000 in a surplus account, and in 1913 they had $91,-

000,000.

Mr. Lauck: Yes, sir.

Mr. Stone: And it shows on page 52 that an advance of

20 per cent to engineers and firemen will take $836,000?
Mr. Lauck: Yes, sir.

Mr. Stone: Is there anything further on this that you
want to say?

Mr. Lauck : Nothing more. I think that I might save time

by just saying that this method of presentation is the same for

all roads, and is carried through tlie exhibits, and can be readily
referred to, if anyone should want to use the information.

Mr. Stone: Mr. Chairman, if I might be allowed for the

benefit of Mr. Sheean and others, I would like to call attention

to this article that appeared in all the papers. This is an extract

from the Washington Post of February 21, 1915, sent out from
New York under date of February 20th :

"The railroads of the Elastern territorv have entered a cam-
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paigu for a reduction this Spring in the pay of employes, from

engineers down to track men.

"This will alfect the earnings of about 750,000 men, and a

payroll approximating $600,000,000 per annum.

"Fifty-two roads are identified with the movement, and the

territory covered by these lines lies east of Chicago and roughly
is that for which an increase in freight rates has recently been

granted,
"The basis of the campaign is the professed inability of the

carriers to pay existing dividends, even with the higher freight

rates, so long as the demands of labor are excessive: the necessity
for carrying employes on the payroll who produce nothing, and
the high cost of extra service from employes continues.

"Underlying this, however, is the purpose of the railroads

to meet the threat of the Brotherhood of Locomotive Engineers
that the organization will start a fight for higher wages in the

East when the award in the case of the Western enginemen is

settled next Spring. The Arbitration Board, now sitting in Chi-

cago, expects to make its report about the end of April.
"The campaign of the railroads has the support and co-

operation of their boards of directors, who have come to the

conclusion that they owe it to the stockholders to resist what

they call the never-ending series of demands of railroad labor,
which are made in seasons of small jirofits, as well as in years
of plenty."

And then it has quite a long showing of rates and so on,
and then this is Senator Kenyon's speech—an extract from his

speech of February 22nd :

"
Washington," D. C, February 22.— (Special).—If the rail-

roads in eastern classification territory attempt to carry out

their reported intention to reduce wages all along the line, Sen-

ator Kenyon of -Iowa will attempt to have a congressional inves-

tigation of the reduction.

"The Iowa Senator said today he does not believe there

is any reason for the roads to attempt such a wage reduction.

Furthermore, he said, a reduction would be sure to bring about

such a strike as has never before occurred in this country, a

strike which would be sure to tie up, not only all of the rail-

roads, but practically all of the industrial concerns which do
anv interstate or intrastate business.
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i i. rpThe roads are said to be planning wage cuts in order to

maintain existing dividend rates."

That is simply read in support of the general statement

we made.

Mr. Park: Well, the Senator evidently has headed it off.

Mr. Stone: No, it probably is not headed off yet. If it

is headed off, it was simply done for whatever etfect it might
have upon the present question before this Board here,

Mr. Byram: That statement is not signed by anyone?
Mr. Stone: No, it is simply sent out by press report.
Mr. Byram: It has the same value that other news re-

ports have?

Mr. Burgess : But, Mr. Stone, an ofifieial notification was

given by the Grand Trunk Eailway, was it not?

Mr. Stone : Yes, sir. Our contract with the Grand Trunk
does not expire until the 1st day of June, but w^e have been

notified that when the contract expires, they will expect to make
a heavy reduction. Just what amount it will be, they do not

know, but they think it will be at least 25 per cent.

Mr. Burgess : And that is not from the newspapers ?

Mr. Stone : That is an official notice from the office of the

company. I think it will take more than just the notice to cut

the wages, before they get through, but that is what they pro-

pose to do, at least.

Mr. Burgess: Well, my purpose in asking the question

was in order to satisfy the counsel for the railroads. He asked

Mr. Lauck to name one railroad.

Mr. Sheean: Well, Mr. Stone, is that anything other than

the thirty day notice under your contract, that at the end of

it they desire to negotiate a new schedule?

Mr. Stone : It is not time yet.

Mr. Sheean: They must give you at least thirty days'
notice." Is there anything in the notice, other than a desire to

open it for discussion at the end of that time?

Mr. Stone: They notified us that at the expiration of

our agreement they will make a reduction in wages.
Mr. Garter: It is not our contention that they are going

to reduce wages. They are simply trying to make this Arbi-

tration Board believe that they are going to reduce wages, to

prevent you increasing our wages. We know that they are
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not going to reduce wages, and this statement has been denied

by high officials. It was done for its moral effect on this Arbi-

tration Board, just like this petition to the President, signed

by subordinate officials and local clerks, protesting against this

Arbitration Board giving any increase.

The Chairman : What petition is that 1

Mr. Carter: Why here is a petition to the President,

signed by subordinate employes at Wichita, Kansas. We have

a photostat copy of it. It is simply done to prevent this board

giving any increase of wages.
Mr. Nagel : Well, as long as we are innocent, why do you

bring it to our attention. We don't know anything about it.

Mr. Burgess: Do vou mean the President of the United

States :

Mr. Carter: President Wilson of the United States. I

want to say to you I know it won't influence this Board, but

it shows the methods that are adopted here. We have reports

of these proceedings from day to day sent to us, that would

prejudice anybody against us. Fortunately, people don't read

them. They are sent to us by friendly newspapers.

Now here is a petition to the President of the United States

protesting against an increase of wages through this arbitration.

It is signed by 74 employees, chief train dispatchers, clerks, and
it is done chiefly to influence this Board.

Mr. Slieean: You are more fortunate, Mr. Carter, than

anybody on this side of the chamber, in having possession of

such a petition, or knowing anything about it.

Mr. Carter: Perhaps I am.

Mr. Stone : I supposed you fellows had the original. You
are the guilty parties.

Mr. Sheean: Well, I here and now resent any such sug-

gestion, or any such statement, and say here and now that

nothing of this sort has come from this committee, and it is

unwarranted to say that we have inspired it and that we were

the fellows who caused it to be done. No one on this side of

the table ever heard of such a thing until this statement is

made now, and, as I say, more fortunate than us, you have

possession of the petition.

The Chairman: Well, gentlemen, at any rate this state-
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ment can liave no possible effect. It cannot affect the Board
one way or the other.

Mr. Carter : Thank you.
The Chairman : If a statement of that kind was presented

to President Wilson, he has pigeonholed it, and that is the

end of it.

Mr. Stone :

'

All right.

The Chairman: Let brethren dwell together in nnity.

Mr. Slieean: Well, your Honor, I have submitted to a

good deal in the way of innuendo here, but I do not propose to

tolerate a false statement that charges misconduct on the part
of either the attorney or anyone connected with this Board,
and the statement made here was nothing less than a charge
of misconduct, and that I do not propose to tolerate longer in

this proceeding. I have passed them by in silence, and I think,

in justice not only to myself and those I represent, but the

interests I represent, that no such statement as that made should

go mthout the criticism of the Board before whom the statement

is made
;
that they should not be permitted to make such state-

ment without offering some proof in support of them, not mere

insinuations, but charges of actual dishonesty.

Now the statement has been made, and I think, if your
Honor please, that the man who made it should be called upon
to offer proof in support of such statement.

Mr. Carter: Mr. Chairman, I can well understand why
counsel for the railroad should take offense. I do not think

counsel for the railroads had anything to do with this matter

whatever.

Mr. Slieean : But the statement was made that we did have.

Mr. Carter: I want to say to you that the railroads are

doing this, and I am going to say the railroads are doing it,

perhaps without the consent of counsel for the railroads. We
know positively, Mr. Chairman, and can prove it, that on the

day Mr. Stone and I were in Washington to bring about this

arbitration, influence was brought to bear on clerks employed

by these railroads—they were coerced, practically, into signing
a petition to the President, protesting against any arbitration or

anybody else giving any wage increase.

Now we have a photostat copy of the original petition filed

with the President. Now I say to you, Mr. Chairman, that sO'
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far as Mr. Slieean is concerned I don't think lie knows anything-

about it, bnt you bet your boots the officers of the Santa Fe know

all about it, because their names are signed to it by the clerks.

Now it is done to discredit our movement. It is done to discredit,

and I would not have said another word after what you said—
Mr. Sheean : Now, if the Board please, I want, not merely

for myself, but for the Santa Fe Railroad, which is one of the

parties to this proceeding, to have the gentleman produce the

proof of the statement of misconduct. He has charged that the

Santa Fe railroad knows of certain things.

Mr. Slieean: I shall ask this to be made a part of the

record.

The Chairman: Well, gentlemen, we are raising a col-

lateral issue here.

Mr. Carter: We shall be glad to have this filed as part

of the record. I shall be glad to show it to counsel.

Mr. Sheean: I don't want to look at it, sir. I want some

proof of the statement that these gentlemen are making in this

proceeding and in this court.

Mr. Carter: It was addressed to the President of the

United States, at the time we were agreeing to an arbitration ^

and it was given to the press, and published in every newspaper
in the country that I saw.

The Chairman: Well, of course it would be improper to

make a charge in the nature of a reflection on the counsel or the

managers here, insofar as the conduct of this case is concerned,

w^ithout offering proof to sustain the same. Now, as I under-

stand, you disclaim any intention on your part to cast reflection

on Mr. Sheean!

Mr. Carter : Not the least in the world.

The Chairman: Or the managers here? And you further

say this was a matter presented to President Wilson pending
the negotiations that led up to this arbitration?

Mr. Carter: Yes, sir.

The Chairman: Well, in view of that I think that it is im-

material to the issue here, and I will, therefore, not permit it to

be made a part of the record.

Now let us get down to business.

Mr. Stone: We desire to offer Exhibit 67, ''Reserves and

Reserve Funds."
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(The document so offered and identified was received in

evidence, and thereupon marked "Employes Exhibit 67, March

8,1915.")
The Chairman: Is this a supplement to the one we have

now ?

Mr. Lauck: Xo. It goes along with it, but it is not sup-

jDlemental.

The Chairman: Have you concluded your evidence as to

that?

Mr. Lauck: Yes, sir. I went over one or two roads, Judge

Pritchard, and the others are uniform in method and treatment,

and I did not tliink it would be worth while to take time in

continuing.

Mr. Park: Well, I am a little bit mixed, Mr. Lauck, on this

exhibit 64. I understood you to state, in answ^er to questions,

that you based the contention for an increase on the increased

productivity prior to the settlements of 1909-10, which I under-

stood were very satisfactory to the engineers and firemen, and

everything was settled at that time. Now, is this exhibit you
have just introduced intended to separate this period from that,

and show that at the present time the railroads have the money
in their surplus fund to pay an increase, regardless of the period

prior to 1909-10?

Mr. Lauck: Yes, sir. This exhibit is aimed to show the

financial condition of the railroads on June 30, 1913, or June

30, 1914.

Mr. Park: And without any relation whatever to the

periods prior to 1909-1910!

Mr. Lauck: The statement I made in that connection was
that what had been done could not be rectified now, from a

financial standpoint.

Mr. Park: And as I recollect those conferences that set-

tled the matters that were at issue, the men were very happy
and very well satisfied. Of course, they claimed they were not,

and the railroads probably claimed they got too much, but as a

matter of fact everything was settled in 1909 and 1910 very satis-

factorily, I think, to the men.

Mr. Lauck: I don't know anything about that. The reason

T put in the previous exhibit was to meet the claim that pro-
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diictive efficiency lias not been profitable since 1910, the last

adjustment.
Tlie next exhibit, 67, I can explain in a few words. It is

entitled, "Reserves and Reserve Fund." On page 3, there is a

statement showing, for the 53 western railroads which I have
been considering, the amount of reserves and reserve funds on

June 30, 1913. That statement shows that there Avere liability

accounts for reserves, aggregating $291,990,000; consisting of

"Insurance reserve $19,000,000; sinking fund reserve $28,000,-

000; securities depreciation reserve $56,000,000; additions and
betterment reserve $27,000,000; and reserve for accrued depre-
ciation of $l-l:-l-,000,000 ; and miscellaneous reserve $15,000,000;
an aggregate of $291,000,000.

Against these reserve accounts, or reserve liabilities, how-

ever, had only been established reserve funds of $45,000,000, of

which only $3,728,000 was in cash.

The point I want to bring out is that the creation of these

reserve funds of $291,000,000 jH-actically consisted of issuing
lial)ilities against the general assets of the company and of

writing down the profit and loss statement to that extent. In

other words, it was the same procedure as you would have in

a bank issuing notes against its general assets. Reserve liabil-

ities were created, Imt no reserve funds established to offset

these reserve liabilities. The result was that a net amount of

$246,000,000 was created in reserve liabilities, for which no
funds were established, and practically is equivalent to writing
down to profit and loss surplus $246,000,000, or the profit and
loss surplus ought to be $931,000,000 instead of $684,000,000, as

reported to the Interstate Commerce Commission. Of course

there were general assets against all these reserves, but there

was no specific segregation of assets, and, as stated on page 1,

the conclusion must be reached that a comparison of the surplus
of 1913 with the corresponding balance of previous years, say
ten years ago, the increase was really $246,000,000, which is

shown by comparison of profit and loss figures, and that the

companies are in a much better financial condition than the

profit and loss figures would indicate.

Instead of $684,676,441, the approximate suri)lus for the

companies under consideration, it should be about $931,405,000,

or almost a billion dollars.
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On page 4, the same comparison is made for the ten repre-
sentative western railroads, where it is shown that liabilities

in the form of reserve accounts have been created aggregating

$216,000,000, which are offset by only $37,000,000 in reserve

funds, of which only $1,244,000 is in cash, or an excess, roughly

speaking of $214,000,000.

Mr. Stone: Anything more you want to Ining out in that?

Mr. Lauck : No, sir. 68 is the next.

Mr. Stone: Mr. Chairman, I desire to introduce exhibit

68, "Industrial Depression. Dividend and Interest Losses as

Compared With Keduction in Wage Payments."

(The document so oifered and identified was received in

evidence, and thereupon marked "Employes' Exhibit 68, March

8, 1915.")

Mr. Lauck: Section 1 of this exhibit appears on pages 1,

2, 3 and 4, and is designed to show the dividend and interest

losses as compared with reductions in wage payments, on the

part of investors in Eastern and Western railroads, as reported

by the Wall Street Journal and the New York Journal of

Commerce.

For the Eastern railroads, on page 2, an annual loss in

dividend payments is shown of $23,265,000. For the Western
railroads there is an annual loss in dividend payments of $15,-

466,000. That is dividend payments and fixed charges on Western
railroads. This amounts to about $1,250,000 a month, or $1,300,-

000 a month, and you will note most of the roads that found it

necessary to suspend dividends were roads that had been char-

acterized by either financial mismanagement, like the St. Louis

& San Francisco, or had been through certain misfortunes, like

the Illinois Central a year or two previously, or had been exces-

sively capitalized, like the Colorado & Southern or the Missouri^
Kansas and Texas.

Now Section 2 shows the loss of income by railroad em-

ployes. That is based upon a statement in the Wall Street

Journal, page 3.

There is a small table in the beginning of section 2 that

shows that, as a result of investigations by the Wall Street

Journal, the railroads of the country, as a whole, laid off one

man per mile of line in 1914, as compared with 1913. This
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estimate includes not only the men who were laid oft, but men
who were working* on reduced time.

Mr. Park : What do you mean by that, Mr. Lauck, working
on reduced time ? That is shops cut to eight hours a day f

Mr. Lauck: Cut to eight hours a day, or three days a

week. The Wall Street Journal sent out a schedule, making
inquiries. The Kailway Age Gazette did also. I intend to

bring that up a little later. And some of the railroads reported

directly how many less men they were working now than in a

certain period of last year. Some reported or converted their

decreased operating forces into terms of what they would be if

a certain number of men were laid off. In that way the estimate

was arrived at.

This Wall Street Journal then concluded that 250,000 em-

13loyees were out of work, and estimating that at $50 a month

for, on an average, all classes of employees, you would get a

monthly loss of about $12,500,000, as compared with the monthly
loss of $1,250,000 for investors.

Mr. Nagel: This covers all employes'?
Mr. Lauck: All employes.
Mr. Byram : What page is that on, Mr. Lauck ?

Mr. Lauck: The small text table is on page 3. The two

articles upon which this is based are found on pages 11, 12 and
13. That covered all classes of railroad employes, shop men,
maintenance of way employes, construction forces and so forth.

That is why I have made the average $50 a month, which would

be a very conservative estimate.

The conclusion that I was mentioning was that according
to this estimate the employes lost about $12,500,000 per month,
as compared with $1,250,000 by investors.

Mr. Park: Of course, there is nothing to indicate there

that the employes did not secure other vocations ?

Mr. Lauck: No, sir, they may have gone to work else-

where.

Mr. Nagel : They were pretty difficult to get, w^eren't they?
Mr. Lauck: Well, work in their jiarticular line of

trade, yes.

Mr. Nagel: Don't you think that the same influence oper-
ated in all directions !

Mr. Lauck : Yes, I think it was pretty general.
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Mr. Slieean : Mr. Lauck, what was your objection to get-

ting the number of employes from the Interstate Commerce
Commission reports on this, instead of from the Wall Street

Journal ?

Mr. Lauck : I copied from the Wall Street Journal.

Mr. Sheean: I say, why did you take it from the Wall
Street Journal, instead of from the records of the Interstate

Commerce Commission? The railroads in the western territory,

as well as all the Interstate Commerce Commission carriers

report the number of employes in the various departments from

year to year.

Mr. Lauck : This was gotten before the reports were ready.
I have taken the payments in the next section from the Inter-

state Commerce Commission, and shown what they lost. This

was along about June.

Mr. Sheean : This is commercial agents and all employes,
whether they are connected with the cost of conducting trans-

portation or not?

Mr. Lauck : Yes, even includes construction forces.

Mr. Sheean: Well, construction forces.

Mr. Lauck: New lines and extensions. Stopped all new
construction work.

On pages 5, 6, 7, 8, 9 and 10 is shown the aggregate outlay

by the different railroads in the west, for engineers and firemen,

in 1913, and, for 1914, a decline in amount paid engineers and

firemen, as compared mth 1913.

Mr. Stone: Where did you get these figures, Mr. Lauck?
Mr. Lauck : Those were the Interstate Commerce Commis-

sion totals.

The Chairman : What page are the}" on 1

Mr. Lauck: Pages 5 to 10. It should be noted that the

real industrial depression did not strike the west until after

June 30, 1914. Although there was a downward tendency, the

real effect of it seemed to come later than it did in the East.

So these figures would not correctly reflect the full measure of

unemployment felt by the engineers and firemen.

It will be noticed that most of the railroads made less outlay
for engineers and firemen in 1914 as compared with 1913, there

being a few exceptions; for instance, the Burlington made an

-outlay for engineers somewhat greater in 1914 than in 1913;
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also the St. Paul
;
the El Paso and Southwestern

;
The Houston,.

East & West Texas
;
Houston & Shreveport Railroad

;
Houston

& Texas Central; Louisiana Western; Missouri and Northern

Arkansas; Missouri, Oklahoma & Gulf; together with live or

six other roads, having paid somewhat larger amounts for engi-

neers and firemen in 1913 than in 1914.

Mr. Stone : Well, the Missouri, Oklahoma & Gulf was open-

ing up new territory, was it not?

Mr. Lauck: I think so. I don't know\

Mr. Nagel: That might well be explained by expansions
here and there.

Mr. Lauck: Yes.

Mr. Nagel: That relatively shows no different result f

Mr. Lauck: Yes.

Mr. Sheean: Mr. Lauck, is it not true that on all these

roads you took these figures from June 30, 1913 and 1914?

Mr. Lauck: Yes, sir.

Mr. Sheean: As to payrolls of engineers and firemen?

Mr. Lauck: Yes, sir.

Mr. Sheean: Showing, on some roads, 6 per cent decrease

in total compensation, and on others 4 per cent decrease. Now,
was there not on each and all of those roads a very much larger

falling off in the total business done by the railroads than this

6 and 7 per cent?

Mr. Lauck: I hardly think so. I don't know how that

would w^ork out. There was a gi*eat falling off in business, no

doubt about that, but whether it would be less than that, I don't

know. I think, in our productive efficiency, we found they were

handling more traffic with fewer men.

Mr. Sheean: You did not compare 1914 and 1913, did you?
Mr. Lauck: In a few instances. The same locomotive

miles, but whether the compensation fell off as much as the busi-

ness, I don't know. I know we found, in comparing 1914 with

1913, that they were handling business more economically per

locomotive mile in 1914 than in 1913. But the relative falling

off I don't know.

I have another table showing the relative falling off in labor

cost and operating expenses, but I have not the percentage.

Mr. Sheean: Well, you pay no attention to numbers here.

This total reduction of 6 or 7 per cent in total amount may have
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cut the wages of the individuals who remained, or they may
have been just as high, or higher.

Mr. Lauck: Oh, they were just as high as they ever had

been. There was no reduction in wages, but a reduction in the

field for employment.
Mr. Sheean: I mean beyond that, Mr. Lauck, w^ithout any

reduction in the wage scale; that the individuals who remained

there, that with a decrease—take the first one; the first item is a

decrease of 6.52 in total payments, on the Santa Fe. There might
have been a reduction in force of more than 6.52 per cent of

engineers f

Mr. Lauck: Yes, sir.

Mr. Sheean: So that the remaining engineers got as much
or more than the engineers who w^ere on the Santa Fe in 1913?

Mr. Lauck: Yes. I think that is very probably the case,

because the man Avho would still remain, if I understand the

rules correctly, would be the man who had the seniority rights,

and if he ran full time he might make more earnings than he had

made in any year.

Mr. Stone: But if he did not run full time he would not

make it, Avould he?

Mr. Lauck: No, sir.

Mr. Stone: In other words, you mean that the wage rate

w^as the same when he did run—
Mr. Lauck: The rate remained the same.

Mr. Stone: But the wage rate is quite different from the

earnings the man might make?
Mr. Lauck: Yes, there should have been business enough

to enable him to make the earnings. He could not make them
if he did not run.

Mr. Sheean: This is based on the total earnings paid to

the engineers in actual money. That is the first item, 6V^ per
cent less in total disbursements to engineers in 1914 than in

1913?

Mr. Lauck: Yes. That would mean only that so far as

engineers are concerned, there was this percentage of decline in

the amount of money which they might earn as a class.

Mr. Sheean: In the total payments to engineers. That

was in part, at least, due to the fact that, in 1914, those engineers
did less business for that railroad than tliev did in 1913?
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Mr. Lauck : As a class, yes.

Mr. Slieeaii: Well, tliis is as a class.

Mr. Lauck: Yes.

Mr. Slieean: As a class, tliey earn 6 per cent less in money?
Mr. Lauck: Yes.

Mr. Slieean: And, as a class, they did considerably less

business for that company than they did in 1913?

Mr. Lauck: Yes. They did less business. How much less

we do not know.

Mr. Stone: That is, you mean they ran less miles, but

pulled more tonnage, or what?
Mr. Lauck: That there was a decrease in business on the

Santa Fe; so that, the engineers being just as efficient as they
had been in the previous year, which I think the other figures

Ave presented show, it took a smaller amount of work on the part
of the engineers to handle the business, consequently there was
a less amount paid to engineers, although the individual engineer
on a steady run might have earned as much as before.

Mr. Stone: Did it call for less w^ork or for less revenue

miles to haul a certain amount of tonnage?
Mr. Lauck: It called for less train miles to handle the

decreased volume of ton miles.

Mr. Stone : There was less labor cost per ton mile, was
there not?

Mr. Lauck : Not necessarily, no. The ton mile cost we have

assumed remained constant, unless we knew they had made a

reduction in cost through increased efficiency.

Mr. Stone : Or unless w^e knew the individual unit was pro-

ducing more ton miles than before ?

Mr. Lauck : Yes, but w^e have no means of knowing that,

beyond such insight as we had when we were taking the produc-
tive efficiency arg-ument. I do not think we could say that. We
have assumed that the cost was practically about the same.

There was no loss to the railroads from the standpoint of the

engineer, although there might have been loss in other fixed

charges which they had to maintain against this decreased busi-

ness.

Referring to page 10, the aggregate is there shown, which
is the point of main interest. That is, that the decline in the

total amount paid to engineers and firemen in 1914, as compared
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with their earnings in 1913, was $2,589,821, a decline of 3.79 per
cent. In other words, there was a decline in business which
reacted upon the engineers and firemen to the extent that their

earning power was decreased $2,589,821.

And in that connection I would repeat what I said just a

moment ago, that this does not correctly reflect the effect of

the industrial depression, because it w^as not until July and

August, and September, that the real unemployment set in.

That is, in June the conditions were somewhat nearer normal
on the Western Railroads.

On pages 11 and 12 are shown the two articles which are

the basis of the first table I mentioned, taken from the Wall
Street Journal, showing that 230,000 men were out of employ-
ment on June 30, 1914, more than on June 30, 1913.

A more recent indication of the extenjt of unemployment is

found in an article in the Railway Age Gazette, contained on

pages 13, 14 and 15, which shows the number of men working on

June 30, 1914, on Western Railroads, or on twenty selected rail-

roads entering Chicago, and the number on August 1. This

would give a better indication of the industrial depression,

and the effects of unemployment, than the figures for the year

ending June 30, 1913.

According to this article, the Railway Age Gazette estimates

that on June 30, 1914, on tv/enty railroads entering Chicago,

there was a reduction in the working force of 69,563 men, or a

reduction of 7.9 per cent, and on August 14, 1914, as compared
with August 1, 1913, there was a reduction in the working force

of 90,934 men, or expressed in terms of percentage, a reduction

of 10.8 per cent.

On page 14 it carries the per cent further to supply com-

panies, w^hich do not especially interest us.

The Chairman: On page 12 you have a heading, "Rail-

roads have laid off a man per mile of road. ' '

Mr. Lauck: That is a heading which. I have added. The

article beneath that is from the Wall Street Journal, showing

that, according to their estimates, there was one man less per

mile of road for the country as a whole employed June 30, 1914,

than on June 30, 1913.

The Chairman : What is meant by the reference under the
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lieadiiig,
' ' Bad Order Cars :'

' '

AVliat does that iiieaii ? Does that

show the increase over 1913, or what do you mean by that f

Mr. Lauck : I think by that is meant cars on the line that

have to be repaired, and are not in going- condition, that the

equipment is not maintained up to the point where it is in an
efficient state. It was a part of this article, and I included it in

order to make the article complete. I think that is the mean-

ing of the term. It has no bearing.
The Chairman: It refers to cars that are not properly

repaired ?

Mr. Lauck : Cars that are not in a condition of repair which
will enable them to be used. All of them may have been in-

jured in some way, or may have been in need of repairs. That
would indicate that the railroads were finding themselves unable

to keep their equipment up to a proper state of repair.
Mr. Park : It does not show any rougher handling on the

part of the enginemenf
Mr. Lauck : No, I do not think so.

Mr. Byram: Probably the total of the cars needing re-

pairs.

Mr. Lauck : Yes. It has no significance except as showing
that they had a big surplus of idle cars and a lot of cars which

were in need of repairs w^hich they were not repairing, showing
the financial exigencies of the situation.

Mr. Stone : But it does show that while the railroads have

their burden to carry in a time of depression, they pass it on

to the men, and that the men carry the burden as well as the

railroads I

Mr. Lauck : Yes, that is the purpose of this whole exhibit.

The Chairman : We will now take a recess.

(Whereupon at 12 :30 a 'clock P. M. a recess was taken until

2:30 o'clock P.M.)
After Eecess,

AY. JETT LAUCK was recalled for further examination

and having been previously sworn, testified as follows:

Mr. Lauck : At the conclusion of the morning session, we
were on Exhibit No. 68. We had gotten to page 10 of that

exhibit and as to the decline in amount paid engineers and fire-

men, it was $2,589,000, or a decline in outlay of 3.79 per cent.
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On page 11 and 12, and the top of page 13, are the two
articles from the AVall Street Journal which were used as the

basis of the statement made in the front of the book. Thev are

just the basic material.

Mr. Byram: Mr. Lauck, you say the decline in the com-

pensation or outlay for engineers and firemen for 1914, com-

pared with 1913, is 3.79 per cent. How does that compare with

the decline in the gross earnings of the railroads, do you re-

member?
Mr. Lauck : I do not know. I think their decline in gross

earnings was probably as much, if not more. There are certain

items of operating expenses that can not be reduced. That is,

there are certain fixed items. The road must be maintained in

a safe condition, and while the labor cost can be reduced accord-

ing to the decrease in traffic, these other expenses can not be;

and, therefore, I should think the decline in earnings would be

more, or commensurate at least with the decline in pay to engi-

neers and firemen.

Mr. Byram: You think thev would naturally bear the

same relation to each other!

Mr. Lauck: Well, if other costs would go down like the

labor cost, they would, but the other costs cannot be reduced

as fast as the labor cost.

Mr. Byram : Yes
;
but this is a question of earnings

—gToss

earnings.
Mr. Lauck: The gross earnings would probably go hand

in hand with the earnings of the engineers and firemen.

Mr. Byram : That is what I mean.

Mr. Lauck: Yes, sir.

Mr. Byram: They would naturally be adjusted, so that

they would bear the same relation to each other?

Mr. Lauck : Yes, there would be a certain amount of traf-

fic to handle
;
then there should be a relation between earnings

of firemen and engineers, because the payments to the men are

for handling traffic, but when you come to net earnings—
Mr. Byram: I am speaking of gross earnings. What I

am getting at is this: that during this period, if the decline

in gross revenue to these railroads was in the same relation as

in the decline the outlay for engineers and firemen, that that

would represent a normal condition?



6385

Mr. Lauck: Yes, sir, it would. I think that that involves

the whole contention of our side, to the effect that wage pay-
ments are based upon the tractive power, and of course are

never paid until the tractive power is exerted; and, therefore,
there should be that relation between outlay and income.

Mr. Stone: Well, is it the gross earnings of the railroad

or the net earnings that tell the story?
Mr. Lauck: "Well, from the standpoint of operating ca-

pacity, the gross earnings is the best index.

Mr. Stone: But there are many other features in regard
to operation, besides that you are discussing now, are there

not!

Mr. Lauck: Yes, sir, there are all the other expenses of

operation, which may or may not be reduced as a result of

depression. As a matter of fact, I think it is the experience
of railroads, that when a depression comes on, they can reduce

their charges to a certain extent, but cannot go beyond that,

on account of safety, or on account of having to handle un-

profitable traffic, and the other cost could not be reduced com-

mensurate with the labor cost. That is, you might have a tre-

mendous lot of overhead charges, or other charges, which would

keep your operating expenses up.

Mr. Stone : But it is possible, though, that if other oper-

ating expenses were reduced to the extent that net revenue was,

perhaps net revenue might remain the same, might it not?

Mr. Lauck: If they could reduce other operating costs as

much as labor, it would.

Mr. Sheean : Well, Mr. Lauck—
Mr. Lauck: I was just going to add, I don't think that

was the case.

Mr. Sheean: You have checked our exhibit No. 4, haven't

you?
Mr. Lauck: That is, the operating revenue?

Mr. Sheean: Yes.

Mr. Lauck: Yes.

Mr. Sheean: And as between this year of 1913 and 1914,
there was a decrease of 11.5 per cent in the operating income,
wasn't there?

Mr. Lauck: I think that is correct.

Mr. Sheean : On all of these carriers ?
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Mr. Lauek: Operating income?

Mr. Slieean: Yes.

Mr. Laiick: Well, that will exemplify Avliat I was stating,

that other expenses were not reduced proportionately with labor,

and the railroad could not meet the decreased revenue with de-

creased operating cost.

Mr. Sheean: Well, take the net operating revenue. The
net operating revenue, outside of the increase in taxes, the net

operating revenue decreased 8.1 per cent, whereas the total pay-
roll of engineers and firemen only decreased 3.7 per cent.

Mr. Lauck: Yes. I think that is true.

Mr. Sheean: So that the total reduction in the payroll of

the engineers and firemen was less than one-half of the loss in

total wage payment that the railroads sustained in loss of

revenue ?

Mr. Lauck: I think that is true.

Of course, the significant thing from the standpoint of the

men is that they lost their subsistence, while from the standpoint

of the stockholder they did not suffer at all. Of course, the rail-

road as an operating concern had this reduction in revenue,

which it had to meet in some w^ay. It was met, so far as the

stockholders were concerned, by payment of dividends from sur-

plus. So far as the men were concerned, they lost the means of

subsistence, and of course that is the significant thing from their

standpoint. It is of much more vital consideration than it would

be from the standpoint of the investor.

Mr. Sheean: Well, had the men only suffered the same pro-

portion of loss of revenue that the railroads suffered in its loss of

revenue, the loss of the engineers and firemen—had it been pro-

portionate with everybody else connected with railroading,

would have been twice what your figures show it is.

Mr. Lauck: Yes, if you put it on that basis.

Mr. Park: Is it not true that the engineers and firemen

have opportunities to earn money in times of depression, and

that the surplus men are generally those who are just entering

the service, the apprentices, as it might be? That is, the en-

gineer drops back, in a good many cases, as a fireman; the fire-

man may even go back into the roundhouse. It is the youngest
man in the service who passes out.
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Mr. Lanck: 1 should think that would be the case, that

they would come from the highest class of men down.

Mr. Park: So that the engineers, firemen and trainmen

are favored classes in that respect? They do not go out of serv-

ice entirely, but retrograde in the order of their seniority?

Mr. Lauck: Yes.

Mr. Stone: But it is also true, is it not, that they did suffer

a reduction of $2,580,000, actual cash reduction in wages re-

ceived, and in addition to that, 10 per cent of them dropped out

and did not earn any wages at all?

Mr, Lauck: About 10 per cent, yes.

Mr. Stone.: So they got it both ways ?

Mr. Lauck: According to the Railway Age Gazette. That

subject has not been taken up yet.'

Mr. Stone: Those that did remain got $2,589,000 less?

Mr. Lauck: The figures you are referring to here are for

a later period, but these payments would only cover those who
work. To w^hat extent they worked reduced time, or were laid

off, this does not state.

Mr, Park: You have no figures to show whether the indi-

vidual earnings of engineers were higher or lower?

Mr. Lauck: No, sir. I have only your figures, which I

believe are for October, 1913. We have no figures as to that.

It seems to me that the significant fact here is that the ultimate

sufferer in the case of an industrial dejDression is the employe.
That is, there is a decrease in traffic, and consequently the roads

cannot offer employment to as many men as before
;
and although

the roads may suffer proportionately more of a revenue reduc-

tion, yet the men have the field of employment curtailed, while

the holders of the railroad securities are receiving dividends,
due to the fact that the railroads have accumulated a surplus.

They have, in past years, of course, made a sacrifice, have not

taken as much as they might have taken, and have pursued that

course in order to have uniformity of dividends through the

lean years.
Mr. Byram: That is not peculiar to the railroads?

Mr. Lauck : Xo, sir, that is peculiar to all industrial activ-

ities. Of course, there might possibly be some way.of having
regularity of employment to the men, but no one has beeji able

to work that out vet.
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Mr. Park: That would be employment insurance, would

it not?

Mr. Lauck: Something of that kind, or an accumulation

of some fund, like a surplus fund, that would be available for

working men. If the working men would forego a part of their

earnings during prosperous years, so that they might use that

fund in abnormal years, it would accomplish that purpose.
Mr. Stone: "Where would you invest that fund—with the

railroad company?
Mr. Lauck : I am not putting forth any constructive ideas

in that connection. I just say that that could be a way of

bringing that amount ; but as the situation exists now, either in

transportation or industrials, manufacturing or mining, the

working man always is the one who suffers from an industrial

depression.
Mr. Stone: But the fact remains that on August 1, 1914,

twenty railroads entering Chicago were employing 10.8 per cent

less men than they did the year before.

Mr. Lauck : Yes. That is in connection with the next topic

that I was going to take up. All the previous discussion has

concerned the fiscal year 1913 and the fiscal year 1914.

The Eailway Age Gazette made an investigation as to the

conditions between June 30, 1913, and August 1, 1914. The
result of that investigation was that they found for twenty
railroads entering Chicago, that there was a reduction in the

operating force of 90,934 men, or a per cent reduction of 10.8

per cent. That is shown on page 13 of Exhibit 68.

Mr. Byram: In that case, since the outlay to engineers
and firemen decreased only 3.79 per cent, it would look as if the

enginemen did not suffer as much as other classes of labor, would

it not, if those figures are correct?

Mr. Lauck: Those figures are not comparable -^ith the

preceding ones. They were only for June 30, 1914.

Mr. Byram: And this is for what?

Mr. Lauck : August 1, 1914.

Mr. Byram: And that was two months later?

Mr. Lauck : That was two months later. It seems that the

burden of the depression came after June 3, both on the railroads

and on the men.
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Mr. Park : Do these figures include the employes engaged
in construction, track elevation, and work of that character?

Mr. Lauck : Yes, I think they do.

Mr. Stone : I wish you would read that second paragraph
on page 13 of Exhibit 68.

Mr. Lauck : Quoting from this Eailwaj' Age Gazette arti-

cle, it says :

^'As the total operating revenues of the railroads of the

United States for the fiscal year ending June 30, 1914, showed
a reduction of only 3.4 per cent per mile as compared with the

previous year, indicating that general business was not far below

normal, while their operating income was reduced to 15.7 per

cent, the reductions in forces made by the railroads and the

railway supply companies manifestly have resulted from con-

ditions affecting the railroad business that did not exist in the

general business situation. This is further supported by the

fact that of 32 supply companies that advised us, they had made
no reductions in force, 22 are only partially dependent on the

railroads for business."

Mr. Stone: Regarding the earnings of the engineers for

1914, if only 90 per cent of the number were employed, if they
were employed longer hours or longer on the road, they might
show a higher earning capacity, might thej not I

Mr. Lauck : That might be possible.

Mr. Byram: Wliere do you get the 90 per cent?

Mr. Lauck : On page 13, there is a statement of a 10 per
cent reduction.

Mr. Byram: You just said that was on August 1.

Mr. Lauck: I thought Mr. Stone referred to this table.

August 1 would be correct.

Mr. Byram: You have just said this table did not have

any reference to the period ending June 30.

Mr. Lauck : It had no reference to that.

Mr. Sheean: It has no reference to engineers, has it? It

has reference to all employes.
Mr. Stone-: Engineers are still considered employes.
Mr. Lauck : They are a part of the total.

Mr. Sheean : I thought you said the total reduction of the

payroll of engineers and firemen was not commensurate with the

reduction made to other classes of employes; that is, that the
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engineers and firemen in railroad service were not reduced in

the same way—were not susceptible of reduction, perhaps, is the

way you put it—as other classes of labor.

Mr. Lauck : Yes, the first class to go would be maintenance

employes. Of course, as business declined, there would be a
reduction in the employment of engineers and firemen, because

only when there was any business to do would they receive em-

ployment, while these other outlays for maintenance, track ele-

vation or extension of new lines, could be dropped until a better

time.

Mr. Byram : You heard the testimony here that 65 per cent

of the surplus fixed does not change—does not fluctuate?

Mr. Lauck: I did not hear that, but I think that is about

true.

Mr. Byram : That would not be effected by declining busi-

ness?

Mr. Lauck : No, that explains the decrease in operating in-

come, I thinlv, and the decrease in net revenue.

Mr. Byram: And also illustrates the difference between
the fixed emplo^mient of engineers, as compared with other

classes of ser\dce on the railroad.

Mr. Lauck: I don't know whether that would be true or

not, because I think the engineers are entirely dependent on traf-

fic, and I thought these other expenses were more of the main-

tenance expenses, to make the track secure—station agents and

telegraphers.

Mr. Byram : But there is a large amount of service on rail-

roads that is fixed, regardless of the volume.

Mr. Lauck: Yes, sir.

Mr, Byram : That is what I had in mind, and to that extent

the men who operate the regularly operated trains are not af-

fected by fluctuations in business?

Mr. Lauck: You mean the regular runs?

Mr. Byram: Begular runs, yes, which constitute 63 per
cent of the total service.

Mr. Lauck: Oh, yes; so far as it was necessary to run

trains, they would have to work. To what extent that pre-

vails, I don't know. I thought you were speaking of the gen-
eral fixed—
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Mr. Byrain: No, I am speaking now about the regular

trains.

Mr, Lauck : Yes, sir.

Mr. Stone: But those regular trains in assigned freight

service don't run, unless they have tonnage for them.

Mr. Lauck: I would not think so—in freight service.

Mr. Stone : It is also true, in times of dei3ression, if they

have not enough fast freight for them, they rob the slow freight

pool, in order to fill them up with tonnage.
Mr. Lauck: I don't know about the operating conditions

in that way. I know we have found in times of depression that

they develoiD a heavier trainload and heavier car loads through

holding traffic, on some roads in the west; runs that are made
are more efficient.

Mr. Byram: It would not affect a branch line train,

would it?

Mr. Lauck: The passenger traffic or freight
—I really

don't know enough about it to testify. I think there would be

certain trains that have to run.

Mr. Byram: You said a while ago that in times of busi-

ness depression, it is possible to develop a greater train load.

Are you sure of that?

Mr. Lauck: I am sure of that, on certain roads.

Mr. Byram : Where the total tons that are hauled are less

—that the train load is higher?
Mr. Lauck: Yes; certain railroads in the stockholders' re-

port showed that they had a higher—I remember the Atchison

particularly had about 6 per cent more on its trains in 1914

than in 1913, and I presented an exhibit—I think I did—I have

presented so many that I have forgotten whether it was an

exhibit Or whether I read the quotations.

Mr. Stone: An exhibit.

Mr. Lauck : An exhibit, showing the train loading in 1914,

as comj^ared with 1913.

Mr. Byram: With a decrease in total ton mileage?
Mr. Lauck : Yes, sir

;
and there were some roads that were

characterized by lower locomotive mile cost and lower train cost,

due to improved loading of cars or increase in the train load.

Mr. Park : Well, if you decreased the density of traffic on

the railroad, would it not give you a little more leeway to in-
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crease tlie size of your train? Would not that naturally fol-

low?

Mr. Lauck : Tliat was my idea of how it came about, that

traffic not being so dense and having to be put forward, why,

they could hold the traffic and develop economy and efficiency

in handling it.

Mr. Park: And fewer trains to meet.

Mr. Stone: It is also true, with larger locomotives, buy-

ing larger locomotives each year, that decreases the number
of engineers too, does it not?

Mr. Lauck : To the extent that they displace smaller loco-

motives.

Mr. Stone : And it takes a less number of them, or a less

number of trains to handle the same kind of traffic.

Mr. Lauck: Yes, sir.

Mr. Sheean : I was just wondering in that connection, Mr.

Lauck, whether the business depression of 1914—as I followed

you, the business depression of 1914 brought about the greater
train loading. I got the impression from some of your exhibits,

w^hen presented, that they were there attributed to some other

cause—to better train loading, or the larger train loading of

later years. Is it because of the depression in business in 1914?

Mr. Lauck : Oh, fundamentally, of course, it is the heavier

locomotive or the greater tractive power of the locomotive, the

larger cars and the capital investments which have eliminated

grades and reduced curves, but it seemed to be characteristic

of the year 1914, assuming all of these fundamental factors, that

the year was attended with a greater train loading than 1913.

Of course, that would result in lower cost of getting the train

over the road, but still might not be attended with any profit,

looking at it in the aggregate to the railroad, because the other

fixed charges would still be there, though there would be a

lower cost per ton mile than in 1913,

Mr. Burgess: But in the final analysis, Mr. Lauck, we
come to the undisputed fact that neither an engineer or a fire-

man draws any money, unless he is directed or ordered to go
to work?

Mr. Lauck : No, sir. He has no guaranty of regularity of

employment or of income.

Mr. Stone: Nor has he any guaranty of his job after he
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goes to work, does he, with surprise tests and a few other things

he has to contend with.

Mr. Lauck: That is something I don't know anything
about.

Mr. Stone : AYell, is it not a fact that there is more hazard

in railroad employment than in any other class of service? That

is, as to losing their positions, I mean.

Mr. Lauck: I don't know, sir.

This Eailway Age Gazette, then, on page 13, shows a de-

crease of ten per cent between the period June 30 to August 1,

of men employed on twenty roads entering Chicago.
On page 15 the different roads are detailed, the Atchison,

the B. & 0., the Chicago & Alton, the Chicago & Eock Island, the

North Western, the Great Western, the St. Paul, the Eock Island,

and five roads that asked that their names be withheld. How far

they are western or eastern, I don't know.

The net result of the Eailway Age Gazette's investigation

was that on June 30, 1913, as compared with June 30, 1914, there

was a reduction of 69,563 in working forces of these twenty

railroads, which was equivalent to a reduction in the operating
force of 7 per cent.

From June 30 to August 1, there was a further reduction

in operating forces of 90,934, or approximately 10 per cent being

reported as unemployed, which exemplifies the fact that the

industrial depression, or the decrease in business, became greater
after June 30th, than before June 30, 1914. I think it is con-

clusively shown by the operating revenues of the Western Eail-

ways, that the depression came during July, August and Sep-

tember, and the reduction in operating forces, more so than

during the year 1914.

The concluding table in this exhibit is found on pages 16

and 17. That shows the total labor cost of operation; the

decrease in 1914 as compared with 1913, and the total decrease

in operating expenses of 1914 over 1913.

The totals are shown on page 17, which indicates that there

was a decrease in the labor cost of operation of the Western
railroads during the year 1914, which would affect all classes

of employes, of $4,696,079, as compared with the decrease in total

operating expenses of $2,214,446.

This would indicate two things : first, that the other oper-
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ating expenses could not be reduced proportionately with labor

tolls, and that, second, as a result of that, the depreciation fell

most heavily upon the railroad employes.
Mr. Byram : It would have been necessary that there

should have been an increase in your operating expenses, to

make these figures ? I understand that the labor cost is included

in the total operating expenses, is it not?

Mr. Lauck: Yes, sir.

Mr. Byram : And this figure would indicate that your oper-

ating expenses must have increased, in order to make the total

operating expenses decrease less than labor.

Mr. Lauck : The labor cost would be included in the total

operating expenses. I never thought of that. And therefore,

what reductions were made would be an offset to the decrease in

labor cost. To what extent operating expenses decreased ex-

penses of labor, I don't know.

Mr. Byram: It must have decreased, according to your
table.

Mr. Lauck : AVell, they must have increased, if there were

not reductions in other lines that would neutralize the labor cost.

This would not indicate—
Mr. Byram: You show that there is a greater decrease in

the labor cost than in the total operating expenses in which the

labor cost is included ?

Mr. Lauck: Yes, about 65 per cent or 70 per cent. I think

that the difference is accounted for by the fact that operating-

expenses other than labor were reduced, but they were not

reduced sufficiently to offset the labor cost. Would not that be

the conclusion ?

Mr, Byram: They would have to be increased.

Mr. Stone : Cannot you check that up, Mr. Lauck, and find

out?

Mr. Lauck: It would be a simple matter to deduct the total

labor cost from tlie total operating expense and see how much

operating expenses, and then how much labor cost increased.

My experience with operating expenses has been that there is

a line of reduction which can be made in your labor cost which

sometimes is more and sometimes is less than the operating cost.

Mr. Stone: Well, you can compare a statement on that,

can't vou?
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Mr. Lauek: Yes, I can get tliat out. It never ocenrred to

me about one inclncling the otlier, at tliis ]wint.

Mr. Stone : Anything else on this ?

Mr. Lauck: Nothing else, I believe. The point I wanted to

develop by this was the extent to which each had suffered, so

far as we have any figures, as compared with otlier factors in

railroad operation.
I think if we had the returns, they would show a decreasing

outlay for labor, going hand in hand Avitli a decreasing traffic,

up through August, September and October. It has only been in

November and December that the railroads are beginning to get

back to normal again. Some of the roads, like the Atchison,
have been above normal for the last two months. I believe the

Burlington has more revenue the last two months than the same

months of last year. Some of the Southern roads, though, have

been down as low as 50 per cent, and they all are showing a

tendency to return to normal conditions. There is an upward
movement the last three months.

Mr. Stone: Mr. Chairman, I would like to introduce No.

69, ''Eailroad Credit."

(The exhibit so offered and identified was received in evi-

dence and thereupon marked "Employes' Exhibit No. 69, March

8, 1915.")
Mr. Lauck: This exhibit was prepared in connection with

the discussion as to financial abilit}" to pay. The summary is

contained on pages 1 and 2, and can be very briefly stated. It

was in 1911 to 1913, inclusive, that the railroads, in common
with industrial corporations, on account of business and com-

mercial conditions, had to issue short term notes, to get funds,

instead of bonds. And in 1913 there was a period of refunding

operations, growing out of better business conditions, which at

the end of the year resulted in showing that the rate of fixed

charges paid by the railroads in 1913 was less than in 1900, due

to the fact that bonds which had been issued, bearing five to

seven per cent interest in previous years, were refunded into

bonds of lower rates of interest, thus decreasing the per cent

of capital charge.

And, third, in the early part of 1913, there was a favorable

money or investment market, Avliich led to a very gratifying-

refunding operation. This was suddenly terminated by the
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outbreak of tlie European War, and the breakdown of all com-

mercial and financial relations, and the period of financial break-

down which followed, for two or three months. The recent

tendency seems to indicate that the crisis has now been passed,

as exemplified by the successful bond flotations of the Penn-

sylvania Eailroad and other railroads, and that there is no doubt,

of course, in the next place, that the cost of capital is going to be

greater after the war than it was before, because of the immense
destruction of capital during the war, and the immense amounts

that have been tied up in unproductive enterprises, or long time

enterprises, such as the Panama Canal, in recent years.

But it also seems to be true in the next place that for the

immediate future no large sums will be required by the rail-

roads. Large commitments have recently been made, and re-

funding operations that are absolutely necessary have been

successfully conducted; and although it might be profitable to

get more capital, in order to increase the efficiency of equip-

ment or to develop new lines and extensions, those new lines can

be postponed until the investment market is more favorable.

That constitutes the contents of the argument presented in

this exhibit, in a sununary form.

In section 2, which follows upon the summary I have out-

lined, is an explanation of the factors contributing to the de-

pressed money market during 1913. This consists largely of

quotations from a brief, or part of a brief submitted by Mr.

Clifford Thorne in the 1914 rate case.

Mr. Sheean: Mr. Lauck, you here make use of a brief,

which you use in support of the claim for a $41,000,000 increase

in wages, which brief Mr. Thorne made use of in resisting any
increase in rates. This brief is used for the purpose of resist-

ing an increase in rates, is it not?

Mr. Lauck : This brief, or exhibit—it is really an exhibit—
was submitted by Mr. Clifford Thorne in the 1914 rate case in

the East, opposing an increase in rates to the Eastern railroads.

I am using it here. He used it there to show that the railroad

credit was no worse than the credit of industrial corporations.

Mr. Sheean : So that the brief is alike persuasive against

any increase in rates and in favor of an increase in wages 1

Mr. Lauck : Yes, I thinl?: so. There is nothing inconsistent
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in that. That is, it is an exhibit—I think I said brief, but I

should have said exhibit—showing the condition of credit.

Mr. Nagel : You claim the condition is so good that better

rates are not needed and that better wages should be paid 1

Mr. Lauck : Yes. Of course our argument here is that the

railroads are able to pay these increased wages. Of course, if

they are able to pay increased wages, they do not need increased

rates, if that argument was valid.

Mr. Byram: But the Interstate Commerce Commission

afterward thought the eastern railroads were entitled to some

increase in rates.

Mr. Lauck: Yes.

Mr. Byram : So that the argument of Mr. Thorne was not

valid as preventing the increase in rates !

Mr. Lauck: Not in preventing it, no, sir. Whatever its

value was in that way I do not think was affected. It might
have been affected to the extent that the Commission gave its de-

cision largely based upon the emergency conditions that had de-

veloped, although one of the chief grounds for an increase in

rates w^as the fact that the wage increases had been given by the

Eastern railroads subsequent to 1910, which was undoubtedly

recognized by the Commission as a groimd for granting in-,

creased rates to the railroads.

Mr. Sheean: But they turned it down on that claim, did

they not !

Mr. Lauck : I do not know whether we could tell whether

they turned it down or not. They first turned it down, and then

they granted it, and that was the basis of the first case. Whether
in the second case they just gave it as an emergency proposition,

I rather think in the first case that was the ground.
Mr. Park: Are the organizations that you represent here

opposed to the granting of increased rates to the railroads ?

Mr. Lauck : No, sir, I do not think so. Personally, I think

the railroads ought to have an increase in rates, but I think it

should be accompanied by legislation so that the operating man-

agers could use the revenue, and it would not be diverted by the

financial management, if such dangers are present, as we would
claim.

Mr. Burgess : You do not introduce this exhibit on the in-

creased rate question at all, do you?
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Mr. Lauck : No, sir. Mr. Sheean was questioning the con-

sistency of using an argument against increased rates as an

argument for increased wage demands, and according to our view

it is not inconsistent, it seems to me, because we are claiming

that the railroads are able to pay increases in wages, and if they

are able to pay increased wages, they should not necessarily

have an increase in rates.

Mr. Burgess : The purpose of the exhibit, if I understand it

correctly, is to show that the credit of the rarlroads is not in the

condition that it has been stated to be in different periodicals

and different public statements, by those who claim to be repre-

senting the railroads, whether they do represent them or not.

Is that it!

Mr. Lauck : Yes, that is one purpose. The railroads claim

that owing to the decline in net revenues, and the great burdens

which have been placed upon them by legislative requirements,

and omng to the increased advance in wages, they cannot show

the surplus of net revenue as in former years, and therefore they
cannot dispose of their securities upon the open market or

through bankers. The object of this exhibit is to show that rail-

road credit is no worse than the credit of manufacturing and

mining corporations, or is really attended with the same condi-

tions that prevail in other business activities.

Mr. Burgess: And that purpose was not in any manner

controlled by the rate question at all, as far as you are con-

cerned ?

Mr. Lauck: No, sir; that just grew up here collaterally,

or incidentally.

Mr. Park : Is it not a fact, Mr. Lauck, that the viewpoint of

the railroad men was largely in that they were restricted in their

ability to afford necessary facilities for new industries, and to

increase their facilities for the transaction of business through-

out the country.
Mr. Lauck : Yes, sir

;
that they could not get the net reve-

nue, in order to attract the capital.

Mr. Park: They were importuned on all sides to build

industry tracks and railroads into new tracts of country, to

develop the resources, but they were unable to get the money
to do that, and it caused a cessation in railroad business, and

railroad building, as well as other business affected by that.
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Mr. Lauck: Of course, that would come back to the fact

that they could not develop the net revenue, in order that their

securities would be attractive to investors. The investors would

feel apprehensive.
Mr. Park: Ordinarily, in l)uilding" these new short lines,

with branches, they are losing- propositions for a number of

years: it is hard to carrj'' them until the country develops!
Mr. Lauck : Yes, sir.

Mr. Park: That all has a bearing- on putting money into

new ventures.

Mr. Burgess : Mr. Park, may I ask you a question, as I

am personally interested in one particular point.

Mr. Park: Yes, sir.

Mr. Burgess : In regard to the industrial tracks, do the

railroads pay for the building of them?
Mr. Park: Quite frequently, yes.

Mr. Burgess: Quite frequently they do not, do they!
Mr. Park: It is a subject of neg'otiations and depends

upon the circumstances. If it is a track to open up a new agri-

cultural country, or to go to coal mines, or something" of that

kind, the railroads pay for it. It frequently occurs if a man
wants a. track to a flour mill, or something of that kind, he pays

part of it and the railroad pays part of it. The railroad gen-

erally owns that part on its own right of way.
Mr. Burgess: Does he not frequently pay for Iniilding the

track to his industrial plant!
Mr. Park: Quite often.

Mr. Burgess : Does he not do so in nearly 90 per cent of

the cases!

Mr. Park : No
;

I think, ordinarily, 90 per cent of the

money expended in new tracks and new business facilities, is

furnished by the railroads.

Mr. Burgess : Of course, new tracks and new business fa-

cilities, if you are going to build a branch line out in the country.
I am not speaking al)out that. I am speaking of an industrial

track, located along the uiain line of the railway, and you want
a spur or siding run into your industrial plant, do you not have

to pay for it?

Mr. Park: The railroad })ays for that part on its right

of way, and the owner of the industry pays for the part on his
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right of way. That is only a part of that which the railroad

is called upon to develop the country and keep np with increas-

ing industrial activity.

Mr. Burgess : But when you want one built in there, the

manager of that railroad don't think it is a small part, does

he, Mr. Park.

Mr. Park : No. All of those items, of course, in the aggre-

gate, amount to a great deal.

Mr. Burgess : Pardon me for asking jou. I was person-

ally interested in one of those side tracks there.

Mr. Stone: Mr. Lauck, is there anything inconsistent in

quoting Mr. Clifford Thorne, who is a man who has made a

special study along this line, more than there is in quoting any
other man who has made a special study on some subject?

Mr. Lauck : No, sir, I thinly not.

Mr. Stone: The mere fact that he happens to be fighting

a railroad on a rate case, has no bearing?
Mr. Lauck : No, sir, that connection never occurred to me.

Mr. Stone : Simply showing the condition of the securities

market at that time.

Mr. Lauck : He did submit an exhibit on credit, which was

made up from quotations from Bradstreet's, from the Railway

Age Gazette, and from the Commercial and Financial Chronicle,

which seemed to summarize the credit conditions by these finan-

cial journals, and it seemed a brief and effective way to get the

matter together. There are no opinions expressed in this con-

nection, I think, by Mr. Thorne.

Mr. Stone : This is simply shown to show that we are over

the depression, whether it wa§ fancied or real, or manufactured,
and that conditions are better?

Mr. Lauck: Yes, sir.

Mr. Stone: There is an upward trend?

Mr. Lauck: That is shown here, right at this point—it

shows what were the conditions of credit in 1913. Later, we

hope to show that conditions are improving and that the invest-

ment market is opening up, by quotations from the Wall Street

Journal, and other financial publications.

Mr. Sheean : Mr. Lauck, that statement of Mr. Stone 's, or

your statement here that the credit of those roads was better in

1913 than in 1900—
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Mr. Lauck: No, not the credit was better, but the capital
cost was less.

Mr. Stone : Mr. Lauck, in the first place, Mr. Stone did not

say anything of that kind.

Mr. Lauck : Probably I made that statement, that the out-

lay per cent was less in 1913 than in 1900, due to refunding oper-
ations and the conversion of bonds, paying high rates of interest,

into bonds of lower rates of interest.

Mr. Sheean: That is, paying or floated? Take the Frisco,
for instance. At page 8, you say there is a big improvement in

the Frisco, between 1900 and 1913, from 5.20 per cent down to

4.54 per cent. Does that improved condition, as thus shown
between 1900 and 1913, where the Frisco's rate is reduced from
5.20 to 4.54, show that the Frisco w^as in better condition, either

operating financially, or in a credit line, or any other way, in

1913, than it was in 1900?

Mr. Lauck: It shows that it was not required to pay as

much for its capital, in 1913 as in 1900.

Mr. Sheean: Not to pay, or to agree to pay at a lesser

rate than it agreed to pay in the earlier time? That is, I was

wondering whether the mathematics really reflected anything
as to what the actual situation was.

Mr. Lauck : It does not reflect the actual credit conditions,

in this way: that the interest rate is probably higher now than

in 1900. That is, the interest rate has gone up, because of the

conditions which have prevailed, especially the great demand for

capital, in the light of the supply, the destruction of capital and
the attempt of capital, which would be the main factor. The
interest rate is higher now than it was in 1900, but at some time

prior to 1900, the Frisco had some bonds, possibly, that were

paying, say, 6 and 7.

Mr. Sheean: No, I was taking it where it is lower. It

shows here in 1900, the average interest rate was 5.20, while in

1913 it was only 4.54.

Mr. Lauck: Yes; when these bonds became due, say,

in 1913, while the interest rate on borrowed capital was higher
in 1913 than in 1900, yet, that higlier interest rate was less than

the interest rate which the Frisco had been paying previously on

these bonds, and as a result of funding operations, they paid a

less interest rate, although the interest rate had gone up. That
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seems as if it was an involved explanation, but I think that is

the true explanation. That is, it has been characteristic of the

money market, or the investment market, that it costs more to

borrow capital now than in past years. Therefore, the capital

cost is higher, as compared on a purely rate basis; but way back

beyond 1900, when bonds were floated, when the element of risk

was greater, they paid even greater rate of returns, say, than

4 per cent, which was probably the rate in 1900—about 5 and 6.

Then, when those bonds became due, subsequent to 1900, al-

though the interest rate liad gone up to 5 per cent, yet, this 5

per cent rate was less than the rate that had been paid; and,

therefore, in the refunding operations, you had a result where

the capital cost was less than it had been previously. Probably
I can read you that quotation.

Mr. Sheean: On that same page, page 8, you show the Rock
Island in 1900 was getting money at 4.2 per cent, while in 1913,

it w^as borrowing money at 4.27 per cent.

Mr. Lauck: What is that—Rock Island?

Mr. Sheean: Rock Island, yes.

Mr. Lauck: That would be due to the same—
Mr. Sheean: And the Missouri Pacific, that in 1913 they

were getting money much cheaper, that is, their credit was
better in 1913 than it was in 1900.

Mr. Lauck: Not necessarily that the credit was better, or

that the interest rate had not gone up, but that their capital cost

was less. For instance, I will read you a quotation that will

explain that further.

Mr. Sheean: The Wabash was better off in 1913 than in

1900.

Mr. Lauck: It cost them less for the capital.

Mr. Stone: They might have had more money borrowed,
but the interest rate was lower.

Mr. Lauck: Yes, sir; the average rate of cost was lower,
due to refunding operations, whereby high interest rate bonds

had been converted into low interest rate bonds. Page 5, at

the middle of the page, you will find a quotation that will illus-

trate this.

"In May, 1914, an issue of $8,054,000 Chicago & North-

western General Mortgage 4 per cent gold bonds were placed

privately by Kuhn, Loeb &; Company at 96Mi and interest. Of
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these bonds tlie proceeds from $2,000,000 were expended in

l^ermanent improvements, and $6,054,000 were used to retire

an equal amount of underlying bonds bearing interest at rates

iof from 5 to 7 per cent.
' '

Say, in May, 1914, as late as tliat, the North Western sub-

stituted 4 per cent bonds for 5 and 7 per cent bonds, therefore,

its rate of return on its capital decreased.

Mr. Stone: And in January, 1914, the Chicago, Milwaukee
<S: St. Paul retired 5 and 6 per cent bonds, with a reissue of 4^2

per cent?

Mr. Lauck: Yes, sir; and in the same way with the South-

ern Kailway. If you will notice on the next page, the last

sentence of the paragraph says:

"As these old bonds bore various rates of interest, many
exceeding 5 per cent, there has resulted an annual saving of

1.31 per cent in interest charges on the capital represented by
the bonds so retired."

It would not indicate the credit of the road was any better,

or that interest rates had not gone up, but through refunding

operations, it had been possible to substitute bonds at a smaller

rate of interest, for those that had ]n'eviously l>een held or been

issued.

Mr. Stone : There might, however, be more bonds, might
there not—might have increased the capitalization?

Mr. Lauck: Yes, sir.

Mr. Stone: The rate of interest was low^er?

Mr. Lauck: The rate of interest was lower.

Mr. Byram: Was that, not controlled by the value of

money, more than anything else?

Mr. Lauck : I say it was not the credit.

Mr. Byram: That did not reflect a changed condition of

the credit of that railroad at all ?

Mr. Lauck: Not at all, no, sir.

Mr. Byram : It indicated that money was cheaper.
Mr. Lauck : Than it had been, yes, wiien the original debt

was incurred, or that the element of risk had become less. For

instance, most of these bonds that were retired, were early is-

sued, on which they had to pay a high rate of interest in order

to attract the inventor, because of the risk involved in building
some road, or something of that kind. Then, when they were
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retired, although the interest rate had gone up, say, since 1900,

yet, that higher interest rate was less than the interest rate they
had been paying on the original issue.

Mr. Byram: I thought you said this morning that there

was no risk to the investors in these railroads ? That you thought
there was at one time, but after you had got looking into it,

you found they did not take any risk?

Mr. Lauck: I was speaking of that in the original build-

ing of the Pacifies, and so on.

Mr. Byram: Just those railroads, not the railroads as a

whole ?

Mr. Lauck : I would not make such a broad statement, that

there is not any risk, because there is a risk, but there was not

a risk in—
Mr. Byram: I understood you to say that there was no

risk?

Mr. Lauck: I think in those roads there was no risk, be-

cause of the peculiar method of construction, that is the col-

lusive construction contracts.

Mr. Sheean: I cannot get it. Here is the Northern Pa-

cific, 1900, 3.76 and in 1913, 3.89. The Northern Pacific has to

pay more money in 1913 than it did in 1900, while the Wabash

pays less interest in 1913 than in 1900. Now, I cannot follow

that.

Mr. Lauck: Well, say, the Wabash, prior to 1900 had is-

sued some securities that bore, say, 6 per cent interest. Say,
in 1900, the interest rate was four per cent. In 1913, it was 5

per cent. If the Wabash, in 1913, or some time in between 1900

and 1913, when these securities became due, refunded them—
say, they were good securities, but they could not pay them, or

followed the course that is usually followed, of refunding them
—refunded them at 5 per cent, which would be less than what

they have been paying upon them, but would not reflect anything
as to the condition of the credit of the Wabash, beyond the fact

that they could sell high grade securities at the prevailing rate

of interest.

Mr. Sheean : Just as to what they promised to pay. In other

words, if the Wabash had not a five per cent bond outstanding,

and was not paying anything on it, and in the hope that it might

pay 3 per cent, the holders of the bond took one class for three
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per cent, instead of five, that would show as a reduction in the

interest, although it did not pay interest on either issue of bond.

Mr. Lauck: That would show, but I don't think it occurs.

If such has occurred, that would show here, but I don't think we
have any cases of that kind.

Mr. Sheean : Well, if this, as you said to Mr. Byram, only

reflects the condition of the money market in the two times, and

does not reflect the credit, how is it that the Northern Pacific

here is shown in 1913 paying a higher rate of interest than in

1900, while the Eock Island is paying less? Must not it show,
or purport to show at least in part the relative credit of these

companies at the two periods!
Mr. Lauck : I think it shows that from the Northern Pacific,

which had a small funded obligation prior to 1913, and in the

refunding operation, w^hich involved bonding the previous year
at higher rates of interest than then prevailed. Take the Great

Northern, which practically had no funded debt prior to 1913, it

is paying 4.28. It is probably paying more than the AVabash.

No, not quite so much as the Wabash.
Mr. Sheean: About the same as the Rock Island?

Mr. Lauck: Yes. That was diie to the fact that their bond

issues came along later when their interest rates were around 4

and a half to five per cent. This is not designed to show credit

conditions, but decline in the cost of capital.

Mr. Burgess : Well, Mr. Lauck, on page 19, the statement

attributed to James B. Forgan—he is a prominent man in Chi-

cago—would not that answer the question?
Mr. Lauck: No, sir. That has more to do with the exist-

ing situation.

Mr. Burgess : Here ?

Mr. Lauck: The revival of business in the country since

1914. There is no doubt about it.

Mr. Burgess : But Mr. Forgan states that money is cheap,
and there is a general demand for investment securities, which

seems to be growing.
Mr. Lauck : Yes, he states that as his opinion of the situa-

tion now. Tlhat is, a characteristic of the condition during the

last year and a half seems to have been that money was cheap
but capital was timid. There was all kinds of money accumu-

lated, but capital was afraid to go into any investments, owing to
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different uncertainties, and you liave to distinguish between the

money market and tlie investment market.

Mr. Slieean: You have to distinguish between investment

securities as Mr. Forgan spoke of, and railroad stocks and bonds

too, liaven't jow'i

Mr. Lauck : Well, railroad stocks
;
not so much bonds, I

would not think, because the high grade bonds have recently been

greatly over-subscribed, and have indicated to the people who
were the bond sellers, who thought that they could not be sold,

that such securities can be sold.

Mr. Sheean : That is, the Pennsylvania bonds are still sal-

able?

Mr. Lauck : Yes, and are very attractive to investors. But

this other point is put forward to show that not the conditions

of credit of the railroad, or the fact that interest rates have not

gone up, but the fact that comparing their fixed charges with

their funded debt, they are paying less for their funded debt now
than they did in 1900.

Mr. Stone : But the fact does remain that after it is all said

and done that the securities they are issuing in 1913 they are

issuing them for a lower rate of interest and are getting them at

a lower rate than they did those prior to T900 ? Is that right?

They paid a higher rate prior to 1 900.

Mr. Lauck: They paid a higher rate prior to 1900. They
are paying a higher rate in 1913 than they paid in 1900, but the

higher rate in 1913 is less than the rate prior to 1900. There

is no doul)t about it, that the interest rates have gone up, that

capital is more costly now than in 1913. But this exemplifies

simply that the funding operations on the basis of the higher

per cent rate, the fixed charges were less than they were on the

rates that prevailed prior to 1900.

Mr. Nagel: Were all these bonds placed at par?
Mr. Lauck: No, sir, I don't think so.

Mr. Nagel : Were they placed at different discounts ?

Mr. Lauck: Yes, sir.

Mr. Nagel: Doesn't that account for some of the differ-

ence between the Eock Island and the Northern Pacific?

Mr. Lauck : Yes, I think so. That is, this is computed on

par. If you were computing on what they actually got, it would

be more.
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Mr. Slieean : Then, any benefit in favor of the Wabash and
Eock Island would be that they sold them nearer par, in order

to bring this rate down?
Mr. Lauck : The relative returns which they would get on

the capital they actually secured, you would have to take into

consideration the discount. For instance, the Alton sold some
of its securities at 65. It is paying 3 per cent on par. It is pay-

ing 5 per cent on 55.

Mr. Byram: In your statement, the 3 per cent on par
would show!

Mr. Lauck: Yes.

Mr. Byram : It would not he shown on what they actually

S-ot?o

Mr. Lauck: No, I could not go into all of that.

Mr. Byram: So the percentage they are being paid does

not represent what they pay for actual money received?

Mr. Lauck: fCo. I have assumed they got more in every
case. In some cases it would be more than par. In many cases

it would be less.

Mr. Byram : Whatever less than par it was would increase

the rate on the money they actually received on their bond?

Mr. Lauck: Yes, sir. There is another table of that kind

which is quoted from Moody's Magazine, which appears on page

6, which shows he has taken 17, I think it is, leading railroads,

16 leading railroads, and he shows the average interest rate 4.05

in 1912, as compared with 4.51 in 1900, or a decrease of 46 hun-

dredths of one per cent, or one-half of one per cent. Then, in

another table, which is quoted from the same series, it is shown

that, on a comparison of the annual interest payments, the gross

earnings, in 1900, the annual interest charges were 16.01 per
cent (Page 7) of gross earnings, as compared with only 1 per
cent in .1900.

Mr. Nagel : Do you think the outlook is good for the roads

whose obligations are maturing this year?

Mr. Lauck: If they are first class obligations.

Mr. Nagel : Do you think that there may be an abundance

of capital, but that capital would be timid?

Mr. Lauck : Timid and dear. It will cost them more.

Mr. Nagel: One follows the other.
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Mr. Lauck: Yes, but in addition to being timid, there is

going to be a limited supply, as compared with the demand.
Mr. Nagel: When capital is not employed, it is liable to

suspect that others may be in the same condition?

Mr. Lauck: Yes.

Mr. Nagel : And that does not make for good business ?

Mr. Lauck: No, sir.

Mr. Nagel: But does not the situation on the other side

very materially affect the required capital on this ?

Mr. Lauck: Yes.

Mr. Nagel: In other words, there will be no securities

taken there for some time?

Mr. Lauck: No, sir.

Mr. Nagel: On the contrary, there will be a condition

which will require additional loans from us, if we are willing to

make them?
Mr. Lauck : Yes

;
that it seems to me will lead to an intense

demand for capital, and competition for it which will be shown
in the interest rate. It seems to me it is going to cost more to

get capital for the next four or five years. There has been some

talk that the high cost of living has led people to economize more,
and to accumulate capital more quickly than has been character-

istic of past years; but it is very doubtful whether any such

tendency would offset the enormous losses that are now being
made.

Mr. Nagel: That would be the silver lining to the cloud?

Mr. Lauck: Yes.

Mr. Park: Is it not a fact that there is already a prohibi-

tion on foreign capital coming to this country?
Mr. Lauck : Yes. I think in the latter part of 1913 foreign

investors refused to take any more American securities, or prac-

tically so, on account of the fear of war, growing out of the

Balkan situation. And now, of course, they have been sending
their securities back and liquidating, and we have had to bear

the brunt of all of that.

Mr. Park: And the governments, in some instances, have

prohibited the sending of capital for investment purposes out of

the respective countries?

Mr. Lauck: Yes. As Mr. Nagel says, I do not think we
can expect that any capital will come from them to us, but.
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rather, as he says, that they will come to us for capital when
the war is over. I do not expect any of our capital issues to he

underwritten there.

Mr, Stone: You think the money market will be higher?
Mr. Lauck: Yes. I do not think there is any doubt that

the cost of capital will be greater.

Mr. Stone: And if, in the future, they wipe out one of

these terminals and destroy the homes of railroad employes,
those employes will have to pay a higher rate of interest for

the money to rebuild them, will they 1

Mr. Lauck: Yes.

Mr. Stone: And that will have to be taken into considera-

tion in fixing their wage schedule?

Mr. Lauck: The next section, which we have already dis-

cussed, but with relation to the other points, is the new financing
in 1914, and how a great many refunding operations had been

successfully conducted, but were suddenly nipped by the out-

break of the war, which broke down all financial relations.

The encouraging feature since the war has been the flotation

of the Pennsylvania bond issue, and some other smaller bond and

note issues, indicating that the investor who had been hoarding
his money is willing to take a first class security if offered,

leading to optimistic predictions on the part of the bond market
as to new financing in the coming months. On page 18 is a quo-
tation from the Wall Street Journal of January 22, 1915, at the

bottom of the page, headed:

''American Railroad Bonds More Attractive Than Foreign
Government Securities at Higher Rates of Interest."

This article says:

"It has been generally assumed that the war Avill cause a

further depreciation in the price of our highest grade long term

bonds. Yet there are those who believe that investors whose
first requirement is security will find such bonds more attractive

than foreign government securities at higher rates of interest.

"In the last six weeks there has been a noticeable demand
for the highest grade American railroad bonds at advancing

prices."
That is in connection with the flotation of the Pennsylvania

bond issue at 104%, shown on page 17. That indicates, too, in

that connection that the underwriting commission which was
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made by some banking houses would seem to be unnecessary in

a case like this. The Pennsylvania Railroad got 100 for those

bonds. Kuhn, Loeb & Co. handled them and were able to dis-

pose of them at 104%, or a profit of about $2,000,000. The bonds

were over-subscribed five times, and it would seem that a bond
issue like that could be offered to the general public without the

necessity of paying a banking house $2,000,000 to put an abso-

lutely certain and safe security on the market.

Mr. Stone : Are you not mistaken in regard to that price ?

Did not the bonds sell at 104%, and on the curb at 105?

Mr. Lauck : I thought it was 104%.
Mr. Stone : You will find it at the top of page 23.

Mr. Lauck: It says there, "Sales were made at 104%.. On
the curb the quotation touched 105." I suppose that was a later

quotation.

Mr. Slieean: Mr. Lauck, you were just referring to page
18, and this is a prediction of some newspaper, the Wall Street

Journal of November 28, 1914.

Mr. Lauck: Page 18?

Mr. Sheean: Yes, and on page 19 is a list of bonds of

which they showed the current prices, comparing them A\itli

the low of 1913 and the low of 1914.

Mr. Lauck: Yes, that is the Wall Street Journal of Janu-

ary.

Mr. Sheean : Have you checked up to see how near their

prediction of November 28 came to present prices? This was

on the upturn that was coming, and I think you introduced it

for that purpose, or a prediction as to the present situation.

Mr. Lauck: Yes.

Mr. Sheean: I was just checking here with this morning's

paper. The first one you show on this list here is Atchison

general 4's. The low of 1913 was 9iy8, and the quotation of

last week closed on Saturday at 91-%. instead of the 95% which

you show as the current price.

Louisville & Nashville unified 4's, at 93io, seem to be selling

now in New York at 91%. Have you followed any of them

through to see how far the prediction of November 28 has thus

far been realized ?

Mr. Lauck : No, sir, I have not followed those out in detail.
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Of course those first two columns are average quotations for

the year.

Mr. Sheean: I thought they were headed "Low 1913" and

''Low 1914."

Mr. Lauck: I meant low, yes. That is so.

Mr. Sheean: And the low price of 1913 was higher or as

high as the present price.

Mr. Lauck: Yes.

Mr. Sheean: Practically all of these are in just the same

situation, are they not, and were down to prices, in February,

1915, as low as the low prices of 1913 and 1914?

Mr. Lauck: This w^as in November. The price now is

greater than it was in June, July or August of last year, is it not!

I have not examined the quotations, but the price should be

higher, because of the improvement in conditions of credit.

Mr. Sheean : In March, 1915, they have gotten up about to

the low price of 1913, have they not!

Mr. Lauck : I should think that would be about right.

Mr. Sheean : And they are off several points from the pre-

dictions made in November last. They are not now as high as

they were on the 28th of November, on which basis this predic-

tion was made.

Mr. Lauck: I should think you would expect that they
would still be low, but ought to be advancing.

Mr. Sheean : I was wondering how you account for the fact

that on November 28, times having gotten better, with every

prospect of further improvement, the price of Atchison general
4's having gotten up to 95i/s at that time, they are down to 90 or

91 now. Is there anything in your study of the figures that shows

why there should now be this change !

Mr. Lauck: I should tliink they ought to be higher, be-

cause the Atchison operating results have been exceedingly

good. They are running 10 per cent higher now than they did at

the same time last year. That ought to be reflected in the secur-

ities, unless they were a security that was coming due shortly.

Mr. Nagel : Do you not think there is a human phase, even

in finance !

Mr. Lauck : Oh, undoubtedly, yes.

Mr. Sheean: I was just taking this morning's paper, Mon-

day, March 8, 1915, in which is contained the week's range of



6412

bonds in New York, following the figures that you have quoted
here

;
and I see that Atchison general 4's were sold last week at a

high price of 92, a low price of 90%, and in the close of last

week's transactions at 91%. That is 4 points lower than you
show as the current price on November 28, 1914. Is there any-

thing in your study of the railroad situation which would justify

this dropping off in price.

Mr. Lauck : The only way I could justify that would be be-

cause of timidity toward that kind of an investment, a four per
cent investment, and the possibility of getting higher returns.

Mr. Sheean: I mean betw^een now and November 28 last.

Mr. Lauck : No, sir, I should think it ought to be better.

Mr. Sheean : Then the next one you show there, Louisville

& Nashville unified 4s, are shown as making last week a high of

91%, low 91 and closing at 91% as against 931^ which you show

on November 28 as being the current price on which this predic-

tion is based.

Mr. Lauck : They would all be up above the quotations fol-

lowing the breakdown, however, which is the point I am con-

tending for,

Mr. Sheean : They are practically to the low price of 1913.

Mr. Lauck : Yes.

Mr. Sheean : And they are not up as high as they were on

the 28tli of November last. Now the Northern Pacific is the next

one that you show there, as selling at 92y8 on the 28th of Novem-
ber last. Last week in New York the high price seems to have

been 90%, the lowest 891/4 and closing at 90%. That also seems

to be considerably lower than on the 28th of November, 1914,

when this prediction was made?

Mr. Lauck: Yes.

Mr. Stone: But it did close higher than the low spot in

1913, did it not?

Mr. Lauck: Yes.

Mr. Sheean : And, last week, sales were made at lower than

the low spot of 1913, according to the papers. Is not that true,

the low price last week being 89i^ as against the low spot of 90

in 1913?

Mr. Lauck: Yes, that would be correct. I do not under-

stand whv thev are lower now than tliev were on November 28.
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unless there were some special conditions at that time that

would account for it.

Mr. Stone : As I understand it, you are not advancing any
theory about this money market, are you? You are simply giv-

ing the statements of these different men as you find them?
Mr. Lauck : Yes, I am advancing the claim that credit is

better now that it has been in the past.

Mr. Stone: And you simply quote the opinions of these

gi'eat financial men who ought to know ?

Mr. Lauck : Yes.

Mr. Stone : Or who make a guess at it at least.

Mr. Lauck: Yes. Why conditions in November, 1914,
should be better than now, I am unable to understand. This is

quoted by the "Wall Street Journal as indicating the favor with

which investors look upon American railway bonds as compared
with foreign loans.

Mr. Byram : Did you say the Pennsylvania Eailroad Com-

pany received only par for these bonds which were sold on the

market at 104% ?

Mr. Lauck : Yes, they received par and then a certain pro-

portion of the underwriting commission, which I think amounted
to one-half of one per cent. They got a premium of one-half

of one per cent.

Mr. Byram: They got 100 and one-half.

Mr. Lauck: That is my understanding, yes.

Mr. Stone : They cleared up about $15,000,000 on that sale.

Is that right?

Mr, Lauck: The underwriting syndicate? No, they cleared

about $2,000,000 on a $49,000,000 bond issue.

Mr. Byram : Wliat evidence have you that they received a

j^remium of one-half of one per cent?

Mr. Lauck: On page 17 of Exliibit 69 I quote the Wall
Street Journal, which commenting on this says :

' ' The new bonds closed at 104% on the curb Saturday after

the announcement of the offering price. At the price set, the,

road will share in the profits of the underwriting certificate to

the extent of about one-half a point, making the price it receives

for the bonds about lOOi^."

Mr. Slieean: Those were Pennsylvania 4i/4's of 1921?



6414

Mr. Lauck : No, that was the last bond issue of the Penn-

sylvania.

Mr. Slieean: Last week's transactions reported in today 's_

paper show the high lOQi/o, the low lOQi/o, and closed at 100V-,

so that the bonds are now selhng in New York at precisely the

same figure as jou say the Pennsylvania Eailroad Company got

for them.

Mr. Lauck : If that is correct.

Mr. Stone : How many sales were made at that price !

Mr. Sheean: I do not know.

Mr. Lauck : Have you any statement of the range of prices !

Mr. Sheean: Those are the week's range.

Mr. Lauck: I thought there had been a slump.

Mr. Sheean: No, these show increases.

Mr. Lauck: I thought in the last two or three days there

had been a slump.
Mr. Sheean: I have not followed it, but the ones I have

looked at show plus, plus, plus.

Mr. Lauck: That would not invalidate the fact, however,

that the underwriting s\Tidicate disposed of them at 104% ;
hut

I was under the impression that there had been a slump in the

stock market during the past week, due to certain conditions,

which might account for this low range of quotations. This

paper speaks of forced foreign selling, which would depress the

price in this country.

Mr. Stone : Do you think the fact that the rate hearings in

the Western Rate Case w^ould have a depressing effect on the

stock market?

Mr. Lauck : I do not think it would have the effect of those

differences; but I should Uke the opportunity to look that up
and see just what has been.

Mr. Sheean: All right.

Mr. Lauck : I have not kept in touch with the stock market,

but I recall that there has been a depression in the last week, or

the last three or four days.

I believe that concludes all I have to bring out from this

exhibit, except an article from the Railway Age Gazette, which is

probably the most significant article in the entire exhibit. That

appears on page 21. It is by Mr. George A. Clark, in the Railway

Age Gazette of February 5, 1915. It is entitled "The War and
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Pending Eailway Finance." If I may, I will read the first para-

graph of that. It has to do with the new capital requirements of

the railroads. This article says :

"The railroads of the United States, Canada and Mexico,
have approximately three-quarters of a billion dollars of bonds

and notes now outstanding, which mature during the next five

years, 1915 to 1919, inclusive. Approximately $450,000,000 will

fall due during 1915. In these totals no account is taken of equip-
ment trust obligations, of the new capital which must be raised

to perfect pending reorganizations of a large amount of mileage
now in receivers' hands, nor of the new capital expenditures
which are absolutely necessary during this period. A most con-

servative estimate would place the requirements for these pur-

poses at not less than $250,000,000."
Then he goes on to state that it will not be possible to finance

the new capital requirements in the wa^^ of improvements to the

roads, in the way of developing operating efficiency probably, and
in the last paragraph on page 21 he says :

''Although the aggregate amount of capital which must be

raised for refmiding purposes bulks large in a situation like the

present, there is cause for congratulation that such a large
amount of permanent financing was successfully completed dur-

ing the first half of 1914. During this period a number of the

leading companies have been successful in substituting on a

favorable basis long-term obligations for short-term notes."

Then he goes ahead and specifies the railroads which have

been so successful. Then, turning to the next page, page 22, at

the top of the page, he continues :

'^Generally speaking, the situation is as sound, if not better,

than at any time since 1907. Many extensive programs of im-

provements have been largely completed. A part of the expendi-
ture represented by these improvements has already been per-

manently financed. This is particularly true of the Chicago, Mil-

waukee & St. Paul and the New York Central & Hudson Eiver. ' '

Then the last paragraph in the article says :

"If the assumption is correct that folloiving the ivar capital

ivill he difficult to secure, this condition has come about at a most

favorable time in the history of the railroad industry in this

country. The process of construction, of system building and

intensive development has been about completed. True, large
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amounts of capital will he required in the future for the further

enlargement and improvement of existing facilities. For the

time many of these betterments can he postponed without irrep-

arable injury. An expenditure which will pay its pay in in-

creasing operating efficiency is always to be desired, but when
the capital for such an improvement must be secured upon terms

which involve a serious risk as to the ability of the company to

refund the obligation at maturity, it should be deferred to a more
favorable time. Rigid economy, a high degree of personal effi-

ciency and a conservative refunding policy as to additional

financing would appear to be the most logical program for the

present.
' '

He does not blink the fact that there will be great strain

upon the railroads in securing capital and in financing their en-

terprises, but says that in the face of such conditions the rail-

road situation is in a peculiarly favorable condition, owing to

past refunding and past construction and extensions.

Mr. Nagel: Yes, but he does say that even if normal de-

velopment is checked, the railroads are confronted with a serious

situation.

Mr. Lauck: Yes.

Mr. Nagel : The refunding of maturing obligations ?

Mr. Lauck: Yes. He says that with this $750,000,000 to

refund, it will require all their efforts in that direction, and that

so far as other capital is concerned, it will be extremely doubtful

whether any of it can be secured.

The main point about his article, it seems to me, is that it

might be worse.

Mr. Nagel: If we have time enough to talk about it, it

may get worse.

Mr. Lauck: I am not claiming that the credit of the rail-

roads is all that could be desired, or that conditions are all that

could be desired.

Mr. Park: The idea is that the railroads should ''cheer up,
for the worst is yet to come?"

Mr. Lauck: He says they should be hopeful as to the future,

that the difficulties are in a good condition to meet.

Mr. Stone: In the meantime, if big business does not jDut

in any more capital, it can at least sit down and know that it
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has got load eiioiigh on tliese railroads to absorb their productive

efficiency for the next hundred years to come.

Mr. Lauck: I believe tliat is all I Avish to bring out in this

exhibit.

Mr. Stone: I now desire to introduce Exhibit No. 70,

Mr. Lauck: The next exhibit is entitled "Total Dividends

Paid by Western Railroads, 1910, 1913 and 1914, and Dividends

Paid from Surplus, 1914."

(The document so offered and identified M^as received in

evidence and thereupon marked "Employes' Exhibit No. 70,

March 8, 1915.")
Mr. Lauck: This is olfered in connection with the exhibit

of the Conference Committee of Managers—No. 5, I believe it is.

In that exhibit, it was shown that less dividends were paid in

1914 than in 1913, if I remember correctly, their dividends being
confined to dividends ])aid almost entirely from current income.

In this exhibit, all dividends are taken into consideration.

By referring to ]:>age 3, it will be seen that in 1910, the divi-

dends were $186,000,000, in round numbers. In 1913, there were

$179,000,000. In 1914, $262,000,000, in round numbers.

The increase in 1914, M^hen all dividends w^ere taken into

consideration, was obviously due to certain dividends charged to

surplus account, notably the special dividend on the L^nion

Pacific, of $74,020,000. In other words, there were paid from

surplus in 1914, by the railroads, dividends aggregating $99,000,-

000, including the vSouthern Pacific special dividend, in addition

to the dividends paid from income, which makes the total $262,-

816,000.

This indicates that the stockholders did not fare badly, as

a result of the industrial depression of 1914, and that they
received more dividends, in the aggregate, than they had re-

ceived in 1913 or in 1910. There is also one railroad included in

this exhibit, which is not included in tlie exhibit of the Man-

agers' Committee, that is the Canadian Pacific. That was omit-

ted, if I recall correctly, which would account for an increase of

$11,000,000. That was omitted, I believe, because it was stated

that it was not included in the tabulations of the Interstate (Com-

merce Commission.

As a matter of fact, this road does report to the Interstate

Commerce Commission, and i1 has been included, as given here.
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Mr, Slieean: Well, the part of the line, Mr. Lauck, that

is involved here in these negotiations
—the Canadian Pacific

Lines west of Ft. William. Does the Canadian Pacific separate

its income, the part west of Ft. William from that that is east"?

Mr. Laiick: No, sir; the whole road is given here. There

can't be any segregation.

Mr. Sheean: Cannot be any segregation?
Mr. Lauck: No.

Mr. Sheean: And this is the total earnings of the Canadian

Pacific in both years, is it—the total declaration of dividends?

Mr. Lauck: Total for the whole system of the Canadian

Lines, yes, sir.

Mr. Slieean: Do you know whether or not that has any

separation—I don't know anything about it, but do you know
whether or not, in 1914, there is any separation of their Trans-

Oceanic enterprise from their rail enterprise?

Mr. Lauck: I don't know. I know they readjusted all their

accounts in 1914. They had not been carrying on their balance

sheet a large part of their reserves, like their timber. They
increased their surplus balance in profit and loss about $279,000,-

000 in 1914, due just to changes in accounting methods.

Mr. Sheean: Well, have you checked, in this connection.

Exhibit No. 5, to ascertain its correctness as to the total divi-

dends declared out of income?

Mr. Lauck: I think that is correct, yes, sir. I liave not

checked it. I assumed it was correct.

Mr. Sheean: But this Union Pacific $74,000,000 was the

distribution of the Baltimore & Ohio stock ?

Mr. Lauck: Yes, sir. That was the special dividend grow-

ing out of accumulated earnings of the past, which was distrib-

uted in this year, 1914.

Mr. Sheean : That is, tliey held the Baltimore & Ohio stock

in their treasury?
Mr. Lauck: Yes, sir.

Mr. Slieean: And that was distributed to the stockholders

of the company, was it, as a dividend?

Mr. Lauck: To the common stockholders, yes, sir.

Mr. Sheean: Distributed in kind?

Mr. Lauck : It was distributed in kind, except $3,000,000,

1 think, in cash. The idea was to distribute enough to yield 2

per cent, and reduce the dividend from 10 to 8, and this Balti-
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more & Ohio stock, jjlus $3,000,000, that was estnnated would

yield 2 per cent in the aggregate.
Mr. Sheean: Well, I jnst w^anted to make sure as to

whether you had followed the Exhibit No. 5 as to the correctness

of the showing there, as to the falling off in dividends which were
derived from railroad operation.

Mr. Lauck : I think there is no doubt of that, Mr. Sheean.

At least, I did not examine that, that there had been a falling off

in dividends from rail income.

Mr. Stone: But the stockholders got it, just the same?
Mr. Lauck : Yes. I don 't contend at all that the revenues

were not sufl&cient to bear the same amount of dividends in 1914

as in 1913, but that the stockholders did not suffer as the resuli

of the industrial depression, such as it w^as, for the reason that

an accumulated surplus of past years enabled dividends to be

declared, and in addition to that there were special dividends

declared from surplus, like the Union Pacific and the Central

Pacific to the Southern Pacific, which is not covered here, but

that w^ould be another dividend of that character. It would be

rather an intercorporate proceeding, however.

Mr. Stone : AVell, take for example, the Atchison there, Mr.

Lauck: Was ther^ any special distribution of any stock divi-

dend, or anything?

Mr. Lauck: No, sir, not in this year.

Mr. Stone : But it does show an increase of approximately

$2,000,000 over 1910, doesn't it?

Mr. Lauck: Yes, sir.

Mr. Sheean: Well, Mr. Lauck, just in that connection, of

the Union Pacific declaration of $74,000,000 dividends in the way
of giving up the Baltimore & Ohio Railroad Company's stock.

I noticed in one of your previous exhibits here, 61
;
in comment-

ing upon the financial history of the Union Pacific Railway Com-

pany, you said :

' ' Had the operations of the railroad been con-

fined to its legitimate functions as a common carrier, the entire

funded debt of the company during that period, etc."

Mr. Lauck: Yes, sir.

Mr. Sheean: Applying, or using your knowledge here to

this situation as to dividends, ''Had the operations of the rail-

road been confined to its legitimate functions as a common car-
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rier, there would have been about $73,000,000 less to distribute in

dividends at that time out of operations."
Mr. Lauek : In 1914, 1 think so, yes, sir.

Mr. Slieean : So that out of the legitimate functions of

these various railroads as common carriers, there was a falling

off in funds available for dividends, as between 1910 and 1914,

of from $168,000,000 down to $146,000,000.
Mr. Lauck: Something like that. Of course, 1910 was a

very good year, to be comi)aring with 1914.

Mr. Sheean: Well, 1913 and 1914 then. Again, following

your language, "Had the o})erations of the railroads been con-

fined to their legitimate functions as common carriers, there was
available out of their legitimate earnings as common carriers,

for dividends, the difference between $154,000,000 in 1913 and

$146,000,000 in 1914."

Mr. Lauck: Yes. There was—T don't deny that there was
a falling off in the revenue in 1914, The point that I wish to

bring out is that the stockholders have not suffered as the result

of this depression, except so far as their sur]ilus has been re-

duced.

Mr. Sheean : Well, just what good do you think, Mr. Lauck,
the fact that the Union Pacific had $74,Oo6,gO() worth of Balti-

more & Ohio stock, which it distributed to its own stockholders,

would do the stockholders in the Denver & Rio Grande, for in-

stance, who, on this showing of yours, received dividends in

1910 of $2,488,000, and have received no dividends since that

time ?

Mr. Lauck: Well, of course, that will do the Denver & Rio

Grande stockholders no good whatever. What the Denver & Rio

Grande did was to absorb its earnings l)y the building of the

Western Pacific, which made it impossible to pay dividends.

Mr. Stone: But, Mr. Lauck, it will do the stockholders on

the Denver & Rio Grande just as much good as it will do the

engineers on the low paid roads, if you strike an average of what

an engineer on all the roads earns, will it not?

Mr. Lauck: The same average would have the same in-

equalities, as far as the average of that kind is concerned, as it

w^ould in the case of dividends. Of course, any average w^ould

have that. It is just like taking the high and the low rate of

earnings.
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Mr. Stone: But the man who didn't get anything, in each

case, you will have a hard time making him believe he got it.

Mr. Lauck: Yes. High earnings and low earnings aver-

aged show good earnings, but it is not much consolation to the

low.

Mr. Stone: I think they show the average of all passen-

ger engineers' earnings at $7.78 a day. You would have a hard

time making the men on some of these low paid passenger en-

gines believe they got that much, wouldn't you I

Mr. Lauck : You could not make them believe it any more
than you could make the Denver & Rio Grande stockholder be-

lieve he got something.
Mr. Stone : Anything further on this ?

Mr. Lauck: Nothing further. The point I wished to de-

velop was to compare the stockholders and the men in the ag-

gregate, and show that the men were the real sufferers from in-

dustrial depression.
Mr. Stone : And you also further show it is perfectly legiti-

mate to pay dividends out of the surplus, but it would be a crime

against humanity to pay increased wages out of the surplus.

Mr. Lauck : That never has been the practice, no, sir.

Mr. Stone : That is not good linancing.

Mr, Lauck: Well, theoretically, capital has made a sacri-

fice. The stockholder has to accumulate this surplus, which the

wage earner has not. He has taken all of his from montli to

month, and the stockholder has said, "I will take so much and

leave so much for contingencies," which is a legitimate thing,

Mr. Stone : If it had not been for the productive efficiency

of the wage earner, this surplus would not exist, would it?

Mr. Lauck : Of course, that is one factor that is held.

Mr. Stone: Mr. Chairman, we desire to introduce as Ex-

hibit 71, ''The Month of October, 1913," of which we have heard

so much.

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit Xo. 71,

March 8, 1915.")
Mr. Lauck: It will be recalled that the month of October

was selected, as stated by the Railway Managers, because the

requests were made in that month, as a basis for showing earn-

ings, estimating wage increases, and for other similar purposes.
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Whatever was the basis of selection, it happens that October,

1913, showed the highest operating revenues of any month, from

January, 1909, to December, 1913. That is shown on the chart

on page 2 of this exhibit, and this chart is based on the operating
revenues of the ten representative AVestern Railroads, which I

have used in the course of my testimony, and the line traces the

gross operating revenue, by months, during the vears 1909 to

1913.

On referring to this diagram, it will be seen that the high
water mark was reached in October, 1913. It will, therefore,
follow that this month, having been selected as a basis, reflects

greater traffic than any other month during this i:)eriod. There-

fore, greater operating outlays to meet that traffic and greater
labor costs to handle that traffic, and that any estimates of wage
increases, based upon the labor costs of that month, would be

the maximum for this period of years, as to what a wage in-

crease would be.

Mr. Sheean : You do not show- what the ten representative
roads are?

Mr. Lauck: I should have put those in. The Atchison;
the Burlington; the Great Northern; Northern Pacific; Illinois

Central
; Oregon Short Line

;
Southern Pacific

;
the Burlington—

I guess I mentioned that. It may be further over. That is, the

point that I wish to call attention to in this connection, and that

these wage increases as estimated in October, 1913, are estimated

correctly and should be $41,000,000
—assuming that they should

be that, $7,000,000 a month, if I remember correctly. I thought
it was $7,000,000 per month—$4,000,000 probably—$4,000,000 for

the month of October, that being estimated upon this basis would
reflect a maximum for this month, and would change, according
to the traffic conditions, or the labor outlay for other months.

Mr. Byram: Then, taking that October as one of the

months, and figuring the increases that would apply to the oper-
ations of that month, and then establishing the payroll for

October on its proper relation for the other months of the year,
wouldn't we arrive at the correct estimate of the cost for the

year? Suppose, we will sa}^, that October represents one-tenth

of the total payroll for the year, instead of one-twelfth, would we
not arrive at the correct estimate of the cost for the year, by
putting October in as one-tenth instead of one-twelfth?
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Mr. Lauck: I think so. I think that was what was done

in your exhibit.

Mr. Byram: Yon don't find any fault with that?

Mr. Lauck: Not with that estimate, no, sir.

Mr. Stone: What would have been the result, Mr. Lauck,

if, instead of taking October, they had taken February of the

year before, and based it on that?

Mr. Lauck: Why, it would have been considerably lower

in the preceding February.

Mr. Byram: Well, suppose, Mr. Lauck, we then had taken

February and had established its relation with other months in

the year, in the same way that we have just described the process
of October with other montlis, the result would have been the

same for the year, would it not?

Mr. Lauck: For the year, yes, sir. Of course, I could not

agree as to the estimates. That is something I know nothing
about.

Mr. Byram: Assuming they are accurate?

Mr. Lauck: Yes, sir. I think the significant thing about

the whole thing here, to bear in mind, is, Avhatever the cost of

these wage increases are going to be, they are going to follow

the course of traffic, and although they may be high in one

month, they will be low in the next month. If they are adopted
in a period of depression, they will be proportionately reduced,
and if adopted in a period of prosperity, they will be proportion-

ately high, according as traffic was high.

Mr. Stone : It is also true in the estimate of that $41,000,000

that we hear about, that that is all based on something that took

place. There is no assurance that if this award was handed

down tomorrow, that it would be applied to conditions the same ?

Mr. Lauck : .As I understand it, that was based upon traffic

conditions, or, probably, operating conditions would be the bet-

ter term, in October, 1913, and that is based upon the interpreta-

tion of the Conference Committee of Managers, of the applica-

tion of these schedules to operating conditions in 1913, and, of

course, there is a question as between the men and the managers
as to the interpretation of the schedule, or the application of the

schedule. Whatever that might be, eliminating application of

the schedule to operating conditions, the cost of it would adjust
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itself to traffic month by month, and for the year it would be a

reflection of the total labor cost.

Mr. Sheean: Well, Mr. Lauck, see if I follow you. I am
not sure. We took the month of October, in which the payroll
was $7,000,000. If we took a month in which the payroll had

gotten down to $-i,000,000, and applied it to that rule—
Mr, Lauck : It would be four-sevenths. I have worked that

out over here. Turn to page 4.

Mr. Sheean: Page 4. Let me see. Ratio of total cost of

engineers and firemen, by months, to total payroll.

Mr. Lauck: Well, it would not be for the succeeding
months.

Mr. Sheean : Well, let us take your very last month there,

June, 1914. Now, the total payroll in June, 1914, is $5,761,000.

Now, having made the application to the month of June to a

$5,000,000 payroll, would it be proper then to take the payroll
for that fiscal year, and see what relationship the $5,000,000 have

to the payroll of engineers and firemen for the entire year!
Mr. Lauck : I think that would be proper.
Mr. Sheean: Well, then, having, as we did on Exhibit No.

3, on sheet No. 1, made the application to a month in which the

payroll was $7,214,000, the fact that that would then extend

that, giving it the same relationship that $7,000,000 bears to $75,-

000,000, would not affect the result in the year's operations, any

differently than if we carried it out to the $5,761,000.

Mr. Lauck: It would be practically the same.

Mr. Sheean : Practically the same as to any of the months

to which the application was made.

Mr. Lauck : I want to show here—simply carrying that a

step further, that whatever the wage increase may be—under-

stand I am not talking about the amount. I don't know any-

thing about that.

Mr. Sheean: No.

Mr. Lauck: But whatever it might be, that if it is based

upon tractive power, it will adjust itself to traffic conditions.

Mr. Sheean: Yes.

Mr. Lauck : In other words, it will always be a revenue

available, if operations are profitable, to off'set that and to yield

a net return.

Mr. Sheean: Well, in the matter of the estimate for the
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3'ear, Mr. Laiick, it would make no difference wliicli of tliese

months was taken, providing we gave to that month only the

importance which that month's payroll bore to the entire year's

payroll ?

Mr. Lauck: I think so. That wonld be all right.

Mr. Sheean: And that was what was done liy the compa-
nies here in their exhilnt No. o, was it not ?

Mr. Lauck: I think so, yes, sir.

Mr. Sheean: So that, if, in fact, the year which ended

June 30, 1914, was a lean year, as I think you said it was, a

little while ago—
Mr. Lauck: It was getting leaner and leaner, all the time.

Mr. Sheean : Leaner and leaner, and if our application, be-

ing made to that lean year, shows an increase of $40,000,000,

the amount which in fact would have to be met in this payroll,

would be larger than that, if we were conducting it under the

good times operation of 1913?

Mr. Lauck: Do you mean you would have to pay more

money !

Mr. Sheean : Pay more money, yes.

Mr. Lauck : It seems to me that the payroll would adjust

itself to the traffic or the operations.

Mr. Sheean : Well, I mean a larger sum of money—larger

aggregate, because the business was larger.

Mr. Lauck : Oh, if you paid an increased rate in June, 1914,

over June, 1913, although traffic was lower proportionately, 1

should think you would pay more.

Mr. Sheean : I did not make myself quite clear, Mr. Lauck,

I am sure. You make no criticism of the method of arriving at

an estimate for the year, by which, having applied it to an indi-

vidual month's operation,
—

Mr. Lauck: Not especially. I think you, having the fig-

ures, it would have been better if you had taken each payroll for

each month, but that is just a detail. You have the cost of

engineers and firemen, mouth by month, oi' rather, the railroads

have, somewhere. They don't report it to the Interstate Com-
merce Commission. It would have been more exact to have done

it in that way, but I am not quarreling with the method at all.

It seems to me the estimate is all right.

Mr. Sheean: That is what I meant, tliat having taken it in
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detail for the entire month, and then having determined tlie rela-

tive importance of that one month, in terms of payroll, to the

payroll for the entire fiscal year, you would approximately get a

correct result, whether you took a low month in payroll or high
month in payroll, so long as you extended it to your year's

operation?
Mr. Lauck: Yes, you would get an adjustment to an ap-

proximately 100 per cent basis.

Mr. Sheean: Well, about tliat part there is no particular

question, but I understand that your investigation of the reports

generally has shown that the fiscal year ended June 30, 1913,

was a lean year.

Mr. Lauck: Comparatively, yes. About 6 per cent off, I

think.

Mr. Sheean: Now then, this extension of October, 1913,

which is the high peak in a single month, was compared witli

the payroll for the fiscal year ended June 30, 1914, and extended

to that fiscal year in making this estimate?

Mr. Lauck: Yes.

Mr. Sheean: So that, if, in fact, as is generally admitted,

the fiscal year ended June 30, 1914, was a lean year, then the

estimate for that year is a lower sum in the aggregate than

would be applied to a prosperous year, if the result for the month
of October was actually applied?

Mr. Lauck: Yes, that is true. That is the same point that

I am holding, that it would adjust itself to operating conditions.

Mr. Stone: And if the month of October was exaggerated
in its application, it would be carried out on the same plan

throughout the year?
Mr. Lauck: Throughout the year. That is something I

know nothing about, however, but the point that struck me here

\vith the greatest force—the estimates being based upon Octo-,

ber, we could not compare them with any other month, because,

as the railroads stated, that would be unfair, because it would

create too large an amount. That is, October would be a larger

proportion than other months, and that was cared for by the

adjustment; and, therefore, October could not be taken as a

typical month or anything of that kind, but whatever the wage
adjustment may be, or whatever the estimate may be by months,
or whatever the wage estimate might be as to the increase,.
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if applied on the tractive power basis, it would automatically

adjust itself to traffic conditions.

Mr. Byram: Doesn't it do it on the cylinder basis just the

same ?

Mr. Lauck : I think just the same, yes, sir
; and, therefore,

if you had light traffic, it would not be an enormous cost, but

would be proportionately reduced. In other words, an increase

in rates in the time of depression, would adjust itself automatic-

ally to the depressed traffic conditions, and when times became
more prosperous, they would yield more in the way of employ-
ment to the wage earner.

Mr. Byram : I notice on page 3, that the net earnings dur-

ing this period—the net earnings line does not seem to have in-

creased in proportion to the gross revenue.

Mr. Lauck: Well, that has been characteristic since 1909,

I think, that the gross has increased faster than the net.

Mr. Byram : That indicated decreasing ability to pay ?

Mr. Lauck : I think so, yes, sir. If I might say, that does

not indicate to my mind, Mr. Byram, though, decreasing profit

arising from productive efficiency.

Mr. Byram : That wasn't the question.

Mr. Lauck: No, sir, that wasn't the cjuestion.

Mr. Sheean: If the formula, Mr. Lauck, or if the conclu-

sion arrived at by the application of these requests, whether it

was in the month of June or in the month of October, was cor-

rect, then having arrived at it for the month, and applying it to

the year, on the basis of the relative importance of the payrolls

of those months to the entire year, it would not change the re-

sult materially!
Mr. Lauck: Xo, sir.

Mr. Sheean: And whether or not the payments to f^nai-

neers and firemen did increase or diminish responsively with

the increase and diminution of traffic, would be in a large de-

gree dependent upon how many arbitrary payments or fixed pay-
ments there were in the wage scales, would it not?

Mr. Lauck : Well, those arbitrary payments, as I under-

stand them, such as initial delay and terminal delay—is that

what you call an arbitrary payment 1

Mr. Sheean : Well, yes ;
that is the proposed so-called delay

which computes separately a part of the trip from one place to
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another, wlietlier there be delay or not. I call that an arbi-

trary, yes.

Mr. Lauck: I was going to say those facilities would ad-

just themselves to the traffic, it seems to me, because you would
have to call the man to handle the train, before the payment
could be made. I cannot think of other—I am not familiar with
arbitrages enough to know what some of the other arbitraries

are. I was thinking just of initial and terminal delay. If there

are any others that you can mention—
Mr. Sheean : AVell, sui)i)osing we take those then—prepara-

tory time that is paid separately from the other part of the trip?
Then as a separate item, the time from the roundhouse to the

passenger station. Then, lieginning there, computation of road

time, so that there would be computed separately as items of

compensation, what is now treated as a day's work?
Mr. Lauck : Yes.

Mr. Sheean : Would those adjust themselves automatically
with the increase or diminution of business?

Mr. Lauck: They would adjust themselves to this extent,
that there would not arise any occasion for payment, unless the

traffic was handled, or the engineer called, because there would
not be any initial or terminal delay, unless the man was called

out to take the train, you see.

Mr. Sheean : Yes
;
that is, having once a schedule in which

that form of making payments appeared, then the future in-

crease beyond that would depend upon the business that would
be done?

Mr. Lauck: Yes.

Mr. Sheean: But by comparison with a schedule which
does not divide up the day's work into different periods, by
which payment is to be made, you could make no comparison
between a schedule in which this obtained, with operations

previous to the time when that splitting up was done.

Mr. Lauck : Xo, they are a new element injected into the

schedule.

Mr. Sheean: So that how much of this $-iO,OUO,000 is in-

jected in a way that will not take care of itself, you do not know ?

Mr. Lauck: I don't know anything about that. I only
know what is the opinion of our side of the case and that is not

based on examination.
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Mr. Stone : Mr. Laiick, in times past, in these different

wage movements we have gotten from 7 to 10 or 11 per cent,

and we returned home and thought we had something, and we
found out by rearrangement of the service, they had taken up
all and considerably more with it. Now, if they did that same

thing with this wage arbitration, after it was handed down,
would it then cost them $41,000,000?

Mr. Lauck : If they could do that, why it certainly would

not, no, sir.

Mr. Stone : Well, we can only judge the future by the past,

can we. That is the only well known method we have of judging,
is to guess at it.

Mr. Lauck: Of course, the natural tendency would be, as

far as possible, to limit any increased cost growing out of the-

application of the schedule.

Mr. Stone : Do you recall Mr. Trenhohn's testimony on the

witness stand, in reply to a certain question, that if they could

rean'ange their service so as to prevent the payment of that par-
ticular point in question, they would do it, and he thought it

would be good railroading to do it!

Mr. Lauck : I did not hear that, no, sir.

Mr. Sheean : What is your view on that proposition, as an

economist ?

Mr. Lauck : As to the application of the schedule ?

Mr. Sheean : As to the necessity of reducing any unneces^

sary cost that will serve the jDublic property, to eliminate any-

thing in the way of cost that you found unnecessary in the proper

operation of the road.

Mr. Lauck : I think that is a correct thing to do.

Mr. Sheean : And if the schedule, when agreed ui)on, can be

applied to a going railroad in such a way that that railroad satis-

fies the demands of the public, do you think it the duty of the

managing operator to thus apply it, and save such cost as he cant

Mr. Lauck : Undoubtedly, yes, sir. I think that that would
be the contention of the engineers and firemen, that instead of

say an initial and terminal delay, instead of having these delays

they would eliminate them.

Mr. Sheean: How are you going to eliminate any terminal

delay when you pay as a sei)arate item the time consumed be-

tween the roundhouse and the station ? This is not delay, mind
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you, but tlie time consumed. How are you goiug to eliminate

that?

Mr. Lauck : Between the roundhouse and the station?

Mr. Sheean: Yes.

Mr. Lauck : The way it seems to me you might eliminate it

would be having a man who received less than an engineer or

fireman deliver the engine at the station.

Mr. Sheean : You have not taken up with the Brotherhood
whether or not that is involved here ?

Mr. Lauck: No, sir.

Mr. Sheean: It is going on the main line, or having some
one deliver at the station.

Mr. Lauck : I must confess I know very little about it. I

have noticed on the Great Northern payroll, which we have been

looking over, that they have this initial delay which amounts to

a very little cost to them.

Mr. Sheean: That is an actual delay, is it not?

Mr. Lauck: I thought it was a half hour allowance that

they gave before. That is my impression. And it makes less

than an hour a trip for a man. That is about as far as they have
had any actual contact.

Mr. Byram : An hour a trip ?

Mr. Lauck : Less than an hour per day.
Mr. Byram: That would be about one-tenth?

Mr. Lauck: Theoretically about. It is about fourteen

hours a day up there on some of those divisions.

Mr. Stone: AVell, Mr. Lauck, this plan of efficiency where-

by you can save so many unnecessary movements and enable the

unit to produce more, if by rearrangement of their service they
can get twice as much out of a man as they did before, of course,

that is a good thing from an efficiency standpoint, is it not?

Mr. Lauck: Yes.

Mr. Stone : It is hard on the individual man, is it not, when

you do it?

Mr. Lauck: Well, of course, the man should not be over-

taxed anything that goes beyond limits.

Mr. Stone : You no doubt recall the experiments made at

a certain steel works, where by timing a man with a stop watch,
and having him breathe so often per minute, and ha\T.ng him
take so many steps per second, they increased his capacity in
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carrying pig iron from 14 tons to 39 tons per day, and just as

tliey got liim taught, he struck for higher wages.
Mr. Lauck: I thought Mr. Sheean's question was not re-

lating all to the engineers and firemen, but it was relating to the

rearrangement of operating forces, so that the schedule could

be handled with as little expense as possible. And I thought that

was the claim of our side, that these requests were not for the

purpose of getting money, but to penalize certain practices.

The Chairman : Well, would it be possible, under some ar-

rangement of that kind, to practically nullify any benefits that

might accrue to the men as a result of this Arbitration?

Mr. Lauck: I don't know about that. I have just heard

what has been said here about cylinders.

The Chairman : But I understood you to say that would be

justified.

Mr. Lauck: No, not to nullify. This is what I have in

mind. The men are asking for certain payments for overtime,

and initial and terminal delays, and my understanding of those

requirements has been that they did not want the money, but

that they wanted the practices eliminated, so that supposing
thev were awarded these conditions, if the railroads could so

arrange their operating forces as to have a man handle the

engines to avoid initial delay or terminal delay, or overtime,

that it would be an economical way of doing it, and it would not

represent the cost of charging the prevailing rate for engineers
and firemen to that i^ractice.

The Chairman: Instead of a nullification of the act of the

Board, that would be a compliance with the award of the Board,
and thus accomplish that which is sought by the men.

Mr. Lauck: Yes. I did not mean to say it would be nulli-

fied, but it would be the most economical way of carrying them

out.

The Chairman : But you think as to such differences as may
be settled here, the same should be carried out by the roads?

Mr. Lauck: Yes.

The ChaiiTQan: Otherwise this would be a vain and foolish

thing to do, to have an arbitration?

Mr. Lauck: Yes. I think that is the temper of both sides,

so far as I have been able to see it.

The Chairman: I understood Mr. Trenholm to sav that
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Avliatever the Board did here would be carried out in good faith

by the raih'oads.

Mr. Lauck: Yes, sir.

Mr. Byram: You think productive efficiency should be

encouraged f

Mr. Lauck: Yes, sir.

Mr. Byi-am: Now what is productive efficiency, according

to your theory?
Mr. Lauck: Stated in tabloid form, it is getting the largest

return for the smallest cost.

Mr. Stone: Well, then, the railroads have had productive

efficiency for a number of years from the engineers' and fire-

men's standpoint?
Mr. Lauck: That is what we have been claiming.

Mr. Stone: Anything further on that?

Mr. Lauck: That was the only point I wished to develop.

Mr. Stone: On pages 6 and 7 you give the list of roads

these figures are made up from, don't you?
Mr. Lauck: Yes.

Mr. Stone : So that answers that question.

Mr. Lauck: They are given the same as in all other ex-

hibits, too.

Mr. Stone: Mr. Chairman, we desire to introduce exhibit

72. We have heard so much about these numerous railroads

who have shown a deficit for the year 1914, and we have tried

to compile in an exhibit and show the proportion of total mile-

age of the western roads showing a deficit or surplus for the

year 1914.

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit 72, March

8, 1915.")
Mr. Lauck : This exhibit, briefly explaining it, is based on

Exhibit No. 5 of the Conference Committee of Managers, in

which exhibit they show the number of deficits and number of

surpluses for the year 1914. We have taken the same list of

roads, showing the deficits or surpluses after payment of

tixed charges, which is shown at the column at the left of the

page, and at the right of the page is the mileage, showing sur-

plus or deficit in 1914, after payment of all fixed charges and

dividends and actual deductions. Then, in the center of the
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page, we have shown the intercorporate relations and tiie inter-

corporate affiliations of the roads that are showing deficits.

For instance, take the Panhandle and the Santa Fe, which

showed a deficit and had (shown on page 1) a mileage of 179.16

miles, which was 14 hundredths of one per cent of the total mile-

age shown, that is owned by the Atchison, To])eka & Santa Fe

Railroad, which has an accumulated surphis of $20,000,0(10 and

cash on hand of $18,000,000. In other words, the deficit of the

subsidiary would be of no significance. That same method of

treatment is carried out through the exhibit, and the totals are

shown for operating companies on page 5. It is there shown that

the proportion of roads showing a deficit after the ])ayment of

fixed charges constitutes 19.90 per cent only of the total mileage
in the column to the left of the ])age, and the roads showing a

deficit after the payment of dividends and fixed charges and all

other requirements, were 22 \)ev cent of the total mileage of these

western roads. But in analyzing those in their intercorporate

relations, we find that there were only two roads practically, the

Kansas City, Clinton & S])ringfield and the Missouri & Northern

Arkansas, constituting 29/100 of one ])er cent of the total mile-

age of western railroads, which showed a deficit and which were
not related to a j^rosperous parent company. That is, eliminat-

ing four independent com])anies which have been, through finan-

cial mismanagement, brought to their present condition, that is,

the International tS: Great Xorthern, the Chicago cl' Alton, the

Wabash and the St. Louis & San Francisco, with the elimination

of those companies, there is i)ractically an insignificant ])ortion

of the mileage of the western railroads showing a deficit which is

not related to a prosperous com^^any and which prosperous com-

pany is not responsible for the financial liabilities of the company
with a deficit.

]\Jr. Sheean : How many companies? I have not been able

to pick that out. Where is that! Page 6, Mr. Lauck!
Mr. Lauck : I was just kind of summarizing it in my mind.

Mr. Sheean: I didn't follow those you eliminated.

Mr. Lauck: I eliminate Wabash, the Chicago & Alton,
the International & Great Northern, the Missouri Pacific and
the St. Louis & San Francisco.

Mr. Sheean: What are you going to do ^vdth them in this

movement! Eliminate them if they are not earning operating

expenses now!
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Mr. Lauck : Not at all, no, sir, but I was explaining' their

financial sitnation is due to their own financial management,
and although they show 6.56 per cent of the mileage, yet their

financial condition is not a result of operating conditions, but

I think it is generally conceded that the financial management
has interfered with operating results.

Mr. Sheean: Is that shown in one of these foot notes, as

to which roads were eliminated?

Mr. Lauck : No, I can read them o if . I did not eliminate

them. I was eliminating them in my own mind, as I was sum-

marizing the thing. I have a note here in my exhibit. They are

not here. They are in the exhibits. But I was saying, exclu-

sively of the roads which are financially in difficulties and were

financially mismanaged, according to our claims that was an

insignificant portion of the mileage which showed a deficit. These

roads which I claim were financially mismanaged were the St,

Louis & San Francisco, which shows 3.61 per cent mileage; the

Wabash, 1.91 per cent
;
the Chicago & Alton .79

;
the International

& Great Northern .88; and the Missouri Pacific 2.98, making a

total of about 10 per cent. In other words, my statement would

be that 10 per cent of the mileage showing a deficit was due to

financial mismanagement, while less than one per cent showed a

deficit under proper operating conditions.

The Chairman: We will suspend.

(Whereupon, at 5 P. M., March 8,- 1915, an adjournment
was taken until March 9, 1915, at 10 o'clock A. M.)
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IN THE MATTER OF THE

ARBITRATION
between the

WESTERN RAILWAYS
and

BROTHERHOOD OF LOCOMOTIVE
ENGINEERS

and

BROTHERHOOD OF LOCOMOTIVE FIRE-

MEN AND ENGINEMEN
under the Act approved July 15, 1913, by agree-

ment dated August 3, 1914.

(.;]iicai>o, Illinois, Marcli 9, 1915.

Met pursuant to adjournment at 10:15 o'clock A. M.

Present: Arbitrators and i)arties as before.

The Chairman: Are there any ju'oposed corrections of

the record!

Mr. Lauck: Yes. On page 6377, at the bottom of the page,

there are four questions and answers which appear in the record

as between Mr. Nagel and myself. I think they were between

Mr. Nagel and Mr. Park. Mr. Nagel said:

"They were pretty difficult to get, weren't they?"
And then, as I recall, Mr. Park said:

"Well, work in their particular line of trade, yes."
Then Mr. Nagel said:

"Don't you think that the same influence o])erated in all

directions?"

If I remember correctly Mr. Park said:

"Yes, I think it was pretty general."
The remarks which, as I recall it, were made b\" ^Fr, Park,,

are attributed to me in the record. I think they should be cred-

ited to Mr. Park.

Mr. Park: I think that is correct.

Mr. Lauck: Then, on page 642:2, this statement ap]:>ears:

"And that these increases as estimated in October, 1913, are

estimated correctly, and should be $41,000,000."
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I meant to say :

''And if these wage increases as estimated in October, 1913,

are estimated correctly."

The way it stands, it would be conceding the whole con-

tention.

The Chairman: Dnring the nnpleasantness that occurred

yesterday I made a statement which ai^pears on page 6372. The

statement was perhaps not as explicit as it should have been.

The statement in question is in the following language:
"If a statement of that kind was i)resented to President

Wilson, he has pigeonholed it, and that is the end of it."

I prefer to amend it and have it read as follows:

"If a statement of that kind was presented to President

Wilson he no doubt pigeonholed it, or, more properly speaking,
filed it among the papers presented at that time."

W. JETT LAITCK was recalled for further examination,
and having been previously sworn, testified as follows :

Mr. Stone: When Ave adjourned last night, Mr, Lauck, \ou

had not finished Exhibit 72. I wish you would continue on that.

Mr. Lauck: Yes. I believe I had about finished the expla-

nation of this exhibit, which shows the small percentage of mile-

age having an operating deficit, among independent roads. The
conclusion I reached was that eliminating certain roads whose

operating conditions were primarily due to their financial man-

agement, like the St. Louis & San Francisco, there were prac-

tically only two roads independent in their operations, or operat-

ing independently from prosperous parent companies, which

showed a deficit. They were the Missouri & Xortli Arkansas and

the Trinity & Brazos Valley. I had said yes-terday that the Kan-

sas City, Clinton & Springfield was another road, but it is incor-

rectly stated as independent. It should be a part of the Frisco.

The Frisco acquired this road when it acquired the Kansas City,

Memphis & Birmingham, and guarantees its interest charges.
So that eliminating certain roads that have had financial

difficulties, there is practically only seventy-three one-hundredth s

of one per cent of the mileage in the west showing a deficit, when
we consider the roads in their intercorporate relations.

The Chairman: I did not catch that statement.

Mr, Lauck: Making allowance for intercorporate rela-



6437

tioiiy, or for small roads wliicli are owned by prosperous roads,
and eliminating certain roads like the St. Louis & San Francisco,
the Eock Island and the Alton, which have had linancial difficul-

ties, there are only two roads in the west that show a deficit after

the payment of fixed charges, based upon operating revenues

in 1914. They are the Trinity & Brazos Valley and the Missouri

& North Arkansas, which constitute together only seventy-three
one-hundredths of one per cent of the total mileage in the west.

The Chairman: I ])resume 3"ou exclude railroads that are

now in the hands of receivers!

Mr. Lauck: Yes, I exclude those, and those that we claim

have been financially mismanaged, and whose operating results

are a reflection of the financial mismanagement.
Mr. Stone: So this percentage of mileage to the total mile-

age is very small !

Mr. Lauck: Seventy-six one-hundredths of one per cent.

there anything further you Avant to say

sir.

questions you would like to ask, Mr.

Before taking up the next exhibit, or while it

is being presented, Mr. Slieean raised the point about the Atchi-

son General 4 bonds, yesterday, which I looked into last evening.

I find on referring to the financial journals that there was a

decline in these bonds for the estimate of the quotations for

January 22nd. That is, 94 for Atchison General 4's and corre-

sponding for the other bond issues—that those quotations pre-

vailed up through January. From January 1st practically

through to February 19tli. At that time, the threatened embargo
of Germany and the apprehension of international complica-
tions led to a fall in the bond market, which resulted, according
to the Commercial and Financial Chronicle, in causing a cessa-

tion of trading, and an apprehension which resulted in lower

prices, which Avere reflected in the quotations of February 26th

and also in those of March 1st. Since that time, there has been

some gradual improvement, but they have not gone back to

—w^hat they were, as quoted in the exhibit, l)ut the threatened

international complication is what caused the decline.

Mr. Stone:
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The Chairman: Mr. Sheean, do you desire to ask the wit-

ness some questions on cross-examination?

Mr. Sheean : No, sir.

Mr. Stone: We desire to present our next exhibit, Ex-

hibit No. 73, "Monthly Earning's of Locomotive Engineers Em-
ployed on Western Railroads." I desire to say in connection

with tliis, that it was prepared under my supervision, althougli
it is i)resented by Mr. Lanck, and we shall be very glad to file

it with the Board, so that the railroads may check it, if they
desire—any names in here. We found in trying to prepare a

statement of this kind, that on a great many of the roads they
have not the stub of the mileage ticket, and a great many of our

engineers, unfortunately, have not kept the stubs of their mile-

age tickets, so it is limited in the number of men shown, and

3'et I believe it is fairly representative. I think that is also borne

out by the fact that it almost agrees with the figures presented

by the railroads, as to the average of the wage.

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 73,

March 9, 1915.")

Mr. Lauck: Referring to page 1 of this exhibit, it is sum-

marized there for the total number of engineers reporting, or

for whom information was received
;
a total of 837 men who re-

ported earnings for a total of 3,418 months, the aggregate earn-

ings being $489,357.53, or an average per month of $143.17. In

the small text table at the bottom of the page, the different men

reporting have been classified according to the branch of service

in which they worked.

The Chairman: Is this table fairly representative of the

various roads that are parties to this issue?

Mr. Lauck: Yes, sir; I think so. The detail is given in

the succeeding pages. It represents the Atchison, the Canadian

Pacific, the St. Paul; Gulf, Colorado & Santa Fe; St. Louis &:

San Francisco; Kansas City Terminals; St. Louis, Iron Moun-
tain & Southern; Gulf, Colorado & Santa Fe—I lielieve I men-

tioned that—Northern Pacific; Southern Pacific; Oregon-Wash-

ington Railroad & Navigation Company; Chicago Great West-

ern; Colorado & Southern; Trinity & Brazos Valley; Missouri

Pacific. Seem to have a certain number of men from each road.

The Chairman : Mr. Lauck, are these men all in pool serv-
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ice, or are they taken from the various kinds of service on the

road ?

Mr. Stone: They are taken from the different classes of

service, Mr. Chairman, and wherever possible, in the fourth

column, we give the class of service.

Unfortunately, some of the men in sending in their stub

tickets, there is not anything marked on them. There is nothing
to know. That was especially true of some of the men on the

Santa Fe Coast lines, on pages 2 and 3. They gave the division

in some cases, and in some they did not, but they did not give the

class of service. And the Canadian Pacific. But outside of that,

I think you will find the class of service, and almost in every

case, the particular division of the road.

There was no attempt, Mr. Chairman, to pick out either low

men or high men. We simply took all the information we got,

and compiled it in the best way possible.

M.r. Burgess : Mr. Stone, does C. P. stand for Canadian

Pacific!

Mr. Stone : Yes, sir, and S. P. for Southern Pacific.

If there is nothing further on that, Mr. Lauck—
Mr. Park: Mr. Lauck stated in answer to Judge Pritch-

ard's question, as to whether this was typical of all of the other

men, and on other railroads—what comparison have you made
of the wages of other men to indicate that, Mr. Lauck, if any?

Mr. Lauck : The answer was that it was representative of

diiferent roads in the West. The other studies that I have made
have been based upon EaiJroad Exhibits, 25, 26, 27, 28 and 29.

This average here is just slightly lower. I think the aver-

age shown by the railroads is about $149, if I remember cor-

rectly, for engineers. This is $143.

Mr. Park: Were these a selected list, taken miscellane-

ously from all the engineers in certain localities? Or was the

request directed to all of them, and an answer received from

only those who saw fit to make a reply?
Mr. Stone : In answer to that, Mr. Chairman, I would say

a circular letter was sent out to all divisions, asking them to

send in a list of the engineers and the stubs of their mileage
tickets, and these are a number of replies that we received. Un-

fortunately, a great many of them did not keep their mileage

tickets, and I also found, on a few of the roads, there is no
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$145.60; for mine run service, $139.06; for transfer service,

$137.55; for switching' service, $114.80; for miscellaneons serv-

ices, $134.85; and for nnclassified services, for wliicli no data was

received as to the class, $134.78, or an averag'e for the total of

837 engineers, working 3,418 months of $143.17. The detail is

shown on the succeeding pages.
Mr. Sheean: Mr. Lanck, how did yon handle the matter

of an engineer working in the one month ])art of the time in

passenger and part of the time in freight?

Mr. Lanck: We handled that according to the way, I

think, yon did. That is, wherever his preponderance of servicer

was,, we put him in the passenger—I mean, the greater j^art of

his earnings were; but some classifications have to be purely ar-

bitrary. That is, some were passenger and freight, or mixed

service. A man worked joartly freight, and we arbitrarily classi-

fied those into miscellaneous services, where we could not dis-

tinguish as to whether it was passenger or freight.

Mr. Sheean: And in getting your total months, 3,418, you
counted as a month any part of that month in which the men
worked f

Mr. Lauck: Yes, sir.

Mr. Sheean: No subdivision of the month. If a man in a

month received any amount of money, that was counted as one

man, one month?
Mr. Lauck: Yes, that is show^n in the succeeding pages

here. After the division and class of service, the number of

months he worked. Some of them reported four months, three

months—
Mr. Sheean: Taking that very first page. Tliat is what T

was Avondering. Page 4; month of July, Elmer Utt, $6.13; the

first name on page 4, $6.13.

Mr. Lauck: Yes.

Mr. Sheean: Now, in arriving at your average you used

that $6.13, as one man working one full month?
Mr. Lauck: Yes, counted that as one month's work for

Elmer Utt, which of course reduced his average.
Mr. Sheean: Well, it would reduce the entire average?
Mr. Lauck: It would have that effect, yes. We averaged

them just as they reported.

Mr. Stone: Just as you average, if one man worked one
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trip, lie was sliown in service. It would put your wliole average

up for the month, of all other men who worked. If he did not

earn anv other monev as a fireman, or anA'thin,i>' of that kind.

Mr. Lauck: As I understand it, in Exhibit 25—I believe

that is the summarj^ is it not, of the earnings, where you showed
all your men, Exhibit 25 is the summary for the 64,000, is it not?

"Mr. Keefe: Exhibit 29! .

Mr. Lauck: 29, sheet 1, that is it. You do the same thing.

You take all your men, regardless of what they earned, and av-

eraged them, and got an average of $149, I believe.

Mr. Keefe: That is taking every man, whether he worked
one day or one trip, or half a day a month. He was counted as

one man one month"?

Mr. Lauck : Just the same as we did here.

Mr. Keefe: That, I maintain, was the wrong way to do it.

Mr. Stone : I agree with you.
Mr. Keefe : Sheet No. 3 is the jiroper way.
Mr. Stone: Exhibit No. 74 is practically along the same

lines, and comprises many of the same engineers, Mr. Chair-

man. It is the ' '

Monthly Earnings of Locomotive Engineers on

Western Eailroads, Compared with Earnings of Brick Masons.

Plasterers, Steam Fitters and Plumbers' Em]iloyes for an

Equivalent Number of Hours."

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 74,

March 9, 1915.")
Mr. Lauck: There is no summary for this exhibit, it be-

ing impossible to summarize a comparison of this kind.

By reference to page 2, it will be seen that the name of the

engineer is given, and the class of service; the name of the

railroad upon which he worked, and the name of the division;

the period of time for which his earnings were reported; the

month of the year, and in some cases, the total miles run
;
and

in most cases, the number of hours worked, hours and min-

utes, and total earnings. Then it is computed in the last four

columns what his earnings would have been had he been em-

ployed an equivalent number of hours as a brick layer, or plas-

terer, or steam fitter, or a plumber.
The rates on which that comparison is made, are the rates

made in the exhibit previously presented by Mr. Carter, as to
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eomparisoii Ijetweeii rates in skilled trades and locomotive engi-

neers and iiremen, and the time computation is based upon the

time worked by the engineers, by applying those rates to his

time, without any allowance for overtime, the usual rate being

given instead of any extra rate for overtime.

Mr. Stone : For example, if one of these brick masons, or

plasterers or plumbers worked overtime, worked nights or

worked Sundays, he would be paid time and a half, wouldn't he?

Mr. Lauck: Yes.

Mr. Stone: AVliile this is straight time?

Mr. Lauck: This is straight time.

Mr. Park : Did you make any comparison of the continuity
of service, or the possibilities of employment in each class?

Mr. Lauck: Xo, sir.

Mr. Park: Just took the standard rates, without regard
to the average earned liy brick masons during the year?

Mr. Lauck: Yes, sir.

Mr. Stone: Nor did you take into consideration any
danger of loss of employment by the hazard of the particular

profession, either, did you?
Mr. Lauck: No, sir, in neither case.

Mr. Stone: Xor, is there any reflection of the age limit

shown in these columns anywhere?
Mr. Latck: Xo, sir.

Mr. Burgess : Well, Mr. Lauck, I am not sure that I fol-

lowed ^'^ou. Won't you kindly turn to page 2?

Mr. Lauck: Yes, sir.

Mr. Burgess : And advise whether I correctly understand
this exhibit or not. The first name is 0. W. Johnson?

Mr. Lauck: Yes, sir.

Mr. Burgess: Employed in construction, by the K. C.

Terminal ?

Mr. Lauck: Yes, sir.

Mr. Burgess : In October, 1913, he worked 288 hours
;
his

earnings were $122.45. If he had been a brick mason, and
worked the same number of hours, he would have earned

$213.29?

Mr. Lauck: Yes, sir.

Mr. Burgess: If he had been a plasterer, he would have
earned $213.29?



6444

Mr. Lauck: Yes, sir.

Mr. Burgess : If lie liad been employed as a steam fitter,

lie would liave earned $196.13!

Mr. Lauck: Yes, sir.

Mr. Burgess: And a plumber, $193.88?

Mr. Lauck: Yes, sir.

Mr. Burgess : Now, Mr. Lauck, is that the intent of the

table, all the way through?
Mr. Lauck : That is the intent all the way through, to take

the number of hours worked by the engineer, and by applying
the rates in these other occupations, to see what a brick mason,

])lasterer, steam titter or plumber would have earned, had they

worked these hours that the engineers did work.

Mr. Burgess : And the rates per hour, applied to the hours

worked by the engineer, are the standard rates are they not?

Mr. Lauck: Yes, sir.

Mr. Stone : Shown in the exhibit presented by Mr. Carter ?

Mr. Burgess: Yes, sir. Now, are we to understand that

a brick mason would have earned about $93 more than the loco-

motive engineer employed the same number of hours—approxi-

mately $93, is it not?

Mr. Lauck: Yes, sir.

Mr. Burgess : That is all.

Mr. Sheean: Are there any passenger engineers here?

Glancing it through hastily I do not see a passenger engineer

named in this exhibit.

Mr. Lauck: I do not recall.

Mr. Park: Mr. Lauck, just after you answer that question.

Mr. Lauck : None shown here.

Mr. Sheean: None shown?

Mr. Lauck: No, sir.

Mr. Sheean: Now, where did you get the rate that a

plumber would get at Medicine Hat? I see right on the first

page, for instance, you show what a man drew in money at

Medicine Hat. W. J. Devlin drew $185.28 as an engineer. "Where

did you find out what he Avould have gotton, had he worked as

a plumber at Medicine Hat?
Mr. Lauck: I understand the rates are the average rates

used by Mr. Carter in his exhibit. There are no local rates used.

Mr. Sheean: Well, what average rates? Did you take the
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union rates of Chicago? What rates do you apply to what a

plumber would have earned at Medicine Hat ?

Mr. Lauck: As I understand it, it would he the average
rate for the Western territory, taking a certain number of local-

ities. I have not looked into that exhibit carefully.

Mr. Sheean: Well, did those certain localities include any

places, other than a few cities in which there was a well estab-

lished union rate!

Mr. Lauck: I think they are all union rates, yes, sir.

Mr. Sheean In large cities?

Mr. Lauck: That is my impression, yes, sir.

Mr. Sheean: I notice one here at Beardstown on the Bur-

lingion. Had a man run there in transportation service, what
rate did you apply as to what his earnings would have been as

a brick mason or steam fitter, at Beardstown?
Mr. Lauck : That would be the average of the union rates.

As I understand Mr. Carter's exhibit—I am somewhat hazy on

that—that these computations Avere made on that basis and in-

cluded average rates obtaining in certain representative cities

and towns in the west. If I am incorrect on that—
Mr. Stone: Mr. Lauck, I imagine had we taken the local

rate for Medicine Hat—the prevailing price for all other classes

of labor, it would have been much above this. If there is any

question about it, we will be glad to wire Medicine Hat and get

the rate.

Mr. Sheean: I was questioning about this exhibit, Mr.

Stone, as to how you got at it. D. Guthrie on the same page

there, Canadian Pacific, in freight service, drew $226.79.

Mr. Stone: Worked 326 hours, practically; 325 hours and

55 minutes.

Mr. Sheean: There is carried out opposite him, had he

been a steam fitter he would have gotten $221.95,

Mr. Lauck: There are quite a number of them show^n.

Mr. Sheean: Had he been a plumber $219.41. Now, do you
know what rate you applied for the plumber rate at Saskatche-

wan, or how you got at it?

Mr. Stone : I take it it is either the rate shown on Mr. Car-

ter's exhibit, where there was a local rate shown, or else it is

the average rate shown by the exhibit. I think it is perfectly
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fair, because the rate in that northwestern territory will be mnch

higher than the rate shown on the average.
Mr. Sheean: Now, you show in the first i^art of it, Mr.

Lauck, on your first page, the monthly earnings of brick masons,

plasterers, steam fitters and plumbers would have been greater.

Is there any list of lumbers, plasterers or steam fitters in this

exhibit, as to what thev did earn during the four months in anv

of these cities?

Mr. Lauck: No, I sa}^ that would have been greater for an

equivalent number of hours.

Mr. Stone: Another thing could be taken into considera-

tion, Mr. Chairman, if I might be allowed to inject it into this.

Another thing should be taken into consideration, and that is the

fact that no brick mason, or plumber, or steam fitter could have

been worked that many hours in any month, without going on

overtime and getting time and a half.

Mr. Sheean : Mr. Lauck, did you have anything to do with

selecting the names for making a comparison?
Mr. Lauck: No, sir; my relation to this exhibit consists in

summarizing it. The computations were made under Mr. Stone's

supervision.

Mr. Sheean : Then you do not know why passenger engi-

neers or their hourly rate were omitted from this?

Mr. Lauck : Yes, I think I know that.

Mr. Sheean: Why?
Mr. Lauck: When Mr. Stone gave me the data, or told

his secretary to give me the data to summarize, the secretary

made a mistake and gave me only one book instead of giving

me two books, and I imagine or think that the passenger engi-

neers must be in the other book.

Mr. Stone : No, I want to be perfectly frank about it. It

was not the intention to put passenger engineers on an hourly

basis, because no passenger engineers work by the hour.

Mr. Lauck : I did not know. I thought it was in the other

book.

Mr. Stone : Perhaps there were a few names in the other

book, but it was not the intention to make a comparison with

the passenger engineers on an hourly basis, because they do

not work by the hour. They work by the mile, all of them.

Mr. Byram : Mr. Lauck, is it your theory that an hourly



6447

basis is the correct basis for payment of men in these chisses

of service represented in the exhibit f

Mr. Lanck: As a method of payment!
Mr. Byram: Yes.

Mr. Lanck: No, sir.

Mr. Byram : Of what valne then is an exhibit which shows

the payment of men on an hourly basis, when you do not advo-

cate paying them in that way?
Mr. Lanck: '

I think the value here—the point that is at-

tempted to be brought out here is that as compared with the

building trades the engineers work an unusual number of hours

to make the earnings that the^^ do make
;
and if the other trades

had to work as long hours, their earnings would be greater. The

comparison is of the relatively greater effort on the part of

engineers to make their earnings as compared with the building

trades.

Mr. Byram: There is no question then here as to what is

accomplished by either class of service during the period of

labor?

Mr. Lauck: No, sir.

Mr. Stone: ~\Ve do not show whether the productive ef-

ficiency of the engineer is more or less than that of the brick

layer, or anything of that kind, but we do show, do we not, that

the engineer actually works a certain number of hours during
a certain month, for which he receives a certain amount, and

that if he had worked that same number of hours in this other

profession or vocation, he would have received a certain amount?
Mr. Lauck: Yes.

Mr. Bvram: Then, taking the exhibit of the railroads,

where the entire service of an entire railroad or an entire group
of railroads for a definite period is given, and on which their

compensation is computed, what they receive divided by the

number of hours they work would give a correct view of the

amount of the hourly payment for that service, would it not ?

Mr. Lauck: Yes.

Mr. Bj'ram: Just the same as you have given it in indi-

vidual cases
;
if it was enlarged to cover all the employes of all

the railroads for a certain joeriod, the amount received by the

men, divided by the number of hours work would give tlie correct

amount that they were paid per hour?
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Mr. Laiick: Yes.

Mr. Burgess: Mr. Lauck, any references to the liourly

basis that are contained in exhibit 74 would possess just as much
vakie as any references that were made to the hourly basis,

in the exhibits furnished by the railroads, would they not?

Mr. Lauck: Yes, making allowance for the ditference of

scope of the two exhibits.

Mr. Xagel: Mr. Lauck, assuming that the engineer's work
is more responsible, do you think that, tested by physical labor

alone, the work of an engineer and the work of a brick mason
or a plumber are similar or can be fairly compared?

Mr. Lauck: No, sir.

Mr. Xagel : Then do you think that the question of hours

is, fairly speaking, a controlling factor in making the compari-
son between these occupations!

Mr. Lauck : Xo, sir. I think the element of responsibility

is the greatest factor. Of course there is nothing in the occupa-
tion of a brick mason or plumlier or steam fitter which ap-

proaches the responsibility of an engineer. As I understand

the reason why this is i)resented is because statements have been

made that the engineer earns more than these highly skilled

and highly organized building trades. That was the immediate

occasion of presenting it, but not with the idea of saying that

there should be a comparison between these trades.

Mr. Xagel : Merelv to meet that statement.

Mr. Lauck : To meet that statement, yes.

Mr. Stone : We are trying to show, are we not, that this

highly specialized class of engineers, who draw more money than

the governors of States for the number of hours they put in, if

they had been engaged in one of those other trades, would have

received more money, or at least as much money, and there

would not have been the element of risk, nor the element of re-

sponsibility, nor the hazard connected with it.

Mr. Lauck: Yes.

Mr. Byram: Mr. Lauck, do you contend that the rates

given here as the rates of pay received by these various classes

of industrial workers would represent the average rate received

by those workers in all the territory in which these engine men
work !

Mr. Lauck: Xo, sir.
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Mr. Byraiii: It would be very much less, would it not, if

YOU counted every man who worked in the smaller cities, where
there was no union organization to fix the rate of pay at this

high basis?

Mr. Lauck: I would presume that if the rate is based upon
the larger cities, where there is a high degree of organization,
it Avould be higher than in the smaller localities.

Mr. Byram : Yet there are workers in all these occupations
in all these towns!

Mr. Lauck: I think so.

The Chairman: Do you think there are places where the

plumber gets a low rate of Avages!
Mr. Lauck: I have not discovered any yet. I live in the

country myself, but they seem to get high wages there just

the same.

The Chairman : I have lived in a number of different towns,

and I have never been able yet to find a place where they did

not get a high rate.

Mr. Xagel: Is there not a popular impression that the

plumber knovrs how to make hours?

Mr. Stone: If you live in the country, the plumber would

probably charge you for his time in going out to your house to

put in an estimate, and then going back for the material, and

then for the time in returning, as well as for the time in doing
the work.

Mr. Lauck: I heard of a case more extreme than that,

where it was said a plumber looked at a job, and decided that

it would take new material, and it Avonld take several days to

get it, and the plumber decided to wait on the job while the

material was coming, and charged for the time.

Mr. Slieean: Mr. Lauck, I should like to ask whether you
have anywhere an exhibit which shows the monthly earnings of

brick layers, of plasterers or steam fitters in any of the terminal

points on any of these railroads—I mean the actual earnings of

brick masons, plasterers, steam fitters or i)lurabers?

Mr. Lauck: Not that I know of, unless Mr. Carter pre-

sented that. Did he?

Mr. Sheean: No. We have the names and the earnings

of a great many railroad men on both sides here. I was wonder-

ing whether you had any exhibit which showed the actual earn-
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ings of actual brick masons or plasterers or steam fitters or

plumbers at any of these ])oints f

Mr. Lauck: No, sir.

Mr. Stone: Is it not a fact that unless it is a case of life

and death they will not allow a plasterer or brick mason to work
over eight hours? He is fined if he works overtime, is he not,

while an engineer can work 16 hours.

Mr. Lauck: I understand there are very rigid rules. I am
not acquainted with the rules.

Mr. Stone: Is it not a fact that the figures for the trades

given here are under-estimated instead of over-estimated, be-

cause there is no element of overtime in the figures here given?
Mr. Lauck: I imderstand they get a higher rate for over-

time.

Mr. Stone: They get time and a half for overtime, do

they not?

Mr. Lauck: I understand so.

Mr. Stone: There would not be a chance for a man to work
that many eight hour days in a single month?

Mr, Lauck: Yes, in the case of some it would be. The

aggregate number of hours would be more than that.

Mr. Stone: Take it on page 9, Mr. Alexander, on local

freight, worked 413 hours. They would not allow a man in one

of these trades to work that many hours.

Mr. Lauck: The maximum under an eii>ht-hour dav would
be about 240 hours.

Mr. Stone : But this does compare very favorably with the

exhibit presented by Mr. Trenholm, where, if the man had stayed
at work, he could have earned so much money. If this brick

mason had stayed at work that many hours, he would have

earned that much money.
Mr. Lauck: Yes. He would have earned more if he got

overtime.

Mr. Park: I think it has been stated repeatedly and ad-

mitted that all an engineer or fireman has to sell is his labor and

his time. That is also true of the brick layer. Xow if the brick

layer, notwithstanding the fact that he gets this high rate, only

averages a thousand dollars a year in his vocation, would not

that be a more proper comparison, that is the comparison with

the abilitv of the eno-ineer and of the brick laver to earn a cer-
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tain amount of money in a year! You liave not llie lit»,iires of

the average earnings of brick layers for a year?
Mr. Lauck: No, sir.

Mr. Park : Would not that be the fair basis of com})arison
the average earning power during the year, or the actual money
earned!

Mr. Lauck : That is allowing for seasonal change in em-

ployment ?

Mr. Park : Yes, and all the changes of weather, and the

possibilities of overtime, just as they do occur in actual ]^er-

formance.

Mr. Lauck : I think if you had those data it would be a

fair comparison, if you made allowance for their relative hours

of work,

Mr. Park: A piano tuner might get $5 an Jiour, but you
could not compare him with a locomotive engineer, because he

does not tune luanos continuously, although he might have a

higher rate.

Mr. Stone : Mr. Lauck, if an engineer drew the high rate

that some of these other men do, as shown here, would it be

necessary for him to work days and nights, and holidays and

Sundays, and go through storm and sleet and fog and snow and

everything else to make a living? He could lay oif as much as

they do, could he not?

Mr. Lauck: If he had the same rate, he could earn what
he now does earn at a smaller outlay of time.

Mr. Stone : And the result would be that he would have
more leisure?

Mr. Lauck : Yes.

Mr. Burgess : Mr. Lauck, you are not advancing the theory
that an employe should reduce the value of his services simply
because his employer ])romises to give him continuity of em-

ployment, are you?
Mr. Lauck: Oh, no.

Mr. Park: But that is a factor in arriving at a ])ro])or

compensation, is it not?

Mr. l^auck : The degree of regularity in the emi)loym('nt,

yes.

Mr. Park: A ^•ery important factor.

Mr. Lauck: Very important, yes.
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Mr. Stone : Do vou wish to say aiivtbino- further on this ?

Mr. Lauck: No, sir.

Mr. Burgess : Mr. Lauck, before you pass from that ex-

hibit, if it is a fact that continuity of employment is an important
factor, then it would appear that the Board should give liberal

consideration to the men who are on the extra list, would it not?

Mr. Lauck: I think—I do not know whether I ought to

say what I was going to say or not. I think the men in that class

sbould be given special consideration, compared with the other

classes.

Mr. Burgess: That is all.

J\li'. Park : That is, you think an apprentice ought to get
more per hour than a journeyman ?

Mr. Lauck: 1 was not referring so much to the extra list

as to the man who is not on the regular runs, or not retained

at the highest element of earning power through seniority. He
is the man I had in mind,

Mr. Park : He is passing through the stages of apprentice-

ship which lead him to continuity of service. Those are the

A^cissitudes of any trade or profession, that a man must take

the hard end of it a little on the start, in order to get the benefits

when lie has graduated into the preferred j:)Osition. That is true

of all trades and professions, is it not?

Mr. Lauck: Yes, that they make a sacrifice to get the

training wliicli will enable them to make the higher earnings. I

was thinking more of the men who had the training, who had
not been put in the position where they could earn as much as

the men who had the assigned runs.

Mr. Burgess: Could you consistently call a man an ap-

prentice who had silent from five to twelve years at the business ?

Mr. Lauck : No, sir, I do not think so, as far as I know

anything about it.

Mr. Park: Are not the engineers particularly favored in

that they can drop back to other positions in the order of their

seniority, even to the extent of firing a locomotive, if business

falls off, and that the final result of the depression, or effect of

the depress.ion falls on those just entering the service, and they
have the ])rivilege of seeking some other occupation, if there is

not enough employment for them?

Neither the railroads nor the public are in a ]iosition to
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guarantee continuous emploN'ment for a certain numl^er of rail-

road men. That is all dependent on the amount of business, is

it not?

Mr. Lauck : Yes. That is the point that we were discuss-

ing yesterday in connection with the industrial depression, that

the opportunity for employment is limited by the traffic con-

ditions, and therefore the workingman is the greatest sufferer

b}' the industrial depression.
Mr. Sheean : Mr. Lauck, your sympathy being particu-

larly for the man on the extra list—
Mr. Lauck : Mr. Sheean, I meant the man who was in the

lower grades of earning.

Mr. Sheean : In the lower grades of employment, so long
as a uniform rate is insisted upon both for those who are in that

part of the service, in the lower grades of employment, and those

who are older in the service, is there any feasible way of

handling that except through proper handling of the seniority

rights of the individuals!

Mr. Lauck: 1 do not see any way, no, sir. That is, that

assumes that the individual efficiency would be recognized.

Mr. Sheean: And so long as those who are organized as a

class insist upon the rate being uniform throughout all the

classes of service, the only feasible way is through the i^roper

handling of seniority, is it?

Mr. Lauck: That is my idea about it, yes.

Mr. Stone : AVlien a man is promoted after firing from five

to ten years, on this big heavy modern power, and goes out as

an engineer, and probably takes out one of the biggest locomo-

tives on his first trip, he is expected to handle the same amount
of tonnage and to have the same weight of responsibility, is he

not, the same as the man who has been there a number of years!

Mr. Lauck : Well, we were talking of a man who had been

through his a|)i)renticeshi]), and wlio was fully graduated as an

engineer or fireman,

Mr. Stone: When does he fully graduate! Is it after he

has bucked the extra board about eight or ten years, and becomes

a regularly assigned man, or when he goes out on his first ti'ip

and has the charge of an engine put u))on liimf

Mr. Lauck: I should think wlien lie goes out on his first
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tri]), when he is given charge of an engine and has the responsi-

bility jilaced upon him.

Mr. Park : Have yon heard, Mr. Lanck, that the railroads

estimate that it costs them about $3,000 in accidents and irregu-

larities, to educate an engineer?
Mr. Lauek : No, sir

;
I have not heard that.

Mr. Park : That represents the difference between experi-

ence and the acquiring of knowledge in the apprenticeship stage.

The Chairman: By what method, Mr. Park, would they
determine as to when an engineer is capable of taking charge of

a passenger or freight train!

Mr. Park: The seniority list. Judge, iixes that, and all

things being equal, each man advances to the runs that are avail-

able in the order of his seniority.

The Chairman : Well, say, one has served the regular time

as a fireman, and thus qualified himself to act as an engineer, is

he first put into passenger service?

Mr. Park: He fires passenger. He is first a freight fire-

man and then a passenger fireman, and very frequently gradu-
ates from the position as a passenger fireman, to an engineer.
It would be much preferal^le if he could go back on freight and

fire three or four months, before taking his engine.

The Chairman : Is one ever put in the passenger service,

without having had experience as an engineer, either in the yards
or on freight trains?

Mr. Park: Very rarely, as an engineer.
The Chairman: So that is the method by which you test

the efficiency of a man, is it?

Mr. Park: He passes through the different classes of

service.

The Chairman: And you say, even with all that precau-

tion, it costs the railroads on an average, $3,000 per man?
Mr. Park : Starting in as a freight engineer, it is quite

generally fjonceded that he will be less proficient in handling his

air, and there might be experience that he almost necessarily

passes tlrough before he becomes a first class engineer.
M). Stone: Mr. Lauck, with that statement of Mr. Park's,

that it 3osts $3,000 to educate an engineer, do you understand

why a number of these roads absolutely refuse to hire an engi-
neer xt all, and promote all of their men?
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Mr. Lauck: No, sir.

Mr. Stone : Leaving- all sentiment ont of it.

Mr. Lanek: You mean why they don't employ engineers
from other roads?

Mr. Stone: Why they don't employ at least a certain per-

cent of engineers, if it costs that mnch to educate a man?
Mr. Lauck : I don 't know.

Mr. Park : Is it not a fact that firemen insist on the promo-
tions being made from their organization, in order of seniority?

Mr. Lauck: I don't know. I think that is what it should

be; develop a personnel on the road that would have the proper
morale.

Mr. Park: Well, it is the bone of contention between the

engineers and firemen, as to how many men shall be employed,
and how many shall be promoted on these respective roads.

Mr. Lauck: I don't know about that, sir.

Mr. Stone: ]\[r. Chairman, Mr. Carter, unfortunately, is

not here this morning, but I am going to assume responsibility,

and I will take the matter up with him at noon, and will say that

the Brotherhood of Locomotive Firemen and Enginemen do not

demand that all men be promoted. They are practically willing

for a certain percentage of men to be hired on each road.

Mr. Burgess: Mr. Stone, how many engineers have been

employed by the Pennsylvania Lines, East, in the last twenty

years, that you know of ?

Mr. Stone: I don't know of a single man, and we have a

number of roads in the West that don't employ one man a year;
Avhile the percentage of employed men on other roads is quite

high, running as high as 50 per cent.

Mr. Burgess : Do you know the number of engineers on the

Pennsylvania Lines, East, on the lines lying east of Pittsburgh?
Mr. Stone : The last statement I had was 5,472, Lines East

of Pittsburgh and Erie.

Mr. Burgess : So then, that if it cost that railroad $3,000
for all of those engineers, it would amount to a very large sum
of money in the aggregate, would it not?

Mr. Stone : Yes
;
but I was not looking at that part of it,

Mr. Burgess, so much as the other side of the line. If it costs

that much .to educate a man, I can't understand whv thev turn

him loose too readily, on so many of these roads.
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Mr. Burgess : I was coming to that, Mr. Stone. The point
was that the railroad could hire some engineers and save a

portion of this h\rge sum of money that would amount to, by

paying i^?3,00(! for every one cf tliose 5,225 engineers, could

they not ?

Mr. Stone: I would think so.

The Chairman: Mr. Park, is there any exception to the

statement that it costs the road $3,000 for each engineer, when
he first begins work!

Mr. Park : I do not know lliat there is. I think that would

be true of all professions and trades. I have heard oculists say

that a man who learns the profession fills a hat full of good eyes ;

and I think that anybody who acquires the maximum efficiency

in any profession or trade, is very much less efficient in the

earlier stages. I tliink that goes without saying, and it is borne

out by the experience of railroad officials, in the work of the

engineer. The j)romotion of firemen and the employment of

engineers does not rest so much with the railroads as it does with

the organizations. The engineers, of course, prefer to have the

men employed. The firemen prefer to have them promoted, and

the general disposition on the part of the railroads is to promote
the men, because it goes all the way down the line. 'Xhej promote

somebody else, and it creates generally a better feeling.

The Chairman: By what method do you determine the

question as to whether a man who has been firing, is competent to

take charge of a passenger train!

Mr. Park : He has his examinations at stated periods, and

generally, his term of service has been quite sufficient before he

is given a passenger engine, to insure the railroad that he is

qualified.

The Chairman: Well, are those examinations under the

supervision of the railroads, or under the supervision of the men?
Mr. Park: Absolutely under the supervision of the rail-

roads. He has a mechanical examination, under the mechanical

officials, and an examination on rules of the transportation de-

partment, by the transportation officials.

The Chairman: Aside from the theoretical test, do you

give an engineer any practical test, in order to be able to deter-

mine as to whether or not he can render efficient service!

Mr. Park: That comes from the observation of the road
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foreman of engineers and the traveling engineer. He states to

the master mechanic that he thinks this man is qnalitied to liandle

an engine properly, from observations that he makes in his

dnties, going over the road with them, day after day.
The C'hairman: Well, even if yon employed engineers ont-

liglit in every instance—^that is, men who had been already in

the service, yon take the risk of finding some men who are more
or less careless and indifferent, don't you, in the performance
of their dnties?

Mr. Park: Yes, but their (jnalifications are inquired into.

Mr. Stone: The examination, Mr. Chairman, that the man
is put through, and the follow-u}) rule from the other road, will

probably definitely decide whether or not he is a fit subject for

employment.
Mr. Byram: Mr. Lauck, I understood you to say that, from

your standpoint, you thought it would be desirable for the gen-
eral interest of the railroad company, if they could ])romote
their engineers, in ])reference to hiring men from the outside;

promote men who are in their em]iloy as firemen, to become en-

gineers, as long as they had (lualified men, or men who could be

(jualified, before they began to em])loy outsiders?

Mr. Lauck: Yes, sir, that was my personal opinion. It

seemed to me that it would make for greater efficiency on the*

road, and hold forth a pleasing hope to the firemen.

Mr. Byram: Well, you couldn't find any objection to the

practice on a railroad, where sucli a ]iractic(» existed?

Mr. Lauck: Ko, sir.

Mr. Byram: For instance, the point which has been dis-

cussed here, of promoting all their men. From your stand] )oint,

that would not be an objectionable practice?
Mr. Lauck: No, sir. Now, in the South, I understand they

import most of their engineers, having negro firemen, which
some people consider is an objectionabh^ ))ractice, because you
get men who may or may not be familiar with the road, as a

fireman would who would be promoted.
The Chairman: In the greater portion of tlu^ South they

do not have negro firemen, do they?
Mr. Lauck: I don't know to wdiat extent, l)ut thev have

a consideral)le number in the South.

Mr. Stone: I don't know what would l)ecome of the men
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who have been turned loose for these sliglit infractions of the

rules—where they would go.

Mr. Byram: To that extent, the enii)loynient of negro fire-

men is an advantage to the engineers, although it may be a dis-

advantage to the firemen?

Mr. Lauck: Yes; and a disadvantage to the service.

Mr. Stone: But, Mr. Lauck, if all of these railroads pro-

moted all of their men, and hired none, what would become of

the engineers who have spent the best part of their lives, fitting

themselves for the vocation of a locomotive engineer, and

through some slight infraction of the rules are discharged?

Mr. Lauck: Of course, the railroad ought to be permitted

to hire any engineer it wished, otherwise you would have a close

control of the supply of engineers by the firemen.

Mr. Stone: And a man might spend the best years of his

life firing a. heavy locomotive, for six, or seven, or ten years, as

they do, and through some slight mistake be discharged, and he

would find himself at middle age, or forty years of age, with a

profession, and no place to put it.

Mr. Lauck: If he were a cpialified man, he ought to have

an opportunity of employment open to him.

Mr. Stone: But if they ]:)romoted all their men there would

not be that opportunity. Then what?

Mr. Lauck: I don't think it would necessarily follow that

if they promoted the men there would not be this opportunity

open, because the development of traffic and the demand for

engineers, it seems to me, would outrun the development of

opiDortunity from the firemen. I think the opportunity ought

always to be there, to any good man who qualifies, so that he

could get a position.

Mr. Byram: The railroad, then, desiring to promote en-

gineers, needing more engineers, should first look about to see

if it has any qualified firemen who are capable of taking the posi-

tion? That would be the proper way to do?

Mr. Lauck: I think so. It would be like in any business

or undertaking, if you would go outside, like you would in the

management of a corporation, if you would go and get a favored

son and put him in charge, it would cause discontent and dis-

satisfaction in the whole force.
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Mr. Stone: Mr. Lauck, do yon tliink that same theory

ought to be followed all the way through up to the officials!

Mr. Lauck: Yes.

Mr. Stone: You don't think they ought to inii)ort any-

body from the outside!

Mr. Lauck: No.

Mr. Stone: Then what would happen to one of these gen-

eral managers when he was cut loose from a railroad and started

looking for a position! Where would he go!
Mr. Lauck: I am assuming the opportunity would always

be open to the railroad or corporation, to employ men. I think

if a man is a qualified man he would not have any difficulty if

he was an engineer or manager, either one.

Mr. Stone : But if they were promoting all their men, they
would not hire him, no matter how desirable he might be, or

how competent he might be.

Mr. Lauck: Not necessarily. If they were promoting
them.

Mr. Stone : And ran out of material to make general man-

agers on that particular road, then you think it would be all

right to import!
Mr. Lauck: Yes. Just the same with engineers. I think

opportunity ought to be open both ways to a railroad, to emj^loy
whom they wished, but to give preference to their own men.

Mr. Stone: If that rule had been employed all the way
through, it would have been hard on some people I know. They
certainly would not have had any job, if they had promoted all

their men, because I know of several instances where they have

imported men from the outside as officers of a plant.

Mr. Lauck: Oh, yes. A man may be barred on account

of his record somewhere else, or something of that kind.

Mr. Burgess: Mr. Lauck, jon won't deny that the entire

public is interested in the personnel of the locomotive engineer,
will you!

Mr. Lauck : No, sir
; very gravely interested.

Mr. Burgess : Neither will you deny that he is only human,
and may make a mistake.

Mr. Lauck: Yes.

Mr. Burgess: Well, then, with the most considerate gen-
eral manager of that property, or any property, he might find
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it necessary, to maintain discipline, to dismiss this engineer for

a mistake tliat lie had made.

Mr. Lauck : Yes, sir,

Mr. Burgess : Even though he regretted very much to do

that.

Mr. Lauck : Yes, sir.

Mr. Burgess: Now then, don't you believe that that engi-

neer, being dismissed, should have an opportunity to find em-

ployment at an age of life, where he was too old to learn any
other business, and too young to die?

Mr. Lauck : Undoubtedly. That is what T have been

stating.

Mr. Burgess : Very well. Then, if that be true, and every
railroad adopted a ])olicy of promoting ixny and all the men, you
would find a class of men who had lost their employment prac-
ticallv without anv means of earning a livelihood, would vou not ?

Now, you don't advance that theory, do you?
Mr. Lauck : Not at all, no. If a man is a competent man,

and can bring a clear record, I think he should be given employ-
ment by a railroad.

But the point that I was discussing was that, other things

l)eing equal, the incentive of advancement should be held out

to the firemen to go into the engineer class, in order to develop
the general spirit of the operative force on any one road, and

holding out the pleasing idea of advancement; that efficiency and

ability would be recognized, and a man could go forward in the

profession that he had selected.

Mr. Burgess : But in connection with that statement, you
do believe that that rule or theory that you were advocating
should be flexible enough to take care of those bona fide engi-

neers who had lost their positions?
Mr. Lauck: They should be given an opportunity to secure

employment, if employment is available.

Mr. Burgess: Now, Mr. Lauck, don't you think that if it

were thoroughly understood that all managers of all railroads

would positively refuse to employ an engineer who had made a

mistake, that the general tendency would be to drive a desirable

class of men away from the locomotive service, rather than in-

vite them to enter that service?

Mr. Lauck : That is, if all doors of employment were
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closed against them in the event that they lost their existing

position f

Mr. Burgess: Happened to make a mistake?

Mr. Lanck : Yes. I think that would be just as bad as not

promoting the hremen. It would be the creation, ]^ractically,

of a boycott of an engineer who lost his job.

Mr. Burgess : And, therefore, we should come to the vital

question where we are going to get the future locomotive engi-

neer, should we not?

Mr. Lauck : The only place you could get them then would
be from the firemen, and the man who would lose his position
would have no avenue of opportunity, except in some other trade

or occupation,
Mr. Burgess : And do you think that a man twenty years,

or twenty-one years of age, who would be a desirable locomotive

engineer, would venture to take that chance, knowing that if he

happened to make one mistake, that his vocation would be en-

tirely gone?
Mr. Lauck: No, sir. That is, he would be very careful

about taking any chances of losing his position, because he would
be forever excluded from the calling of engineer, under those

conditions.

]\lr. Burgess : Therefore, looking at the question in a broad

sense, without any reflection on any manager at all, assuming
that the manager was absolutely justified, it would not be a good
policy to adopt, in your judgment, to close the gates of employ-
ment against any engineer because he was dispossessed of his

position?

Mr. Lauck : Xo, sir, it would l)e incumbent upon him to

show that he was a good man, with a clear record, and then I

think the manager, in employing him, should weigh the relative

merits of this man against some men he had available, and give
the preference to whoever was the best man.

Mr. Nagel: Apart from that, Mr. Lauck, don't you believe

that the influence upon the general service is good, if it is under-

stood that an outside man may be employed at any time ?

Mr. Lauck: Yes, sir, that would have a good effect, too, I

should think, by putting the men in the service more on their

mettle in making good.
Mr. Nagel: You believe in the Civil Service?
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Mr. Laiick: Yes.

Mr. Nagel: Don't yon think it sometimes wakes them np
if a g"ood outsider is appointed.

Mr. Lanek : It certainly does, yes.

Mr. Stone : Well, when the outsider comes in, he generally

wakes them np, doesn't he? If they have gone to sleep down
the line?

Mr. Lanck:" That is what they usually come in for, I think.

Mr. Stone : Then, if we have settled how these future pro-

motions shall be filled, Mr. Lauck, suppose we take up the next

exhibit.

The Chairman: Wliat is the next exhibit?

Mr. Stone : The next exhibit is No. 75, "Monthly Earnings
of Locomotive Engineers and Firemen, based on Exhibit No: 29,

Western Conference Committee of Managers."
(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 75,

March 9, 1915.")
Mr. Stone : Now, I am sure we have reached something

here we shall all understand, because this is based on the figures

presented in Exhibit 29.

Mr. Lauck: This exhibit is an analysis of the detail sup-

porting Exhibit 29, submitted by the Conference Committee of

Managers.
In that exliibit, a classification is made of the number of

employes earning certain specified amounts; number of engi-

neers, number of firemen, motormen, motormen helpers, and

so on.

The first diagram which appears in this exhibit is a classi-

fication of these men earning certain specified amounts, according
to groups of earnings? The percentage is worked on the basis

of the relation of the number of men in each group to the total

number of men in the service, in that occupation.

The tables supporting these diagrams are found in the back

of the book—two tables.

Mr. Stone : The tables are a copy of the tables in 29?

Mr. Lauck : Yes, sir, they are the percentage expansion of

the tables in 29.

Upon analyzing the figures, the showing as to men making

high earnings loses its significance. That is, it is found that they
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constitute a very small proportion of the number of engineers
or firemen employed, and do not represent the prevailing range
of earnings, or the great mass of men in the industry.

According to the percentages worked out here, it is shown,

taking the diagram on page 2, that 13.4 per cent of the engineers

employed in October, 1913, earned less than $100 during the

month of October; and that from $100 to $116, there was about

14 per cent of the total engineers employed. From $125 to—
Mr. Stone : Mr. Lauck, are you not wrong in that ?

Mr. Lauck: No, sir; I don't think so.

Mr. Stone: From $100 to $1161
Mr. Lauck : 14 and some fraction.

Mr. Stone: Only 17. From $100 to $108.33, is 3.94; but

from $108.33 to $116.66, is 4.87 per cent.

Mr. Lauck: Oh; $125, I should have said.

Mr. Stone : Oh, that is different.

Mr. Lauck : Yes, sir. Or in other words about 27 per cent

earned less than $125 per month. Between $125 and $133.33.

there is a group representing 6.88 of those employed. And
between $133.33 and $150 there is a group of about 15 per cent.

Of the number earning $150, or less, there is just about 51 per

cent, I think. So they would represent there—
Mr. Slieean: Less than what?

Mr. Lauck: Just about 51 per cent.

Mr. Sheean: Less than what was that?

Mr. Lauck: $150.

The Chairman: It includes all below that?

Mr. Lauck: Yes. I think just about 50 per cent earned

$150 or less. Then about 50 per cent would earn not more than

$150. The amount above $150, it will be noted that the groups

gradually decline as you go u^Dward in the scale of earnings.
The number earning $150 to $158.33, is 6.77 per cent. From
$158.33 to $166.66, it is 6.55 per cent. From $166.66 to $175,

6.17 per cent; or between $150 and $175 there is a group con-

stituting about 19 per cent of the total numl^er of engineers

em]iloyed.

Therefore, only 25 per cent of the engineers earn more than

$175 per month. Say 50 per cent earn less than $150; 25 y^er

cent earn between $150 and $175; 25 per cent earn more
than $175.
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Tlie different groups are shown there in declining order,

until we get to those constituting 25 jier cent above $175—until
we get to the high men of the exceptionally high" earnings, of

whom so much has been said, and we tind that they constitute

a comparatively insignificant part of the operating force. That

is, the men earning from $250 up, but less than $258 are only .47

of one per cent, $258 to $266, only .32 of one per cent. From
$266 to $275, .23 of one per cent, and in the higher ranges of

earnings, from $275 to $325, we find that there is only about

one-half of one jjer cent of the total number of men employed.
The men earning $325 or more are only .04 of one per cent of

the total number of engineers in service.

Mr. .Stone: It became so infinitesimally small that you
could not make a diagram of it?

Mr. Lauck : 1 could not make a line on a comparative basis,

because you would have to have a microscope to see it with.

A similar diagram for the tiremen appears on page 6. On

page 6, the same classification is shown for firemen and the same

result is indicated.

Mr. Stone: Before you get to that diagram, I wish you
would take up pages 4 and 5, and so that there can be no question

about how you arrived at your percentages
—

Mr. Lauck : Yes, sir. Taking up pages 4 and 5—on

page 4—-

Mr. Stone : Do I understand, Mr. Lauck, that you used all

the names that they showed in their October pay roll?

Mr. Lauck: Yes, sir; I took their sheet No. 4, in their

exhibit 29.

Mr. Sheean: 4?

Mr. Lauck: Sheet Xo. 4, I think it is; the classification

of earnings, the number earning each specified amount—sheet 4.

Mr. Sheean : Sheet No. 4 excludes men who are not avail-

able for duty. You took sheet No. 1 and counted all the men
as emergency, who fired one hour?

Mr. Lauck: No; I took sheet No. 4 and compared them

with the total shown on sheet 1 of the total number of men in

service. I took the groups on sheet 4, which is where you ex-

cluded about 13,000 men. That is, engineers earning less than

$100, and firemen and hostlers earning less than $75, I think.

Mr. Sheean: And who were not available for duty?
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Mr. L[iuck: And wlio were not, according to your arl)i-

trary statement—not available for duty.

Mr. Slieean : AVlio were reported by the roads as not be-

ing available for duty.

Mr. Lauck: Well, they were reported not available for.

duty, according to your instruction to the roads
;
but the men

were working, were they not!

Mr. Sheean: No; I don't want to debate that with you.

If you will come to that a little bit later. You have the form of

the instructions that any man who was available the entire month
should not be excluded, but no man who laid oif of his own accord

should be included.

Mr. Stone : He might become exhausted and lay off for

rest, for one trip, and lie was not available and would not be

counted.

Mr. Lauck : The instructions should exclude such men as

you w^ere speaking of a Avliile ago, like the man Mr. Alt, who
made $6.13 in July I

Mr. Sheean: Yes.

Mr. Lauck : He was working as part of the operating force,

but his earnings were less than $100.

Mr. Sheean : Was he working more than one day, or did

he lay oif 29 days, as a matter of fact, to go fishing!

Mr. Lauck : AVhether he did or not, he was part of the

operating force.

Mr. Sheean: All I wanted to get at, Mr. Lauck, is, that

you, in making your compilation here, have counted the man who
was taken out of the roundhouse as a fireman and run as an

emergency man, one trip and got, we will say, $3.10 for it. You
count him as one fireman, working one month?

Mr. Lauck : Xot exactly that, no sir. You report 63,000

and some firemen and engineers on sheet No. 1, as being the total

number of men who reported earnings for the month of October,
1913. Now, you classify the earnings on sheet No. 4, of engi-

neers above $100 and firemen above ^i^-). T took the total num-
ber of men in each group, on sheet 4, and compared that group
with the number of men in service, as shown on sheet 1. In

other words, each one of these groups in this table is the rela-

tion of t1ie number on sheet 4 to 63,000 or 64,000, whatever it may
be. I can tell you exactly by looking at the supporting table.
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These are the two supporting tables for the diagrams. The
number of engineers in service for the month of October was

28,446 ;
the number of tiremen was 22,331 .

Mr. Sheean: That is, you counted—as shown by our re-

ports, there w^ere 24,639 engineers who were available the entire

month for service. You say there were 28,000.

Mr. Lauck: I took it both ways, as a matter of fact, but

in this case I say there were 28,000.

Mr. Sheean: That is, a fireman wJio made a single trip as

an engineer during that mouth, would be counted as an engineer

w^orking the entire month f

Mr. Lauck: Not necessarily Avorking the month. He was

part of the operating force for that month.

Mr. Sheean : He was a man for that month ?

Mr. Lauck: Yes.

Mr. Sheean: And in the average for the month, if he

earned $5.10, you carried him as one man, one month, earning

$5.10, on an equal basis with the one man earning $3.33?

Mr. Lauck: Exactly.

Mr. Sheean: As of equal value!

Mr. Lauck: Yes, sir. As a matter of fact, I worked it both

ways, Mr. Sheean. The next table is comparing with only your

24,000 engineers and 22,000 firemen, where you excluded 10,000
firemen and 4,000 engineers, and tlie percentage groups run

along very similar.

Mr. Sheean: You did not make any chart of the second

table?

Mr. Lauck: No; the percentages are here, though. 1 think

that the first table is perfectly proper. That is, here we have a

certain number of engineers and firemen who were working, or

on the payrolls of western railroads. We have certain earnings

reported for those men, according to numbers in each group.
If we want to know the relative proportion of men earning cer-

tain amomits, Ave Avould not compare them just Avith the re-

stricted men in the groups themseh^es, but Avitli the whole operat-

ing force, to get a picture of the general conditions that prevail.

Mr. Sheean: Well, you did find, did you not, if you exam-
ined the supporting data, that in a great many cases there Avas

some one called from the roundhouse force, in an emergencA', to
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make one trip as a fireman, and that his earnings as firemen

were $3 or $4—whatever it miglit be for the one trip ?

Mr. Lanck: I have no doubt that is true.

Mr. Sheean: Did you examine the supporting data at all?

Mr. Lauck: Not in that connection.

Mr. Sheean: But you counted that man, taken from the

roundhouse force and working in tlie roundhouse force the rest

of the month, and drawing money for it, as having earned just

the $3 whicli were shown, because of his one trip as a fireman, in

making this average?
Mr. Lauck: I made no average. I counted him as part of

the operating force.

Mr. Sheean: And you have .counted him as a man who
earned less than $100 a month ?

Mr. Lauck: Exactly. That is just what you did and that

is what I did. I have taken your figures.

Mr. Sheean: If it was shown he was a rounclhouseman,
called for emergency and was only on firing duty one day, we
did not show him as being a fireman throughout the month.

Mr. Lauck: You reported him on slieet Xo. 1, as I under-

stand it. Therefore, I have taken your figures which you give
on sheet No. 1, as the number of engineers and firemen em|)loyed

during the month of October, as the operating force for October.

Mr. Stone: Well, Mr. Lauck, before they commence to call

firemen out of the roundhouse, or engineers off the clinker pit, or

somewhere, they had used up all the available source of supply.
If they did that, why, everybody that was on the payroll that

was available must have been working?
Mr. Lauck: Yes, presumably.
Mr. Stone: Is it not also a fact—you are probably not

familiar with railroad practice, but any man wlio is off on a

leave of absence, resting up or anything of that kind, is subject

to call in case of an emergency, at any time, unless he has a doc-

tor's certificate and cannot come in? He is sul)ject to call,

is he not ?

Mr. Lauck: I don't know about that, sir.

Mr. Stone: Well, it is really true that in times of stress

that everybody works, and if lie don't work—if you say you are

sick, you Avill have to furnish a doctor's certificate that you are

sick, to ex])lain why you don't go out. The fact remains that

I
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you have taken some 28,000 engineers liere to get this graphic

chart, have you not?

Mr. Lauck: I have taken the operating force, as reported

by the Conference Committee of Managers for October, 1913,

which is 28,000 and some engineers.

Mr. Stone: 446.

Mr. Lauck: 28,446 engineers and 32,000 firemen. I have

then taken the number which they say were earning specified

amounts, and worked the percentages or the i)roportionate rela-

tion to the total operating force, and ha^-e found that these pro-

portions earned these specified amounts.

Mr. Stone: And you believe that is an absdlutely fair basis

to arrive at this percentage?
Mr. Lauck : Absolutely, yes, sir.

Mr. Slieean: Now, Mr. Lauck, may T ask you just about

that ? A man is hired on the second day of the month and works

ten days. Do you think it is fair to take the ten days that he

worked and say that his earnings, per month, was less than

$100 f

Mr. Lauck : Well, not if you are getting the typical month-

ly earnings of engineers, but that condition prevails at all times,

does it not! Men come and men go. If you wanted to get a sort

of a bird's eye view of operating conditions, the relative pro-

portion of men earning a certain amount, yes.

Mr. Sheean : Well, then, men come and men go. One man
comes on the tenth and works until the twentieth. He goes on

the 20th. Another man takes his place on the 20th and works

until the 30th. Together they have worked two-thirds of a

month, or twenty days out of the 30. Do you think it is fair to

show tliat two men each earned less than $100 a mouth, each of

them working ten days in a month?
Mr. Lauck: I tliink so, if we wanted to get an idea of

operating conditions. For instance, take a railroad contractor

or cotton mill in the South, where you may employ labor that is

uncertain as to regularity. They will have 25 per cent more

people on the payroll than there would be working, and the earn-

ings fluctuate on account of those conditions, per man or per

employe. If that is a condition of railway operation, why, I

think that it ought to be considered in this connection, although,

as I sav, if vou restrict it absolutelv to the number of men—if

I
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you eliminate all men earning less than $100 per month—all

engineers, and all firemen earning less than $65, the proportions

earning above that will not be much att'ected. I am simply taking
the figures as you gave them, that actually there were a certain

number of men that did actually receive these amounts. Now,
whether they were working full time or not, I have not taken

into consideration.

Mr. Slieean: I just wanted to get clear your idea as to

what extent it would be fair to count every man who worked any

part of a month, in finding the monthly earnings of the men.

Take the instance which appears, not infrequently through these

detailed data, if you examine them, of men who quit work on

the second day of October. Other men, presumably, took their

places and worked the rest of the month. Do you think it proper
to show that there were two men working through the month
of October, the one man having worked one day and the other

having worked the 30 or 29 ?

Mr, Lauck: I think so. That is what has been done, has

it not? Suppose there would be a certain percentage of illness,

or certain percentage of accidents among railroad employees,
which you must provide for

; you w^ould have to have men to take

the places of men who became sick, or who met with an accident

in the operation of trains. Well, that would be a natural condi-

tion of the operating force, whereby there would be a certain

proportion earning less than $100 a month. If the fig-ures as

given in Exhibit 29, correctly represent the operating conditions

of railroads, well, then, I think, we are justified in saying these

men earned less than $100 a month, but I have not made any

inquiry as to why they earned less than $100 a month—whether

it was through their own laying oif or whatever cause it was—
simply taken the figures as given in exhibit 29.

Mr. Sheean: Well, you made no examination then as to

whether or not the reasons reported by the railroad com]:)anies,

where inquiry was made, where the earnings fell below $65 and
below $100—whether or not those did show that it was not inci-

dent to the business, but was due to the personal equation of the

men? You made no investigation to ascertain that?

Mr. Lauck: Not beyond what you made, and as I under-

stand, your investigation was purely an arbitrary investigation.
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You said if a man does not earn $100 a montli, we don't want

him, didn't youf
Mr, Sheean: No. I thono-ht you misunderstood it. No,

Mr. Lauck.

Mr. Lauck: Tliat is Avliat Mr. Keefe's testimony was, I

th ought.
Mr. Sheean : If you will read the form. Did you read the

form that accompanied this 1 I thought you had that misunder-

standing.
Mr. Lauck: I don't think it was misunderstanding, Mr.

Sheean. At the bottom of the table it appears there.

Mr. Sheean: Well, the form that accompanied it. No in-

quiry whatever was made, Mr. Lauck, as to any engineer who
earned more than $100. Even if he only worked ten days out of

the twenty, we treated him as being available the full montli.

No inquiry was made about a fireman who earned more than

$70 a month-

Mr. Lauck: Yes; that is my understanding.
Mr. Sheean : But we treated him as having been available,

although he might have worked only twenty days.

Mr. Lauck: L'nderstand, I am not disputing the point of

being available, but that the fact was the man was working.

Wliy he did not work the full month, I don't know.

Mr. Sheean: But if the payroll showed, Mr. Lauck, that

the engineer drew less than $100 a month, then inquiry was made
as to whether that was all that he had the opportunity of earning,
or whether he declined to avail himself of the opportunity to earn

more than that.

Mr. Lauck: You mean you made inquiry of these 14,000

men ?

Mr. Sheean: Yes. Where is the form, Mr. Keefe?

Mr. Stone : Mr. Lauck, in the final analysis, it is not whether

he was available or whether he was too lazy to work. The final

analysis in the whole thing is how many dollars did he get out

of the pay car, is it not?

Mr. Lauck: Yes; the final analysis to me is that he was

part of the operating force. He was part of the total number
of men employed, although I am not perfectly willing to exclude

the 14,000. Let it go on the 49,000.
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Mr. Stone: Yes; if you get any more satisfaction out of

that, let ns do it that way.
Mr. Sheean: Mr. Lauck, what is your criticism, if it bo a

criticism, of the form followed of inquiry?
Mr. Lauck : I am not criticizing it, Mr. Sheean. I thought

vou were criticizing me.

Mr. Sheean: Well, I was trying to find out in just wliat

manner you reached the conclusion that an engineer who worked
the first day of October and took a vacation all the rest of the

month, should be shown, and who drew for that one day $7.40—
should be shown as being a man who earned less than $100!

Mr. Lauck: I don't criticize that at all.

Mr. Sheean : No, but you show that man as a man who
earned less than $100.

Mr. Lauck: Yes.

Mr. Sheean: Now he laid off an assigned run. Another

man was put in his place, and he drew the $7.40 each time that

he made the trip, the rest of the month. Perhaps the second

man may have run for ten or fifteen days. AVell, say, ten days,
so that would still be under the $100.

Mr. Lauck: He would be an extra man then. He only had
ten days' opportunity.

Mr. Stone : Would not all three of those men in the exam-

ple you gave be in the employ of the company!
Mr. Sheean: And they would all three be shown as three

men who had the opportunity of earning less than $100 a month.

Mr. Stone: That is probably all they did earn, though,

during the month.

Mr, Sheean: Well, it certainly is true, Mr. Stone, that if

a man worked the first day of October and went fishing or on a

trip the rest of the month, then that is all he earned.

Mr. Stone: That may be true, Mr. Sheean, but if you
wanted him real bad, you would tell him to put away his fish pole
and line and go to work.

Mr. Sheean : Yes
;
and that was the purpose of the inquiry

as to whether he was on duty the whole of the month or not.

Mr. Lauck: I don't think it makes any great difference

whether you consider it one way or the other, if you consider

the total operating force, which seems to me to be perfectly

proper. That is, you have a certain number of men you have to
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use to operate the road, and tliroiigh certain conditions a certain

proportion earns less than $100. It is not claimed here that

these men could not have earned more than they did, if they

had wanted to, but it is claimed here, as a matter of actual

operation, it happened, either through the fact that they wanted

to lay oli". or wanted to go somewhere, or were ill, or whatever

condition it might be, that they did earn less than $100. It' is

not claimed that they might not be able to earn more.

Mr. Stone : Neither is it claimed they were worth more or

worth less. You simply took your figures and made a graphic
chart of it,

Mr. Lauck: It is simply a condition of the operation we
found included in their figures.

Mr. Nagel: Your table is intended to show a condition

under which the road is operated.

Mr. Lauck: Yes, sir.

Mr. Nagel: Now, do you think that condition should be

considered in fixing a general wage?
Mr. Lauck: Yes, sir; so far as the railroads or the Com-

mittee of Managers are putting this exhibit in, to illustrate the

method of wage payments or the amount of earnings of the men,

why then the fact as to the relative proportion earning certain

amounts, it seems to me, should uudoubtedly be taken into con-

sideration, rather than isolated men, individual earnings of whom
are shown. That is, if you would eliminate all of these men that

have been eliminated from consideration, you would have the

men who were making the maximum possible under the condi-

tions. You w^ould have earnings for the men who made the

maximum amounts, under the operating conditions.

Mr. Nagel: Well, if it is true that there are always men
who are not regularly employed, do you think that fact furnishes

a reason for an increase in wages?
Mr. Lauck: No, sir.

Mr. Nagel: Now, the condition wliicli you have demon-

strated here may be attributed to a man's unwillingness to work,
or to illness, or to the road's inability to furnish work?

Mr. Lauck : It may be a decline in traffic, yes, sir.

Mr. Nagel: And you think that, regardless of the reason

which brings about this condition, the condition itself should

not be considered in fixing wages?



6473

Mr. Laiick: Not in lixiug the rate, no, sir.

Mr. Nagel : Not in fixing the rate ?

Mr. Lanck: No, sir.

Mr. Nagel : Now, suppose a man is on the list of engineers
or firemen and has to hold himself in readiness for service, when-

ever called, and the road is able to give him only irregular em-

ployment. Do you think that fact should be considered in fixing
his compensation when he does work?

Mr. Lauck: No, sir: As I look at it, he is passing through
a period of apprenticeship, getting ready for more regular work.

The object in presenting this is not to make an argument upon
that basis, Init we have felt that the stress that has been put

upon earnings, and especially upon high earnings, as given

out, is a representative picture of the operating con-

ditions, and that these men of whom we have heard so

much, as earning so much, are comparatively few in number and

relatively unimportant, looking on the operating conditions as

a whole.

Mr. Sheean: Mr. Lauck, if those high men who earned

these large sums received those amounts under schedules in

which these low earnings in that month, on the same road, also

accrued, then the remedy for present conditions, if those condi-

tions are to be remedied, is not in any change in the rate or scale

of wages, is it?

Mr. Lauck: Yes; of course you have a certain number of

men who did not work, or probably would not work regularly,
not matter what the rate was. Then, you have a certain num-
ber of men, say, firemen, earning less than $75, who probably
work regularly, but at the prevailing rate could not make more
than $75. Then, you have certain conditions whereby, no mat-

ter what the rate was, the railroad could not otfer sufficient

employment for the man to make $75.

Mr. Sheean: But if you found upon that same railroad

and working under the standard schedule on that road, the high
earnings which you say are a negligible part in the percentage
of the entire service—

Mr. Lauck: In the payroll.

Mr. Sheean: In the payroll; but if, under that schedule

and the rates therein provided, these large earnings are avail-

able, the cure for the conditions about which you complain, if
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they are to be cured, is not tliroiig-h a change in the rates pro-

vided in tliat uniform t-chedule. Tliat is, the fact that there are

these high earnings, wliether they be one per cent or less than

one per cent luider that schedule, it shows that the schedule and

the rates provide liberal compensation when the work is per-

formed, c]oes it not?

Mr. Lauck: For that specific class of service, yes, sir.

Mr. Slieean: For that specific class of service. Then, if

it is shown that in each of the classes—x^^^senger, local, through

freight
—on i)articular roads there be these high earnings, even

though in a small percentage, why, that shows that the condi-

tion to which you call attention as to these other men, is not

because of any lack of adequacy in the schedule, does it not?

Mr. Lauck: Well, that may be due to lack of adequacy in

the operating conditions. It might be that, but—
Mr. Slieean: That is, you mean as to the ability to get

traffic and furnish enough to give employment!
Mr. Lauck: Well, the adjustment of employment in runs

and so forth.

Mr. Stone: Might it not be due to the fact that they run

from 6,000 to 7,000 miles in a month, that they get the high rate?

Mr. Lauck: It might be due to that.

Mr. Stone: But the fact does remain that one man out of

every 2,000 gets over $325, according to your table!"

Mr. Lauck: Yes. The one point, it seems to me, in get-

ting'the correct picture, is to take the normal idea. That is the

idea I have in presenting this, to show that the normal man is

the man between $125 and $150—the normal engineer and they
run about—I think about 29 per cent between $125 and $158,
and about 55 to 60 per cent below $158.

Mr. Stone: According to your figures, IVIr. Lauck; on page
4 in the table, 10,400 engineers out of the 28,000, are between
the $100 and $150 rate?

Mr. Lauck: Yes. It showed on a per 1,000 engineers em-

ployed, on page 3. There we have out of each 1,000 employed,
134 engineers receiving less than $100; from $100 to $150, we
have 369 engineers out of each 1,000, or below $150 a total of

about 50."> engineers, I think, out of each 1,000 employed.

Mr. Byram : If these engineers and firemen were all paid
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on an hourly basis, there would not ])e any problem snch as we
are discussing- here, would there ?

Mr. Lanck : I do not see that.

Mr. Byrain : If they were all i)aid on an hourly basis, there

would not be any question about how much they earned in a

month, providing- they worked.

Mr. Lauck : Do you mean the monthly rate ?

Mr. Byrani : The equivalent of the monthly rate, so many
hours per day, at a certain amount per hour. There would not

be any question about fluctuations in their earnings per month?
Mr. Lauck : No, if they were put on a monthly salary 1

Mr. Byram : Or an hourly rate, instead of mileage and
these other rates.

Mr. Lauck : That would probably be true.

Mr. Stone: About how far do vou think thev would get a

man on the Burlington fast mail, working by the hour, if they
worked him sixteen hours, leaving here in the morning at 2 :15

A. M.?
Mr. Lauck : That would depend altogether on how fast the

train ran.

Mr. Stone: He would be over in Nebraska, would he not!

Mr. Byram: It would depend on how long the road was,
would it not!

Mr. Lauck : Yes.

Mr. Burgess: Just to see how it follows, if I understand
the purpose of this table, it was to set forth before the Board
in a graphic way, approximately speaking, about what the engi-
neers drew in the month of October, 1913, was it not? Is that

right f

Mr. Lauck : Yes, as reported by the railroads in their Ex-
hibits 25, 26, 27, 28 and 29.

Mr. Burgess: And it was not the purpose of the exhibit

to influence or attempt to bring any information to the Board,
relative to whether the rates now in effect were adequate or

inadequate, was it?

Mr. Lauck: No, sir. It was the intent to show, though,
that this exhibit, so far as stress is being laid upon the men of

high earnings, that they are not representative of actual operat-

ing conditions, that they are a negligible quantity in considering
the adjustment of the wage scale.
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Mr. Burgess: Yes, but it was not intended, as I stated

before, to guide the Board, or influence tliem, or to bring to them
information relative to the question as to whether the rates were

adequate or inadequate?
Mr. Lauck: Xo, sir, it is just putting in graphical form,

in another way, what is presented by the railroads.

Page 3, at the bottom of the page, shows the number of

engineers earning each specified amount for each 1,000 employed,
and it is shown there that the number earning $250 to $275 per
month were only ten out of 1,000; earning $275 to $299, only
three out of 1,000; earning $300 to $325, only one out of 1,000,

and earning $325 or more, only one out of about each 2,000 em-

ployed. So these high paid men are comparatively inconse-

quential in considering the range of earnings of locomotive engi-

neers. The detail of that chart is given on page 5.

Mr. Stone : Before 3'ou pass to that sheet, that paragraph
at the top of page 4 shows that over 50 per cent of the total

payroll for October, went to engineers earning less than $150 a

month, does it not?

Mr. Lauck: Yes, that is just stating the groupings in an-

other way.
Mr. Stone : Less than 6 per cent of the total payroll in the

month of October, was paid out to engineers whose earnings

ranged at $225 or higher.

Mr. Lauck : Yes. Then I have a table on page 4 showing
the number of engineers earning less than $200, for each engi-

neer earning $200 or more. That is, the total number of engi-

neers was 28,446. The number earning less than $200 was 24,427.

The number earning $200 or more was 4,019 ; or in other words,
for each engineer earning more than $200, there were six engi-

neers earning less than $200. The ratio on that line of division

would be one to six, or six earning less than $200 to one earning
above $200.

Mr. Sheean : One-sixth of all the engineers in this Western

territory were getting over $200 a month ?

Mr. Lauck: For each one earning $200 or over, there

would be six earning less than that, or answering your question,

al)out one-seventh were earning $200 or over.

Mr. Sheean : Out of a total of 24,000 engineers, over 4,000

were getting over $200 a month?
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Mr. Laiick: I tliink that is about correct, about one-

seventli getting over $200 a month.

Mr. Sheean:. You give the iigures there, I think, do you
not?

Mr. Lauck : On page 5.

Mr. Sheean : On page 4.

Mr. Stone : On page 4, you give the number in the table ?

Mr. Sheean: There are over 4,000 of them earning over

$200 a month.

Mr. Lauck: Yes.

Mr. Stone : Earning $200 a month in the month of October.

Mr. Lauck : And 24,000 of them earning less than $200.

Mr. Sheean: Yes, and their distribution is shown previ-

ously.

Mr. Lauck: Yes. Then, eluuinating the men below $100

a month, there w^ould still be 20,000 men earning less. Are there

any further questions? If not, I will take up next the firemen.

I will take up the next, the firemen, then.

Mr. Stone: Have you computed page 5, that table, in a

different way?
Mr. Lauck: It is the basis of the diagram, yes, sir. It

shows the percentages upon which the diagram is based.

Mr. Stone: All right. Take up the firemen.

Mr. Lauck: The chart on page 6 makes a similar graphic

presentation for the firemen. We have there, according to this

method of distribution, 35.54 per cent of the firemen earning less

than $75 per month, or more than one-third that you might say
drew less than $75 from the payrolls of October, 1913, for what-

ever cause may have been effective.

About 55 per cent earned less than $91 per month.

45 per cent earned less than $83 per month.

55 per cent averaged less than $91 per month.

And only one-tenth, or one in ten of the firemen working
in October, 1913, earned between $91 and $100. And slightly

less than one-tenth, or about one in twelve, earned between $100
and $108.

7.74 per cent earned between $108 and $116. Tliat would

be about one in sixteen earned between $108 and $116. And
about the same proportion earned between $116 and $125.
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Practically all of the firemen iu which any groups of any
consequence are shown, are below $125.

As you ascend upwards in the scale of the service, they
become smaller and smaller, until we find that there are less

than 3 per cent, or less than one out of each thirty-three, who
earn more than $150 per month

;
the number of firemen earning-

between $158 and $166, being only 69/100 of one per cent of the

total number of firemen employed ;
the number between $166 and

$175 only being 38/100 of one per cent of the total number

employed; and between $175 and $200 only 40/100, or 4/10 of

one per cent; and the number of firemen above $200 was only

8/100 of one per cent. They could not be shown graphically.

That is expressed in the form covering each specified amount

per month, for each 1,000 employed, on page 7.

Mr. Stone: How many firemen do you show here?

Mr. Lauck : 32,321. Or, we have 355 out of 1,000 drawing-
less than $75 during the month of October

;
198 drawing between

$75 and $91 ; 92 only out of 1,000 drawing between $91 and $100.

Only 86 out of 1,000 drawing between $100 and $108. Only 75

out of a thousand drawing between $108 and $116.

There was a grouxi of 111—slightly more than one-tenth—
drawing $116 to $133. And then they decrease in groupings,
until we find that the numlier drawing between $150 and $175

were only 23 out of each 1,000 employed. From 200 to 225, only
one out of each 1,000 employed and $225 or more, less than one

out of each 1,000 employed.
The percentages are worked out on the two tables which are

attached to the back of the exhibit.

Mr. Sheean: Mr. Lauck, then I take it you did check sheet

No. 24 of this Exhibit 29.

Mr. Lauck: I computed percentages on the basis of that

sheet.

Mr. Sheean: On the basis of that! Now, if the theory
of the Conference Committee of Managers be correct, that it is

proper to exclude a wiper in a roundhouse who is called to make
one emergency run, in ascertaining what the earnings of firemen

may be, then your chart here, as to firemen who earned less than

$75 a month, would be clianged from 35.54 to less than 9 per

cent, would it not, as shown by our chart 4. That is, without

debating now the proprieties of the theory.
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Mr. Lauck: Oh, yes, you have eliminated over one-fifth of

the total number of employes on your sheet 4. You have elim-

inated 10,000 firemen on sheet 4-.

Mr. Sheean : But we have shown in that column 1,967 of

them earning less than— Yes, over 2,000 earning less than $75

a month, where we had no record as to whether thev were or

were not available.

Mr. Lauck : Well, I would be perfectly willing to say that

2,000 earned less than 75 a month, and the other 8,000 we didn't

know anything about.

Mr. ^Sheean: What is it!

Mr. Lauck: I would be perfectly willing to say that 2,000

of the firemen on sheet 4 earned less than $75 a month, if that

is the correct figures there; and there were 8,000 others that

earned less than $75 a month. But it may have been due to

traffic conditions. It may have been due to their own desire not

to work. Or, it may have been due to some other cause.

Mr. Sheean : And Mr. Lauck, the inquiry was prosecuted
as to whether or not it was due to traffic conditions, or due to the

voluntary act of the firemen in each case, and we counted all

persons here, except where it was affirmatively shown that it

was because of their own act, and not because of the conditions,

that they didn't earn more money. Don't you think that is a

proper way of doing it ?

Mr. Lauck : I think it is all right. But in your sheet 1, you
used everybody in making your average.

Mr. Sheean: Yes, counted roundhouse foremen—
Mr. Lauck: If you considered the "grease monk" which

you sjioke about, in taking the engine from the roundhouse,—
that is what they used to call a man who wiped an engine off in

the roundhouse. I don't know whether that is the technical

term now or not. If you had a man of that kind, who worked
one day, and you did consider him in sheet No. 1, you see your-
self—

" '

Mr. Stone: They also show him in their October list of

payrolls, that they furnished us with, do they not?

Mr. Lauck: Yes.

Mr. Sheean: Yes, Mr. Lauck. That sheet No. 1 was a

mere transcript of the payrolls, was it not?

Mr. Lauck: That is as I understood it, yes, sir.
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Mr. Sheeaii: And if a man drew money for doing any fir-

ing work, lie would appear tliere as an engineer?
Mr. Lanck: Yes, sir.

Mr. Slieean: Now, all I want to get at, Mt. Lauck, is

wlietlier or not it is not the fact that sheet 24 of this exhibit 29

would change this graphic sketch from 35 per cent down to about

9 per cent of those who were below $75 a month?
Mr. Lauck: Of sheet 4?

Mr. Sheean: Yes.

Mr. Lauck: Yes, that would reduce it to—wait, I will tell

you the exact per cent. Are you speaking about the firemen now,
Mr. Sheean?

Mr. Sheean: Yes.

Mr. Lauck: Sheet Xo. 4 would show only about 9 or 10

per cent of firemen earning less than $75 per month.

Mr. Sheean: Oh, I did not see this last sheet, Mr. Lauck.

You have on the second sheet here carried out the tabulation on

the basis of sheet 4.

Mr. Lauck: Of sheet 4?

Mr. Sheean: Yes.

Mr. Lauck: But, of course, I don't agree Avith sheet 4. I

mean I have done that to be consistent, but I think you ought
to account for those other 13,000 men.

Mr. Sheean: Well, just how would you account for them,
Mr. Lauck, other than to write to the superintendent or the per-

son in charge, and say, ''Now, Mr. Superintendent, unless you
can affinnatively show us that this man was oif duty of his own

accord, we will have to consider him as being available the entire

month. Therefore, we will exclude only those where you can

affirmatively state that he laid off a certain designated part of

the month." Just what other course would you adopt, if you
wanted to get at the facts?

Mr. Lauck: Well, that would be all right if you Avanted to

get at the facts. If they did do that. If you Avanted to get at

the facts as to the men's earnings Avho Avere running regularly

during the month, that Avould be all right. But Avhy these men
did not run regularly during the month Ave don't know. That

is, there may have been a fireman—we find in your annual earn-

ings that a fireman ran two months, maybe an engineer, and then

he Avould lay olf the next month, and there seemed to be recurring
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periods when the men lay off, which the men claim are due to

the exactions of the work, in the case of the firemen especially.

And then I did not understand that you went so far as to get

specific returns on each one of these thirteen men.

Mr. Sheean: You did not examine the supporting data,

did you!
Mr. Lauek: I examined the supporting data, and also you

note at the bottom of the table, from Mr. Keefe's testimony!
Mr. Sheean: Yes. Well, now, for instance, a report of

leave of absence from 10/15 to 10/18, taking a leave of absence,

do you think that—
Mr. Stone: May I ask you a question! Isn't he still an

employe of the company while he is on leave of absence?

Mr. Sheean: Unquestionably, Mr. Stone. But I did not

understand that he was under jiay on the schedules at that time,

or that if a man laid off for thirty days, that, in an arbitration

proceeding, you would claim it was proper to show he had no

earnings, because he was still an employe of the company, but

did not earn anything during the month.

Mr. I^auck: Probably I could make it clear as to my posi-

tion by the further statement, that is, if this man was laying oft"

as a result of operating conditions, he ought to be considered,

it seems to me. If he was laying off just for some other reason,

to enjoy himself, or if he was given 90 days for some breach of

discipline, or something like that, he should not be considered,

Mr. Stone: Suppose he got thirty days' discipline, should

he be counted then, Mr. Lauck!
Mr. Lauck: I don't think so.

Mr. Stone: Suppose he became entirely worn out, and laid

off fifteen days to rest, should he be counted then?

Mr. Lauck: I think so, yes. But in any case, it makes no

great difference, except in the men earning below these specified

amounts.

Mr. Sheean: It makes this difference, which may seem im-

material to you, that as to the showing of firemen, only 9 per

cent of them are less than $75 a month, whereas, you show, on a

graphic chart, 35 per cent of them.

Mr. Lauck: Your 9 ]ier cent were the men who wore work-

ing full time!

Mr. Sheean: No, not full time.
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Mr. Lauck: Not necessarily full time, but working regu-

larly. On your basis tliey were available during the month for

duty. Your basis of regularity is $75 a month, I believe, or $65.

Mr. Sheean: No, Mr. Jjauek. No inquiry at all has been

made as to those below that, and then, extending into those who,
for some reason—it was not shown why—didn't earn more. Mr.

Lauck, is there any dispute about this proposition, for instance,

in this exhibit, that has been introduced here, this photostat of

the payroll f Mr. E. G. Rife, (/liicago, Milwaukee & St. Paul,

making one trip, and getting $3.98 for it. ( )pposite that "Brake-

man used in emergency." Now do you think there is any ques-

tion but that Mr. Rife, a brakeman used in an emergency and

earning $3.98 as a fireman, is not a proper ])erson to include as a

fireman who earned less than $100 a month ?

Mr. Lauck: Well, an exceptional instance of that kind—
there are not 13,000 instances of that kind, are there f

Mr. Sheean : Let us take one of them. 1 do not know what

vou call it. Even if vou thought we had too manv of them,

would it not have been better to get at the cases in which you

thought we had not, upon the return, authority for excluding

them? Right below that, take the case of a roundhouse man,

emergency, making one trip, $3.72.

Mr. Lauck : You included him in your sheet 1, did you not?

Mr. Sheean: He drew $3.72 as a fireman, and we showed

the detail, and then we showed why we excluded him in getting

at the earnings of firemen in the second one. Do yon think it is

proper to take Mr. W. M. Lovell, making one trip as a fireman,

who was a roundhouse man, used in an emergency to fire one

trip, as being a fireman earning less than $75 a month?
Mr. Lauck : If you want to get a report showing as to the

firemen, as to what the firemen as a rule made per month, I say

no, it should not be done.

Mr. Sheean : AVhat were we trying to get here ?

Mr. Lauck : You were trying to give here a representation

of the operating conditions, and the different relative propor-

tions of men earning each specified amount per month, not of

men who are available for duty all the month, or the men who
are working full time. You do not mean to say that 90 per cent

of the firemen make more than $75 per month on these rail-

roads ?
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Mr. Sbeeaii : AVlio are available for duty, yes.

Mr. Lauek: You mean working full time?

Mr. Slieean: No, available for duty during tbe month,

working ten days or twenty days, who are available for duty

during tbe entire month, but who may have worked only

twenty days.
Mr. Lauck : I do not get your idea. I did not understand

that you made that claim, that there were 90 per cent who were

regularly employed, who earned more than $75 a month.

Mr. Sheean : And who Avere availalile for duty ?

Mr. Stone: Including extra men and everybody else who
were available for duty !

Mr. Sheean: I do not understand that extra men are

available.

Mr. Stone : Why not! You have a list of fifteen or twenty
men on tlie board, who are subject to call whenever they
need men.

Mr. Slieean : They maj' be or may not be. It does not in-

clude the extra men. An extra man is a man looking for em-

ployment, getting it if it is there.

Mr. Stone : Xo, he has got employment, Init the probability

is he has not got as much employment as he would like to have-

He cannot sell his time to anybody else. He has sold it to this

particular company.
Mr. Sheean : I do not understand that he lias sold his time

to the company. Wherever he has, and has gotten to the place

where they take his time, and he is beyond the stage of an extra

man, and he becomes a regular man, it is the claim of this exhibit

that 90 per cent of the regular firemen did draw over $75 a month,
and it is there for them to draw if they are available.

Mr. Stone : If a man has worked four or five or six vears,

and got up to a regular assigned run.

Mr. Sheean : Not a regular assigned run, no.

Mr. Lauck : Then you eliminate one-fifth of the persons
who classifv as firemen. In order to make that deduction, vou

eliminate 10,000 men, in order to make that statement.

Mr. Sheean : No. Let me ask you this : Do you think it is

proper to take the case, w^e will say, of a brakeman used in an

emergency? Or, here is an engine watchman used in an emer-

gency. Do you think it is proper that such men should be elimi-
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natedl We sliow here the particular men who were eliminated.

Let US take any one of the roads, as to these firemen. I am read-

ing from page 1848—
Mr. Lauck: My criticism there, would be this, in general,

that if your statement as set forth in the exhibit relative to the

firemen or engineers either, is true, it requires the elimination

of one-third of the entire operating force to make that statement

possible. That is, they may be brakemen, firemen or watchmen,
or whatever they may be. You take 10,000 men who are em-

ployed as firemen, and eliminate them in order to enable 20,000

men to make $75 a month.

Mr. Stone: Mr. Lauck, a man on the extra board is em-

ployed and is subject to call, and if they do not find him when

they call him, he is disciplined.

Mr. Lauck : Yes. He is one of the 10,000.

The Chairman: Eight at that point, Mr. Stone, I should

like to ask you a question. ,

Mr. Stone: Certainly.

The Chairman: Suppose the kind of a man you describe

is employed by the railroad. Does he have to remain so that he

may be ready to answer in the event that he is called !

Mr. Stone: Yes, and if they do not find him, he is dis-

ciplined.

The Chairman: Is he required at all times to advise the

railroad, by telephone, or otherwise, as to where they can find

him?
Mr. Stone: If he goes away, where they cannot find him

at his regular boarding house, he will have to notify them where
he is going, and he cannot leave town without permission of

the foreman, or his immediate supervising officer. A man on

the extra ])oard is liable to be called at any time, and he must
be where he can be found.

The Chairman: Suppose he secured employment at $L00 a

day, or at $5.00 a day, at some other vocation?

Mr. Stone: He would not be allowed to do it.

Mr. Sheean: What schedule prohibits that?

Mr. Stone: What schedule?

Mr. Sheean: Yes, or what practice prohibits that?

Mr. Stone: It is an ironclad rule of the company that you
cannot sell vour time to anvbodv else.
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Mr. Slieean: In these two tables, Mr. Lauck, there are cer-

tain men on the tabulation who have been omitted in one and

included in the other.

Mr. Lauck: Yes, 13,000.

Mr. Slieean: Xow, instead of criticising the ones we have

omitted, in detail, you have gone and included them all, com-

pletely. You will observe from the exhibit that we furnished the

names of all the men that were included, in each case?

Mr. Lauck: I have not gone through this in detail, but my
idea was just simply taking the statement that they were earning
less than $75 or $100, which is undoubtedly the fact, whoever

they may be, extra men, special men, or whatever kind of men

they are.

Mr. Slieean: Let us just take one case. Here is the Bur-

lington, showing a list of the ones omitted. Mr. E. Feyereison,

earning' $9.63, employed on the 27th, and left on the 31st. Do

you think that notation is sufficient excuse for not showing Mr.

Fevereison as a man working the entire month, and avIio was
not able to earn more than $75 f He was employed on the 27th,

and left on the 31st. Should he be counted or not counted!

Mr. Lauck: If you are counting the men who earned less

than $75 a month, he should be counted, of course.

The Chairman: I want to ask one more question on that

point. I want to get it straight in my own mind. Mr. Stone,

I think I will ask you. Suppose a. fireman is employed, receiv-

ing, say $3.75 a day. He is on this extra board, or whatever

you call it, subject to the call of the railroad. Now, suppose dur-

ing his vacation, or the time he is not at regular work, he has

secured some employment at $5.00 a day, and he is ready to go
to work in the morning at this work which pays him $5.00 a day

during the interim. In the meantime, he is called by the rail-

road. Now, if he goes to the superintendent and reports the

fact that he has this job, and would like to work at it on that

day at $5.00 a day, would he be excused, and permitted to do

that work?
Mr. Stone: I will simply state what, in my opinion, would

happen. They would simply say, ''Well, you are either going
to work for the railroad" or you are going to work for this other

man. You cannot work for both. You will have to make your
choice, which vou will take?"
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Mr. Byram : Would not that depend on wlietlier there were

more extra men available !

Mr. Stone: I do not know of a single case—and I am fairly

familiar with conditions—where men on the extra board are

allowed to take np employment with another employer except
the company they work for, while they are on the extra board.

The Chairman: My purpose in asking the question was to

see the extent to which such a man was obligated to the railroad

in respect to the service required.

Mr. Stone: The railroads will require his services when-

ever they call on him, and he must be ready to respond, or he is

at once taken off the board and discharged, unless he has some

mighty good excuse, and in times of stress, that excuse is a

doctor's certificate.

The Chairman: Suppose there were other men wlio could

take his place and go to work?
Mr. Stone: If he is first out, he is called, and he must re-

spond, unless he has sickness in his family, or is sick himself,
he has got to go.

Mr. Byram: Are they not allowed to lay off unless they
are sick?

Mr. Stone: If they have plenty of men, sometimes, yes.

Mr. Byram: That is the condition that the Chairman de-

scribes.

Mr. Stone : But a man must be ready to go out on the road

whenever he is needed, and every man who has worked during
time of stress knows that that is true, that at such times every
man works up to his limit.

Another thing, Mr. Chairman, there is no guaranty of a

man on the extra board being paid a daily wage. He is not paid

anything for the time he is waiting. He is paid only when he

actually goes out and ])erforms service. He may be first out,

and yet have to wait two or three days before he is called, and

during that time he receives no pay.

The Chairman: I understand that, I beg Mr. Sheean's par-
don for interrupting his examination. I wanted to understand

about this. We will now take a recess.until 2:30 o'clock.

(Whereupon, at 12:30 o'clock P. M., a recess was taken until

2:30 o'clock P.M.)
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After Recess.

W. JETT LAUCK was recalled as a witness, and having
been previously sworn, testified as follows :

Mr. Slieean : Mr. Lanck, the only draft that yon have made
here is as to sheet No. 1 of Exhibit 29, in which all men who at

any time during the month fired an engine or acted as engineer
on an engine, are included.

Mr. Lauck: Yes, sir.

Mr. Sheean : Now, I note that on our Exhibit 29, on sheet

No. 2—sheet No. 1 included men such as the men we referred

to this morning, a brakeman used in an emergency for a single

trip, or a roundhouse man used for a single trip, while sheet No.

2, of that Exhibit 29 excluded men of that class, but included

all extra men, regardless of their earnings. Did you make any
graphic chart showing what the result was if you used all the

extra men and excluded only those who were excluded on sheet

No. 2?

Mr. Lauck: I did not make that, because sheet No. 4 is

the only one in which you show the number in each group. That

is the part you show on that.

Mr. Sheean : No, sheet No. 1 shows all men.

Mr. Lauck : All the men, yes.

Mr. Sheean : Sheet No. 2 takes out men such as the brake-

man used in emergency, the man employed on the 27th, and who
left on the 31st.

Mr. Lauck : But it does not show it, according to my recol-

lection, by groups. It shows an average.
Mr. Sheean : No, it is in precisely the same form as No. 1.

Mr. Lauck: As No. 1, but not as No. 4. You see, I base

these percentages on sheet 4, because you have classified by
groups there.

Mr. Sheean : Yes, but you could have applied sheet No. 4

to sheet No. 2, in the same way that you applied sheet No. 4 to

sheet No. 1, could you not!

Mr. Lauck : Oh, I could have done that, yes, sir.

Mr. Sheean: And sheet No. 2 is made up to show all of the

extra men, irrespective of how long they worked!

Mr. Lauck: How many men are there on that sheet!

Mr. Sheean: 51,596, including hostlers. Total firemen,

24,279; total engineers, 25,043.
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Mr. Laiick : That would be 3,000 less firemen and 7,000 less

engineers than are shown on sheet 1.

Mr. Sheean: Yes, on sheet No. 1 you count as a fireman

on that sheet, Mr. E. G. Eife—turning to this Exhibit No. 28,

in which we give you the detail of men who are excluded—you
count as a fireman Mr. E. G. Eife, a brakeman, who, on one trip

was paid $3.98 as a fireman, for one trip, although he was a

brakeman. You count him as a fireman in your compilation?
Mr. Lauck : I count him as part of the operating force, as

set there in the exhibit.

Mr. Sheean: And you count his entire earnings through
the month as being $3.98?

Mr. Lauck: Yes.

Mr. Sheean: And so the same men that were referred to

on this single page—take Mr, Grimes, who appeared on the same

page, employed October 23, and earning $19,32. You count him
as a fireman working in the month of October?

Mr. Lauck: Yes, that is true, I took the operating force

as 64,000, or as 28,000 engineers and 32,000 firemen.

Mr, Sheean: On this same page, taking the Chicago, Mil-

waukee & St, Paul, you show three men, one after the other, Mr.

Lovell, Mr, Bridewell and Mr. Theriault, roundhouse men, mak-

ing one trip each as an emergency fireman. In these locomotive

engineers and firemen you count this roundhouseman as a

fireman ?

Mr. Lauck : I count him as one of the operating force whom
you designate as firemen in your sheet No, 1, That is, I have

taken the figures just as they appear on sheet No, 1, where you

say the operating force is 28,446 engineers and 32,000 firemen.

Now if I understand the interpretation of the exhibit, would

there be 10,000 or 12,000 men of that kind? Do you count that

in the busiest month of the year there would be 12,000 special

men out of an operating force of 64,000 f

Mr, Sheean : I have not followed the totals, Mr. Lauck,

Mr. Lauck: Taking the total for sheet No, 2, if I under-

stand, the interpretation is that sheet No, 2 shows 51,000 men
and sheet No, 4 shows 64,000 men. You say, in sheet No. 2, that

you have excluded from sheet No. 1 special cases where they
w^ere of this kind, and I was wondering whether the operating
forces of the railroad are made up of one-fifth, one man out of
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five, being special cases, of roundhousemen and brakemen that

were temporarily firing or running an engine. It seems to me—
Mr. Slieean: No, because there was included also in that

the first one on this page, a man earning $9.63 who was em-

ployed on the 27th and left on the 31st.

Mr. Lauck : It would include employees.
Mr. Sheean : He is also excluded.

Mr. Lauck: Yes.

Mr. Sheean : And it would include all of the employes who
were available for duty the entire month, who earned less than

$100 as engineers and less than $75 as firemen.

Mr. Lauck : That was my understanding, that it would in-

clude men who could have worked if the opportunity had been

present to work
;
that is, extra men, and some men of course did

not want to work, some men were disabled, or something of

that kind.

Mr. Sheean: Sheet No. 2 included all of that, Mr. Lauck,

because you will note on sheet No. 2 also, all extra men, regard-
less of their earnings, are treated in this exhibit as available for

duty the entire month, but you made no application of sheet 4

to sheet No. 2?

Mr. Lauck : No, sir.

Mr. Burgess: Is that exhibit 291

Mr. Sheean : Exhibit 29, sheet No. 2.

Mr. Lauck: You then assumed that you had 7,000 extra

engineers and 3,000 extra firemen.

Mr. Sheean : No, I think not, Mr. Lauck. You say on sheet

No. 3 where you exclude the extra men, and also exclude those

not available for duty, the total number of engineers was 24,639.

On sheet No. 2, where you include extra men, there were 25,043,

which shows that there were something over 400—
Mr. Stone : 28,446 engineers, you show, Mr. Lauck.

Mr. Lauck: That was the point that I could not under-

stand. Then there must have been 4,000 men who were a part
of the operating force, who were special men pressed into serv-

ice and who were not working, or for some other cause did not

earn $100 as engineers, or $75 as firemen, during the month of

October, because there is a hiatus, a gap there of 4,000 men be-

tween sheet 2 and sheet 1.

Mr. Sheean: Yes. That is, about 4,000 men of the engi-
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neers who, diirin,^' llio month of October, were not available

for dnty, dnring tlie entire month.

Mr. Lanck: In other words, tliev did not work reo'ularlv

during- the month?
Mr, Slieean: Yes.

Mr. Lanck: Well, that is all that I understood about it,

that they did not work regularly, but, of course, that is a con-

dition of operation. There is always a certain proportion of

the men who do not work regularly.

Mr. Stone: Do you understand, Mr. Slieean, that that is

an abnormal number, or is that about the general number each

month that do not work!
Mr. Sheean: I would not be able to say as to that, Mr.

Stone. All that I was trying to get at was whether or not yon
count as the two men, Mr. Feyereison, employed on the 27th,

and left on the 31st, and the man whose place he took, coant

them as two men?
Mr. Lanck: Yes, I would count them as two men if they

appeared on the payroll during the month of October, if you
counted them on sheet 1. That is, my idea about the thing was

that 28,000 engineers and 32,000 firemen were the normal num-

ber of operating enginemen on the roads in question during the

month of October, which was a very busy month. Now, of

those numbers, a certain number earn more than $100 a month,
of the engineers, and a certain number earn more than $75 per

month, of the firemen. It was about 35 per cent of the firemen

and 13 per cent, if I recall correctly, of the engineers, that earned

less than these amounts. Now, they were normally a part of

the operating force, and are shown by you to have earned less

than $100 a month; that is what the proportion shows. Whether

they had an opportunity to earn that amount, or whether they
were laying off on account of sickness, or whether they were

special men working two or three days, I have not considered

at all. I have simply taken the numbers.

Mr. Sheean: And in counting the number you have

counted every roundhouse man who fired an engine at any time?

For instance, I notice one man here, on the Burlington, Mr.

H. 0. Carson, drew 99 cents in that month, for firing.

Mr. Stone: How could he when there is a minimum day?
Mr. Sheean: Well, this is an emergency man, I assmne.
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Mr. Stone. We could run down the detail of that. That was

some yardman or roundhouse man fired for four hours in the

yard.
Mr. Stone: He is entitled to a minimum day if he went

out and fired four minutes.

Mr. Sheean: Well, apparently then, this has not been

called to your attention. They only paid him 99 cents as fire-

man, and paid him the rest of his monthly wage at whatever else

he was doing- at that time.

Mr. Stone: They probably deducted the rest of it for

the Burlington Relief; that is the reason he got 99 cents.

Mr. Shea: Was that man included in the first column of

Sheet No. 1, Exhibit 29?

Mr. Sheean: Yes.

Mr. Shea: All of those men?
Mr. Sheean: All of those men.

Mr. Shea : And he took your figures to compile his table ?

Mr. Sheean : Yes, he took sheet No. 1, showing all of these

men, as explained by Mr. Keefe. It gave every man on the

payroll who drew any money in any amount as an engineer or

fireman. Then, sheet No. 2 of this was shown to exclude the men
of this sort, but to include all the extra men, regardless of their

earnings during the month.

Then sheet No. 3 was shown to include also the extra men
who made less than this amount.

Mr. Burgess : So that I may follow you. On sheet No. 1,

there is a total shown of 28,446 engineers and 32,321 firemen, and
in the last three columns of sheet No. 1 you show ' '

Average earn-

ings per day," and "Average earnings per man."
Mr. Sheean: Yes.

Mr. Burgess : Now to obtain those figures under those three

headings did you use this total number 24,446?

Mr. Sheean: Yes.

Mr. Burgess : And the same is true of firemen 32,000?

Mr. Sheean : Yes. So that they counted this 99-cent man
is getting that which Mr. Keefe explained on the stand as not

being a correct basis, in his judginent, but even though you
counted the man who only earned 99 cents as working an entire

month, it would nevertheless bring the average up to this amount

here, counting one man through the entire month. Then explain-
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ing why he thought sheet 2 or 3 would more nearly show their

true earnings, sheet No. 2 excluded the men below $100 and above

$75 who upon inquiry were found to have been not available for

duty, and which were—
Mr. Lauck: Mr. Sheean, may I ask just what that means,

^ ^ not available for duty ?
' ' There is 10,000 men not available for

duty.
Mr. Sheean: Yes. "Men not available for duty" is shown

in full, Mr. Lauck, on exhibit 28, Do you want the engineers or

firemen ? This shows exactly who were excluded.

Mr. Lauck: It seems such a remarkable thing to me, that

one man out of every five should not be available for duty in the

most active month in the year, and of the last four or five years.

Mr. Sheean : Pag6 1,848 of this exhibit, in which we show

in detail the names of the men, and just why they were excluded.

There were excluded in that, Mr. E. Feyereison, Chicago, Bur-

lington & Quincy, two days, paid $9.63; reason excluded, em-

ployed on 27th and left on 31st.

The second man is H. W. Haar. He earned $37.80 ;
excluded

because leave of absence 10 to 31 inclusive.

The third man is F. J. Lestina, who drew $31.81, excluded

because he was employed on the 22nd
;
and so on. In this exhibit

28, the name of each man excluded and wliv excluded is shown.

Mr. Stone : Mr. Sheean,
- do you think there are 12,000

names there like that?

Mr. Sheean : AVliy I assume we would have heard of it if it

did not check out, Mr. Stone. We furnished you with this ex-

hibit, the names on the payroll, and the name of every man ex-

cluded, and why excluded.

Mr. Lauck: I thought you only got explanations from the

men earning less than $50 a month.

Mr. Sheean : No, the explanation, Mr. Lauck, of every en-

gineer who earned less than $100 ;
of every fireman who earned

less than $70 in road service; and the hostlers, less than $65.

We asked for no explanation if the amounts were above that,

but gave them credit, or assumed—
Mr. Lauck: I thought you considered a man available for

duty if he made $100 a month. Then if he made less than $50

you asked the reason why he earned less than $50.

Mr. Sheean : Just to refresh your recollection, Mr. Lauck.

I
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On sheet No. 2,
'^
Inquiry as to whether men were or were not

available for duty during the entire month was made only when

Engineers and Motormen received w^ages less than $100.00 ;
Fire-

men in Road Service and Motormen-Helpers, less than $70.00:

Firemen in Yard Service and Hostlers, less than $65.00. There-

fore, all Engineers and Motormen whose earnings were $100.00

or more; all Firemen in Eoad Service and Motormen-Helpers
whose earnings were $70.00 or more

;
and all Firemen in Yard

Service and Hostlers whose earnings were $65.00 or more, and

also all extra men, regardless of their earnings, are treated in

this Exhibit as 'Available for duty the entire month.' "

That is on sheet 2. You did not, I think you said, apply
sheet 4 to sheet 2 in reaching averages.

Mr. Lauck: No, sir, if you do that it would make a differ-

ence. You have 12,000 men there, which seems to me a remark-

able thing, I cannot understand, but suppose you would do that,

you would add 20 per cent to all of these groupings and then

have the correct grouping.
Mr. Sheean: That is, your last tabulated sheet here, the

last part of your exhibit, would then show that except nine per

cent, all of the tiremen drew over $75 a month.

Mr. Lauck : No, I could not accept that, because the state-

ment shows that 35 per cent of the firemen actually drew less than

that much per month, less than $75.
• But if you w^ant to confine

it to men, who, it is claimed on sheet No. 2, were available for

duty, excluding those certain classes, you would then increase

the groupings here above $75, 20 per cent. In other words, take

the last" sheet for firemen, say any group, $66 to $75 would be

8.55 per cent.

Mr. Sheean : Then the part below that, all told, would not

bring that—well, it would bring it up to a little more than 9 per

cent, all told.

Mr. Lauck : If you are going to eliminate 12,000 men from

your operating forces.

Mr. Sheean: No, not eliminate them from the operating-

forces, Mr. Lauck.

Mr. Lauck : They were working during the month.

Mr. Sheean : Well, was the man working during the month
who was employed on the 27th and left on the 31st?

Mr. Lauck: Most assuredly, I should say. That is, you
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would assume, it seems to me, that you could operate a railroad

with one-fifth less men than you reported during the month of

October, That is, there w^ere 12,000 men there who did some-

thing during the month, received some money.
Mr. Sheean: Well, then, Mr. Lauck, if a new man took a

job in any mercantile establishment here, a clerk in a cigar store,

changed every day, you would figure there were 30 men running
that cigar stand during the month.

Mr. Lauck : If one were discharged every day and one em-

ployed, of course that would not be normal.

Mr. Sheean: And in the monthly earnings of the man at

that cigar stand—his monthly earnings, you would figTire would

be what he drew one day. That is, the salary or wages paid the

man running the cigar store would be what each one of those

men drew for being there one day?
Mr. Lauck : No, I would say, suppose there were two men

who worked regularly, and there was one other place; the con-

ditions of employment w^ere such that thirty men filled that place
in the month. You would then have thirty-one men running that

cigar store in a month. The normal earnings would be that of

one man. Now, if it is a condition of railroading that one man
out of every five only works a little bit during the month, or,

assuming that, aggregating all the days these twelve men work,

dividing by the number of men to find what was the average per

man, you could see to what extent you could reduce your operat-

ing force by having a man work regularly. But there were

12,000 men who worked some and were part of the operating-

force.

Mr. Sheean : Then, to conform to that view, why is it on

sheet No. 2, in which all extra men, regardless of their earnings,

are treated in this exhibit as available for duty during the entire

month, why is not that situation met by sheet No. 21 First we
have Mr. Lauck on sheet No. 1, in order to make it clear, we
have all of these men

;
on sheet No. 2 we include all of the extra

men
; excluding only the men whose names are shown here.

Mr. Lauck: And there are 12,000 men on the railroads

who come and go work a day or two during the month.

Mr. Sheean : No, not come and go a day or two at a time,

but a roundhouseman who makes a single trip.

Mr. Lauck: Well, there are 12,000 temporary workmen,
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12,000 temporary engineers and firemen, necessary to make up
the operating force during the month. One out of every five

engineers and firemen. That is what I cannot understand about

the situation.

Mr. Stone: Mr. Sheean; may I ask you a question, please?
Do I understand you take the position that we cannot take

sheet No. 1 and check it against sheet No. 4, without also using
sheet No. 2 1

Mr. Sheean: Not at all.

Mr. Stone: Each sheet is separate and distinct by itself,

is it not?

Mr. Sheean : Sheet No. 1, Mr. Keefe, explained at the time,
was what Mr. Carter claimed was the only way of getting at the

average, and was prepared on Mr. Carter's theory, which he said

he thought unsound. I was wondering why, we having adopted
that method of putting them all on every possible l)asis, they
did not chart Nos. 2 and 3.

Mr. Stone: Now that we have put in in rebuttal our ex-

hilnts against sheets 4 and 1, there would not be any objection
whatever to your jiutting in in sur-rebuttal sheets 2 and 3, on

the exhibit, would there?

Mr. Sheean : It does not seem to me, Mr. Stone, that that

would be sur-rebuttal.

Mr. Nagel : Mr. Lauck, is it not all a question of wliat you
want to ])rove, and what the sheet is competent to prove?

Mr. Lauck: Yes, I think so.

Mr. Nagel: You started out to show a condition, did

you not?

Mr. Lauck : Yes.

Mr. Nagel: So that it would be perfecth^ fair to include

all the firemen who worked regularly, and all the firemen who
worked irregularly ;

but if a man did firing, and did other work
at the same time, or in the same month, it would be proper to

show what he did in both capacities to give the true picture.
Mr. Lauck: Yes, but these men— Excuse me, sir.

Mr. Nagel: Now, follow that up.
Mr. Lauck: I was going to say that these men have been

definitely fixed, either in the firemen or in the engineer class.

The point of disagreement between Mr. Sheean and myself
is that I take the total operating force, and compare groups of
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men with it, as you can readily see, and the larger the operating
force is, the smaller the percentage shows for certain groups, the

men earning certain amounts. That is the whole operating-

force, everybody who worked as an engineer, we will say, is

24,639 men. Now, I comjDare with that what Mr. Keefe shows
on sheet 4, as tlie number of men earning between $60 and $70,

say, in the month of October. That would show that this class

was relatively so imi)ortant, as compared with the total number
of engineers at work. Mr. Sheean claims that I should not have

taken the total number, liut that I should have taken the number
that were available for duty or working, that were not tempo-

rarily working, or were not working below normal.

Mr. Nagel : We a])preciate that. And, to get the compen-
sation of the firemen, it is perfectly fair to take all the firemen,
no matter how much or how little they may have done during
the month of October?

Mr. Lauck: Yes.

Mr. Xagel : But if you took men from another service who
did a little firing, it would not be fair to include only the com-

pensation received for that firing, but it would be proper also

to show what they received in another capacity, would it not?

Mr. Lauck : It would, yes, if we have the data to do that.

Mr. Nagel : But if you can not do that, because you have

not the data of the compensation in another capacity, would it

be safe to rely upon the compensation received for firing alone,

when we know that they did other work?

Mr. Lauck : I think not. So far as that condition pre-

vailed, we should not do that,

Mr. Nagel : Then, tested either by the picture of the con-

dition or by the statement of the wages received, it is unsafe to

include those men who did incidental firing when thev were, in

the same month, engaged in another service and received com-

pensation for it?

Ml-. Lauck: Yes.

Mr. Nagel : Now, is it not true that precisely in the very

busy period, such as the month of October, 1913, would be the

time when men not ordinarily available are called upon to

help out ?

Mr. Lauck: That would be normally the time, yes, but I
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cannot conceive that twelve thousand out of sixty thousand were
called upon in that wa^^

Mr. Nagel : I know nothing about the figures.

Mr. Lauck : That would be one out of five.

Mr. Burgess: Mr. Lauck, it is very difficult to obtain the

information as to whether these men that were working in other

service and were temporarily used for a day or two firing, were
all classed under a heading ''Not available for duty?"

Mr. Lauck: Well, we didn't have the information.

Mr. Burgess: And neither do the sheets of Exhibit 29,

either 1, 2 or 3, indicate that fact?

Mr. Lauck: No, sir. Nor the detailed data does not indi-

cate it.

Mr. Burgess: And would you not have to stretch your
imagination very largely to find a condition where 10,000 or

12,000 firemen and engineers were not available at a busy
period ?

Mr. Lauck: It seems inconceivable to me.

Mr. Burgess: And for that reason they get men in other

classes of service?

Mr. Lauck: Yes, sir.

Mr. Slieean: Is it not the usual and ordinary practice in

operating a railroad, to use all your extra men, firemen and

engineers, before calling on anybody in the shops, or brakemen?
Mr. Lauck: I should think so, yes. That is why I thought

that you had adopted an arbitrary designation for men available

for duty because of the wide difference in the figures, of 12,000

men.

Mr. Sheean: Well, Mr. Lauck, the name of every man that

was used, and the name of every man that was excluded, was
shown here in Exhibit 28, wasn't it?

Mr. Lauck: I think sO;, yes, sir. I have not looked at it.

Mr. Sheean: Well, now, have you thought that the 12,000

men who were excluded, if it be 12,000 men, were improperly
excluded ?

Mr. Lauck: I don't think they were improperly excluded.

I thought this, that they were earning less than $100, or less

than $75 a month, and, therefore, in setting forth the relative

proportions of the total operating force that were earning cer-

tain designated amounts, I classed them below tlic amounts at
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which they were excluded in vonr exhibit. That is, I did not

enter into the question as to whether they Avere properly or

improperly excluded.

Mr. Sheean: Well, I thought you said it seemed incon-

ceivable to you?
Mr. Lauck: It does. I do not understand it.

Mr. Sheean: Well, whether that impression of yours was
correct or incorrect, Mr. Lauck, there was furnished here and

filed, the names of all the men who were thus excluded in

Exhibit 28?

Mr. Lauck: I have no doubt but Avhat that is all right. I

have not had the time to look into that very deeply.
Mr. Sheean: Now, Mr. Lauck, you say the information was

not available as to what they earned in other capacities. Do
you think, in determining the wages of the engineers and fire-

men, taking, for instance, this same C. B. & Q. Railway, Mr. L.

L. Larson, who earned $7.51 as a fireman, working two days

only as fireman, the balance of the month as a machinist's

helper, at which he earned $75.26, do you think it really would
throw any light on the wage as a fireman, to show in connection

with this, what his earnings as a machinist were during that

month ?

Mr. Lauck: Not his earnings as a fireman, but I think if he

had other earnings it would be more fair to you if, in a state-

ment of this kind, it would be included. That would be my
answer to that question.

Mr. Sheean: And wouldn't it give a better light upon the

real earnings of the fireman and engineer to exclude the man
whose earnings as a fireman was merely incidental, while his

regular em]iloyment was something else?

Mr. Lauck : I think so, if we can do that.

Mr. Sheean: Well, isn't that in substance what we did

here?

The Chairman: As I understand, Mr. Sheean, you insist

that all of those 12,000 men who were excluded and not taken into

consideration in this calculation, were men who had earned some

wages at firing, but the principal wages they earned were earned

in other capacities, is that it?

Mr. Sheean : That would not cover it all, your Honor, be-

cause, as I say, this first one on the page was employed on the
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27tli, and left on the 31st, earning $9.68. Now, in arriving at

the monthly wage of peojjle in that class we did not count this

man who was employed on the 27tli and left on the 31st. But, as

to the particular reason for excluding them, the names and just

the ones who were excluded in each one of these sheets is shown

in Exhibit 28.

Mr. Stone: But, it is a fact, is it not, Mr. Sheean, that it

was necessary to employ that man and have him work four days
in order to keep the transportation of the country moving at

that time. You do not make that claim, do you, that it was not

necessary to employ these men 1

Mr. Sheean : Not at all, Mr. Stone. But if he was employed
on that day, because the man who held the job went fishing, I do

not think that that divides the monthly wages in two, in the mid-

dle, and shows that the man who was earning $100 a month was
reduced to a $50 a month man, because he went fishing one day,
and the man out of a job took his place.

Mr. Stone : Isn't it also a fact that the man had to do some-

thing else besides what is shown there, in order to live ? He
could not have gone fishing or gone out and taken a piece of lead

pipe and held somebody up in order to get a living; if he made
six or seven dollars a month, tliat month he did not make enougli

to live.

Mr. Sheean : Well, as it is shown here, Mr. Stone, only 95

per cent of your men earn $100 a month or more. Now, I am not

prepared to answer your question in the form that it is put, but

95 per cent of them are shown to get $100 a month or more.

Mr. Lauck: 95 per cent of the engineers and firemen?

Mr. Sheean : The engineers.
Mr. Lauck : Well, then, 80 per cent of the operating forces

of the railroads, engineers and firemen, are only normal; that

is, if one-fifth are made up of men who work in other occupa-

tions, one-fifth is made up of special men that come and go, then

onlv four out of five would be normal engineers and firemen.

Mr. Stone: Where do you get the 95 per cent over $100,

Mr. Sheean?

Mr. Sheean : ( )n this last i)age ; $100 to $108, 4:.o4: per cent.

Mr. Stone : But you lose sight of the fact that there were
13.4 per cent that earn less than $100.

Mr. Sheean : Where, on this last sheet ?



6500

Mr. Stone : On the diagram.
Mr. Slieean: Yes, where you count the man who worked

one day, and was retired on the first day.
Mr. Stone: Oh, I understand the average isn't higli

enough?
Mr. Lauck: Well, then, only one engineer out of five, is

that the normal condition! For each four engineers there is one

engineer taken off a trip I

Mr. Byram: That would be quite correct, Mr. Lauck, be-

cause the fireman carries the load of fluctuation. The engineer
does not, as a rule. The engineer when he is not at work as eng-

ineer, drops back as a fireman. Tlie fireman carries the burden

of fluctuation in business or employment, if you please, for both

classes of service, generally speaking, because the fireman is

promoted to be an engineer.

Mr. Lauck : Then the shop man carries the burden for the

fireman f

Mr. Byram : To the extent that he works, but he does not

have the same seniority that a fireman has.

Mr. Lauck: This would indicate that there is only 80 jjer.

cent normality in the operating force., in the month of October.

That is, of all the x)eople who were called engineers and firemen,

only 80 per cent of them are really engineers and firemen, be-

cause there is one out of every five who has gone fishing, or is a

shop man, who is firing up the engine, or something of that kind.

Mr. Sheean: Then you count only as engineer or fireman

a man who is available for duty thirty days a month!
Mr. Lauck : I call an engineer or fireman one whom vou

call an engineer and fireman.

Mr. Sheean: WelJ, speaking of the 20 per cent, where tlds

excluded men wiio were not available during the month, you say

they lose standing as engineers during that time!

Mr. Lauck : No, I say that there is a great range of fluctua-

tion there which would seem to be indicated by the difference

between sheet 2 and sheet 1.

•Mr. Sheean : Now, for instance, page 1,720 of this Exhibit

28, one of the men excluded here on the Milwaukee Eoad was

Mr. J. T. Butler, who only earned $17.68 during that month.

We excluded him. The reason as shown here, is that he earned

$232.96 in the construction department. Now, it would hardly
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be fair to put that in the transportation department; we are

showing here what their normal earnings are. In the transporta-
tion service he only earned $17.68. But the detail of this exlii1)it

shows that he earned $232.96 in the construction department.
Mr. Lauck : Do you mean as an engineer in the construc-

tion department!
Mr. Sheean : I presume so.

Mr. Lauck: I should think that should be shown in this de-

partment.
Mr. Byram: Wouldn't that account, Mr. Sheean, for some

of the discrepancy, the fact that Mr. Lauck is figuring on names
on the payroll, and the men might appear several times on the

payroll and be counted several times; that is, be counted as a

fireman and be counted as an engineer I

Mr. Sheean: Why I don't think that so much, Mr. Byram,
as it is the fact that he would count in his monthly average that

he arrives at—
Mr. Lauck: I did not arrive at any monthly average, Mr.

Sheean.

Mr. Sheean: All right, then. In your showing of men
who earned less than $100 a month, as a part of your 34 per
cent here, you sliow^ Mr. Butler. He would be one of those in-

cluded here, because he earned $17.68, when, as a matter of fact,

in that month, he drew in his pay check $250.64.

Mr. Lauck: I did not know that you excluded these men.

Mr. Sheean: But we did file with you here, did we not,

the very names, as to every man who Avas excluded, taking it

as the basis of the pay!
Mr. Lauck: You filed also the number of operating engi-

neers and firemen, which I assumed was correct, the number on

sheet No. 1, which is the normal operating force, and really is

the operating* force for October, 1913, is it not!

Mr. Sheean: All of Exhibit No. 29 was a summary made
from this pay roll, was it not!

Mr. Lauck: Exactly, yes.

Mr. Sheean : And sheet No. 1—it was explained just liow

that was made up. Then, as to sheet No. 2, it was explained

by Mr. Keefe as to who had been excluded!

Mr. Lauck: Yes.

Mr. Sheean : And whv excluded !
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Mr. Laiick: Yes.

Mr. Slieean : The names of the men.

Mr. Lauek: You excluded them for a purpose, however.

You exchided them from sheets 3 and 4 for a purpose. Now
the contention is that the normal operating force of the rail-

road is not 64,000 men but 49,000 men. If that is the intention,

to get a certain result, why all right, I have no objection, to

that; but when we consider the relative earnings of all the men,
we have got to consider what the operating force is. You ex-

clude 14,000 men in order to get men available for duty accord-

ing to your designation, and these men available for duty as en-

gineers who earned over $100 a month, and all firemen over $60

a month.

Mr. Sheean: As to the numbers available, the engineers
are shown. Just what difference is there on the engineers ? Do

you recall that ?

Mr. Lauck: The average of engineers—total number

28,446. According to sheet 4, it is 24,639, a ditference of almost

4,000, and a ditference of almost 10,000 in the number of fire-

men, the difference between sheet 4 and sheet 1.

Mr. Sheean : That is, there were about 4,000 out of 28,000

engineers who did not work and were not available for duty

during the entire month, and who were not available to such

an extent that their wages dropped below $100?
Mr. Lauck: Yes. According to your classification, there

was one man out of every 6, or 4,000 out of 28,000 who did not

earn $100 a month. Now, the point in my mind is not why they

did not earn $100 a month, I am not attempting to show that it

is a normal condition that 13.48 per cent of the engineers striv-

ing to get work and being in ser^dce, could not earn $100 a

month : but as a matter of fact, based on the operations of Octo-

ber, that proportion is for some reason set forth in your exhibit

as being laid off, or who for some other reason did not earn $100

a month, which they might have done had they worked regai-

larly, or had they had an opportunity to work regularly.

Mr. Burgess: Mr. Sheean; just let me ask you one ques-

tion. Do we understand that you hold that an engineer and

fireman called to pull a construction train and who do pull it,

are not an engineer and fireman?

Mr. Sheean : Not at all, Mr. Burgess ;
but in construction
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work the accounts are of course kept separately. That is not

transportation service reported to the Interstate Commerce

Commission, and I considered that in this particular work it

would hardly be considered a fair index as to what one's oppor-
tunities might be. The Milwaukee here in this service, construc-

tion department, doing this work, I assume was not in trans-

portation service at that time.

Mr. Burgess : But, in ordinary railway i)ractice, a man
who was due to go out on that engine was called in the same way
as if he was called to go on any other train, and the engineer
is an engineer and the fireman is a fireman.

Mr. Sheean: I have not the slightest objection to putting
them in here. In our average shown at page 1720, we excluded

these four men. Mr. Butler drew' $250.64. Mr. Carson drew

$214.14. Mr. Empting drew $205 in that month. Each of these

men made a couple of trips in road service, too, and in trying
to get their road work we thought it fairer, or the Milwaukee

thought it fairer, in a statement of what their earnings in road

service were, to eliminate those men as not being fairly repre-
sentative of what the opportunities for them in road work are.

Mr. Burgess : Do not misunderstand me. There was no

thought or desire to have you change it. But, many times an

engineer is called to run an engine in construction service, and
he pulls material for maintenance of way that produces revenue,
and I was wondering just where you would find the line to desig-
nate who was an engineer and who was not.

Mr. Sheean: The notation here was "In construction de-

partment," so that I presume this was work being constructed—
new work.

Mr. Park : For one or two days' work under those circum-

stances, probably the transportation department would make a

bill against the construction department. I should judge the men
were assigned to construction work, under the division engineer
or whoever was building the new line or the cut-off, and in that

way this man would be entirely separated from the regular

transportation service.

Mr. Burgess: But, Mr. Park, as far as the engineer and
fireman were concerned, they would not know anything about

that. They were an engineer and fireman in the service of the

company, were they notf
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Mr. Park: They migiit be building another railroad for

another company.
Mr. Burgess : True.

Mr. Park : These men would not be emploj^ed in the ordi-

nary transportation service.

Mr. Sheean: This is the Puget Sound line, the particular

one here, and in the construction department; so that I have

no doubt this particular instance was the building of a new line

of railroads. They evidently thought it would hardly be fair

to claim that the Puget Sound engineers in road service had the

opportunity of earning this amount. They show, however, just

what the man got, but he is among the men that we excluded,

because in the transportation service these two men got only

$5.50 and $14.80. The rest 'of that month they drew their pay
from the construction department. You see, Mr. Burgess, here

is the situation. Let me explain it a little more in detail. We
got the October payroll. Now, we find on the October payroll

that Mr. J. C. Butler drew $17.68. In accordance with form 2,

a letter goes out inquiring why is it that Mr. Butler only drew

$17.68 in the month of October? The answer comes back, be-

cause he earned $232.96 in the construction department. He is

carried on the payroll of the Puget Sound Railroad for only

$17.68. As this form shows whenever an engineer is shown on

the payroll for less than $100, we send out an inquiry, was he

availalile for duty, and why did he get less than $100 ;
and in this

particular case the answer comes back, "Because he was on the

payroll of the construction department in that month and earned

$232.96."

Mr. Burgess: That may be. Without criticising that at

all, the fact remains that he was an engineer or was a fireman,

whatever the case may be, in the employ of the company. He
knows nothing about how they charge these accounts, and with

all due respect, he cares less. He is called to go out, and he has

got to respond, if he is properly called. For instance, Mr. Park

might contract to build a certain line running anywhere, for the

Illinois Central, and use his engineers and firemen. The engi-

neers and firemen would know nothing in regard to the contract,

and it would really not concern them at all, but still they would

be engineers and firemen in the employ of the Illinois Central

Railroad.



6505

Mr. Slieean : Yes, the way in which this arises, of course,

is under this construction. The payroll of the operating com-

pany carries the men on the payroll, and that is the explanation

given there. Now, take the case just below on the same page,

on the Chicago, Eock Island & Pacific: Engineers working en-

tirely in through or irregular freight service : Mr. J. Maher,
one day, $2.60. He is carried out entirely on this sheet 1 in the

average of men who earned less than $100 a month. The notation

opposite him is ''A foreign line engineer used in an emergency."
So what he earned on some other line during that month does

not appear.
Mr. Burgess: Was that a detour!

Mr. Slieean: I do not know. That is the only notation.

We thought that where he w^as a foreign line engineer, and just

made a single run on the Rock Island and was paid $2.60 for it,

it probably would not throw any light on the proposition of the

Rock Island opportunities for earnings. But, Mr. Lauck, I do

not want to take any more time. You did not take Exhibit 28

and attempt to analyze or to criticize in any way the exclusion

of the men who are there shown to have been excluded.

Mr. Lauck: No, sir. The main idea that I had in addition

to—of course I was interested in seeing what proportion of the

the operating force got less than $100 as engineers and less than

$75 as firemen, but I was not interested in showing under what
conditions they got it. The main thing I was interested in w^as

to show the small proportions of these men who were earning so

much, and who have created such comment.

Mr. Sheean: And, in the end, who got less as engineer or

as fireman.

Mr. Lauck: I did not get that.

Mr. Sheean: And who got less than $100 as engineers or

who got less than $65 as firemen.

Mr. Lauck: I did not go into the details—
Mr. Sheean: You made no attempt to go into the details of

their earnings?

Mr. Lauck: No, sir.

Mr. Stone: But you do know that it took that many engi-

neers and firemen to keep the transportation moving that

month ?
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Mr. Lauck: Yes, accordmi>' to the statement of Exhibit 29

that was the total number classed as engineers or firemen.

Mr. Stone: In the reports of these railroads to the Inter-

state Commerce Commission, do they show the cost of the engi-

neers and firemen in the construction or maintenance of way
department separate and distinct?

Mr. Lauck: They show the cost in construction separate
and distinct, and the maintenance of way department is carried

as a part of the outlay for engineers and firemen, charged against
revenue freight.

Mr. Sheean: Su})pose you have 20 engineers each drawing

$200 a month in the construction service. Would the cost of

those twenty engineers in the construction service be deducted

from the total cost for engineers for the year, in their report, or

would they be shown in the total cost of engineers?
Mr. Lauck: They would be deducted.

Mr. Sheean: They would be deducted?

Mr. Lauck: In construction, yes, but not in maintenance

of way. If it was a question of maintenance work, hauling

material, ties or something of that kind, that would be included

in the total cost of engineers, but if it was the building of a new

line, it would be excluded.

Mr. Sheean: But very little of this construction work is

building new line.

Mr. Lauck: The building of extensions, that would have to

be charged to capital account.

Mr. Shea: I think, Mr. Stone, you ought to differentiate

between construction work, that is, building new line, and what
we term as work train service on the different roads.

Mr. Lauck: Yes.

Mr. Shea: Mr. Lauck, in reporting to the Interstate Com-
merce Connnission the compensation of engineers in the regular
train service, that w^ould not be deducted, would it!

Mr. Lauck: No, sir.

Mr. Shea: But simply the compensation of engineers that

may be running engines in new work?

Mr. Lauck : Addition to the line, extensions or branch lines

—new lines. Of course their cost would be a part of the cost

of constructing that line, and according to the rules of the
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Interstate Commerce Commission should be cliarg-ed to the

cost of that road.

Mr. Stone : Is there anything further you want to say on
this?

Mr. Lauck : Xo, sir, I believe that is all. If I may at this

point, you recall, Mr. Byram, that yesterday you asked if oper-

ating- expenses other than labor would not increase. I have
worked that out from the exhibit on industrial depression, and I

find that they do increase
;
that is, that the operating expenses

other than labor do increase. The labor decrease was $4,478,000,

and the operating expenses exclusive of labor increased $3,937,-

000, for these western roads, indicating that the labor costs could

be reduced more in accordance with traffic conditions than other

operating expenses could be reduced.

Mr. Stone : Mr. Chairman, I would like to introduce Ex-

hibit 76 "Hours of Service of Locomotive Engineers and Fire-

men Based on Exhibits Numbers 26 and 27, Western Conference

Committee of Managers.
' '

(The document so offered and identitied was received in evi-

dence and thereupon marked ''Employes' Exhibit '76, March 9,

1915.")
Mr. Lauck : This exhibit, which is a classification of hours

of service per day, is based upon the two large exhibits sub-

mitted by the managers
' committee through Mr. Keefe, and con-

sists of a classification of hours per day, which is shown in the

latter part of the book. On pages 13 to 27 the detail is shown.

It is summarized according to different classes of service, local

or way freight, through or irregular freight service, entirely in

yard or switching service. The total is on the first few pages of

the exhibit. Only engineers and firemen were taken who were

entirelv in these classes of service. There were between 19,000

and 20,000 tabulated, and the relative proportion working each

number of hours per day worked out.

Referring to page 2, it is shown that for local or way freight

service, engineers and firemen Avorking entirely in that service,

for each 1,000 employed there were 121 worked less than ten

hours per day and 879 therefore worked ten hours or more per

day, and 536 out of the 1,000 showed an average of 12 hours or

more.

Mr. Byram : If I may interrupt you, how do you get that
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many into a thousand! You say 121 worked less than ten hours,
879 worked ten liours or iiiore, and 536 worked twelve hours or

more.

Mr. Lauck: The dividing line is less than ten hours, and
ten hours or more

;
so that 121 plus 879 would be 1,000. Then

the 879 are further subdivided.

Mr. Bvram : Oh, I see.

Mr. Lauck: So of the 879 who worked ten hours or more,
536 worked an average of 12 hours per day or more

;
344 out of

each 1,000 worked 13 hours or more
;
171 out of each 1,000 worked

14 hours or more and 58 out of each 1,000 worked 15 hours or

more.

Then, in the through or irregular freight service, as shown
on page 3, 291 out of each 1,000 Avorked less than ten liours, while

709 worked 10 hours or more. Of these 709, 347 out of each 1,000

worked twelve hours or more
;
208 out of each thousand worked

13 hours or more
;
108 out of each 1,000 Avorked 14 hours or more,

and 57 out of each 1,000 worked 15 hours or more.

Mr. Stone : Just a minute, before you leave that. I under-

stand those ate the compensated hours, are they?
Mr. Lauck: Yes, those are the average hours per day,

which, as you understand, are the compensated hours shown in

the exhibit.

Mr. Stone : Then, even this is not a true picture of the num-

ber of hours the man gives, because on a number of roads noth-

ing is paid for preparatory time or for initial or final delay?

Mr. Lauck: No, sir, any service for Avhich they were not

compensated—
Mr. Stone : Would not be shown here at all.

Mr. Lauck: No, sir.

Mr. Byram: These are not the actual hours' work, but

they are the hours paid for!

Mr. Lauck : These are the hours paid for.

Mr. Byram : They do not represent the actual time put in ?

Mr. Lauck: No, they do not represent the actual time put

in, in the sense of time that was uncompensated, or time less than

this. The trip may be less than this.

Mr. Byram: But the heading on the diagram says ''Num-

ber of engineers and firemen in each thousand employed work-

ing specified number of hours." It says these men worked ten
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hours or more. That means that they were paid for ten hours

or more.

Mr. Lauck : Yes. I do not think there is very much varia-

tion between the compensated hours and the trip hours, if that

is what you have reference to.

Mr. Byram : Yes, that is what I mean.

Mr. Lauck: The trip hours. I thought I was getting at

that, but after I got through with the tabulation I found I had

the days instead of the trips.

Mr. Byram : If a man ran 100 miles in five hours, on this

tabulation, he would be shown as having worked ten hours, al-

though he actually only worked five hours?

Mr. Lauck : Yes, sir, that would be true.

Mr. Byram : So it is the number of hours he is paid for,

not the number of hours he worked ?

Mr. Lauck: Yes. There is no passenger ser\dce shown

here, however.

Mr. Byram : I understand: This is freight service.

Mr. Lauck: I looked them over afterwards, and they cor-

respond pretty closely.

Mr. Slieean : Well, if 75 per cent of the freight service is

made at a speed of more than ten miles per hour, then, in 75

per cent of the cases here, where you have reduced it to thd

hourly basis, your figures here of showing hours as the equiva-

lent of compensated time would be wrong?
Mr, Lauck: If that is true, yes, sir. These are the aver-

ages
—
Mr. Sheean : This is taken upon the assumption that the

speed has been ten miles per hour !

Mr. Lauck: This is taken from the reports in detail sub-

mitted by you, showing average hours per day, which I under-

stood Mr. Keefe to say were the compensated hours.

Mr. Sheean : The compensated hours.

Mr. Lauck : Yes.

Mr. Sheean : Well, for instance, take the Canadian North-

ern Kailroad, where an arbitrary of thirty minutes '

preparatory
time is given, and ten hours or less shall constitute a day, it

would be mipossible to have less than ten hours and thirty min-

utes compensated time, even though they went out for a two-

hour run.
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Mr. Laiick : I think that is true in all the schedules. If

a man is called and works only one hour, he gets a guaranty
of one day.

Mr. Sheean: So it would be impossible, in the Canadian

Pacific schedule, no matter how short a time a man may be on

duty, to lia^'e a less showing here than 10^/2 hours, working in

the way that you prepared this? He would work lOy^ hours in

this way of preparing it. Of course, his compensated time w^ould

liave to be IOV2 hours.

Mr. Lauck: 1 don't know anything about their schedule,

Mr. Sheean : Take any schedule that has preparatory time

of thirty minutes, in addition to the time and miles of the trip,

and also has a provision of 100 miles or less, 10 hours or less

to constitute a day ;
under that schedule, the minimum time to be

paid for is 10 hours and 30 minutes, is it not!

Mr. Lauck: Yes, sir. It may be true, though, that he

works 10 hours and 20 minutes, and I have found from the pay-
rolls that most of them work more than that, it seems to me.

Mr. Sheean : But in this particular exhibit you have sim-

ply shown the compensated time!

Mr. Lauck : The compensated hours, yes, sir.

Mr. Sheean : And if a man—
Mr. Stone: Just how many of those payrolls have that

arbitrary thirty minutes preparatory time!

Mr. Sheean : One, I think, the Canadian Northern.

Mr. Lauck : The Great Northern has thirty minutes prep-

aratory time, hasn't it, initial delay! That is the same. Well,
this is compensated time.

Mr. Stone: And the hours are taken from Exhibits 26

and 27, are they not!

Mr. Lauck: Yes, the average hours per day, which is the

compensated time, and may vary from the trip time.

Mr. Byram: Your exhibit does not show that, though!
Mr. Lauck: No, §ir. I think, to make this complete, it

would be well to put in an exhibit later showing that. I thought
I had that at first, but I left it with someone to tabulate, and
found they took the average hours per day, instead of per trip.

But there does not seem to be much variation, except in pas-

senger service.



6511

The Chairman: Wliere yon say thirteen honrs or more,
does that indicate that the scliedule of that road fixes thirteen

hours or more as a day's work?
Mr. Lanck: No, sir. That means that he was compen-

sated for thirteen hours' work. The liours per day, as I under-

stand it, may be ten hours, or 100 miles, usually, with the excep-
tion of a few roads, and he worked 3 hours overtime, he made
more miles than 100 miles.

The Chairman: In other words, he is working on a 10-

hour basis?

Mr. Lauck: Yes.

The Chairman: And this indicates he worked 3 hours

overtime I

Mr. Lauck : Three hours overtime, or made as much more
than 100 miles, as would be the equivalent of 3 hours.

Mr. Byram: His run might have been 130 miles!

Mr. Lauck : Yes.

Mr. Byram: Then, at 10 miles per hour, he would not have
worked any overtime, but still he worked 13 liours?

Mr. Lauck: That might be.

Mr. Slieean: He might even get to those 3 hours overtime

within the rate specified of less than 10 hours, mightn't he? He
might have done switching en route, and so forth. He might
have a total comjDensated time including those three hours,

although on duty less than ten hours.

Mr. Lauck: I don't know about that. I did not think

they were paid for switching en route. I thought that was a

request.

I believe I went over page 3,
' '

Through or Irregular

Freight," and on page 4 is shown "Entirely in yard or switch-

ing service."

Mr. Stone: There was not any switching en route in that,

was there?

Mr. Lauck: No, sir.

Mr. Stone: There 16 worked less than 10 hours, 981: worked
more than 10 hours, or were compensated, to be entirely exact,

more than 10 hours, and it would seem that this is exactly in

accord with conditions, although I don't know definitely about

that.

Mr. Burgess: Well, Mr. Lauck, before passing that point,
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referring- to the exhibits of the Eailroads, I think they showed
a very large per cent of the local freight service compensated
on the hourly basis, did they not?

Mr. Lauck: I do not recall. That may be correct.

Mr. Slieean: That is correct. I don't remember the per-

centage. I can get it, though. About 65 per cent was in hours,
I think, Mr. Burgess, in the local freight.

Mr. Burgess: In the local freight service. So that to ex-

tend this table, as far as the local or way freight is concerned,
it would be essentially accurate as to the number of hours an

engineer and fireman worked ?

Mr. Lauck: Yes, sir. That is what I had in mind when I

said that was probably a reflection of actual conditions.

Mr. Burgess: But in through or irregular freight service

he might have made his trip in a great many less hours than

this exhibit shows.

Mr. Lauck: He may have, although, from going over the

exhibit, there does not seem to be much variation between com-

pensated hours and actual hours worked, so far as freight serv-

ice is concerned with that branch of the freight service. Dis-

criminations in the case of passenger service.

Mr. Burgess: Now do you show anything in the yard serv-

ice that is entirely on the hour basis?

Mr. Lauck: This is yard or switching basis. This rep-
resents about 10,000 employes, engineers and firemen, in yard
and switching service combined.

Mr. Burgess: Pardon me, Mr. Sheean, was that 65 per cent!

Mr. Sheean: It is larger. There is only 31.42 on miles;

nearly 69 ])er cent on hours.

Mr. Stone: But it is a fact, Mr. Lauck, according to your
graphic chart on page 4, that out of every 1,000 switch engineers,

only 16 of them worked less than 16 hours.

Mr. Lauck: Less than 10 hours?

Mr. Stone: Less than 10 hours, I should have said.

Mr. Lauck: Yes.

Mr. Stone: And it is also a fact that out of every 1,000
234 worked 12 hours or more?

Mr. Lauck: Yes.

Mr. Sheean: Mr. Lauck, I am interested in just how you
get any of them in switching service, where you compensate
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them for less than 10 hours? Are those some rare or exceptional
cases? This is compensated time. That must be on a few roads

that permit half a day.
Mr. Lauck: I don't know.

Mr. Sheean : Take a man out and have a minimum half day.
Mr. Lauck: 1 don't know. They were found in the ex-

hibits.

Mr. Stone: And 17 men out of every 1,000 worked 14

hours or more?
Mr. Lauck : Yes, sir. Eight worked 15 hours or more. The

total for all classes of service is shown on page 5.

Mr. Sheean: May I have just a minute on that page 4,

please?
Mr, Stone: Surely.
Mr. Sheean: If I follow that correctly, Mr. Lauck, of the

984 who worked more than ten hours, only 284 were as much as

12 hours or over.

Mr. Lauck: 284, ves.

Mr. Sheean : That is, that would be 700 out of every 1,000
in switching service, would be between 10 and 12 hours, in com-

pensated time?

Mr, Lauck: Yes.

Mr. Sheean: Just an even 700 out of every 1,000. Now,
under the meal hour rule, if your attention has been called to

that, they are pretty miiversally paid one hour in case they lap
over a certain specified meal hour, which would bring the 11

hours paid to all switchmen, Avherever they exceeded a desig-
nated meal hour. That would account for—or that would cover

all the cases, wouldn't it, betw^een the 10 and 11 hours, or be-

tween the 10 and 12 hours, compensating for 11 hours ?

Mr. Lauck: I don't know whether tliat would cover it or

not, but I know the average runs are about 11 hours per day.

Mr. Sheean: About 11 hours per day?

Mr. Lauck: About 11 hours per day.

Mr. Sheean: And 700 out of every 1,000 are in this com-

pensated time of between 10 and 12 hours
; they are compen-

sated for more than 10 and for less than 12 hours?

Mr. Lauck: Yes. 700 will be shown as between 10 and 12

hours.
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Mr. Stone: Is there anytiling, in the figures to show that

they did not work the noon hour?

Mr, Lanck: Nothing here to indicate that. That is some-

tliing I know nothing about. But it indicates that 700 men
worked between 10 and 12 hours. The table does.

Mr. Sheean: Paid for between 10 and 12 hours?

Mr. Lauck: Paid for between 10 and 12 hours.

Mr. Stone : Well, I think the testimony was tliat they were

working most of the time. If they did not, they pulled off crews

enough so there was work enough for the rest. So there are

only 16 lucky men out of every 1,000 in switching service.

Mr, Lauck: Only 16 working less than 10 hours. The av-

erage runs about 11 :50.
'

Mr. Byram : You mean 16 were paid for less than 10 hours ?

Mr. Lauck: Were compensated, yes, sir, to be strictly

accurate.

The diagram on page 5 constitutes a showing for the three

branches of the service.

Less than ten hours, 123, considering all branches of service.

That is local or way, through or irregular, and yard or switch-

ing; ten hours or more, 877
;
12 hours or more, 347

;
13 hours or

more, 161
;
14 hours or more, 72

;
and 15 hours or more, 30,

Mr, Stone: How manv men did vou take, Mr, Lauck, in

these different classes of service? Did you take enough so you
had a representative class?

Mr, Lauck: Yes, sir. On page 6 is shown the supporting-
data for the local, or way freight service. That includes 3,328
men. The through or irregular freight service is based on 6,376

men, and the yard or switching service on 10,073 men ;
or a total

of 19,777 men,

Mr. Byram: Is that the number of men shown in exhibits

26 and 27, the total number of men ?

Mr, Lauck : That is the total number in certain classes of

service, those two sections; the sections which show entirely in

one branch, or entirely in another brancli. And tlie detail is

given from page 13 onward.

Mr. Stone : That shows for each road?

Mr, Lauck : That shows for each road, and the subdivisions

of the road, so far as they are given for the exhibit, like ''Atchi-

son, Topeka &: Santa Fe (Eastern Lines) "or'' (Western lines)
> J
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or "(Coast Lines)." The exliibit followed this method of pre-
sentation entirely.

Mr. Stone : So, summing it all np, you would have a pretty
hard time making; some of these men believe that their hours

were getting shorter, or they were working on short time ?

Mr. Lauck : Yes. Although you cannot come to a final con-

clusion on this, as it is compensated time, and not actual time^
wdiicli was due to this oversight on my part.

Mr. Stone : Anything further on this you want to say ?

Mr. Lauck: I had the other part of the Great Northern

payroll, but I think I had better reserve that until later.

Mr. Stone : Any further questions, Mr. Sheean ?

Mr. Sheean : I just want to be sure to have this, Mr. Stone.

That is all. These are the men who worked entirely in the par-
ticular classes of service. Now, then, let me see, in local or way
freight service. I don't quite follow that, Mr. Lauck: On page
6 you have "Engineers, total for all roads, local or way freight

service, 1,829." Now our sheet No. 1, apx)arently sliows 1,844

engineers.
Mr. Lauck : I think that there may be some slight discrep-

ancies in that way. If both roads were not covered, we did not

take the road. That is, for firemen or engineers. There may be

some slight variation in that, but it is based on that.

But it is based on the big figure, you know, on tlic big ])ook,

on the large book, which that is made up from.

Mr. Sheean: Yes, this is only a summary of it.

Mr. Lauck: There may have been some that were omitted,
a few that we could not use for some reason, but as far as we
could we took all of them.

Mr. Sheean: Well, you took the men entirely in that serv-

ice, the 1,800 men in local service shown here. They are the

ones who average $16L00 as engineers.

Mr. Lauck: T do not recall the average, but I think that

is correct. It is based on your large books, taking the different

sections, you know. You have one section entirely in certain

services.

Mr. Sheean: Yes, and then that was summarized liei'e on

this Exhibit 29 by those different classes of service?

Mr. Lauck: Yes.

Mr. Sheean: I think tliat is all, Mr. Stone.
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Mr. Stone: Mr. Cliairman, we desire to introduce Exhibit

77: "Speed of Passenger Trains by Divisions and Systems

Made Up From Time Cards Now in Effect, December, 1914."

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 77,

March 9, 1915.")

I woukl say that this is not complete. It is only a few of the

many roads in the West, but it is enough to give a general aver-

age of what the speed basis of passenger trains would mean.

Mr. Lauck: This exhibit is arranged by railroads, divi-

sions under the railroads, and then an average is shown for the

total railroads. It is based upon taking the time of trains be-

tween divisions and finding the average speed of the trains

noted. The significant point, as I understand it, in connection

with the speed is that practically all the passenger trains, with

some few exceptions, show a speed in excess of 20 miles an hour.

Mr. Byram: Well, Mr. Lauck, would the average speed

of passenger trains on a railroad be helpful in case there were

some of the runs that had a speed of less than 20 miles an hour?

That would not be of any value in deciding the question, or

fixing the overtime speed at 20 miles an hour, would it? The

average speed of all the trains on the railroad, in other words,

would not be of any value in determining the effect of a speed

basis of 20 miles an hour for computing overtime, as to trains

which did not have a speed of 20 miles an hour?

Mr. Lauck: Of course, if the train did not have 20 miles

an hour, it might be lost in the average of trains having a larger

speed.

Mr. Byram : That is the point.

Mr. Burgess: Well, wolikln't that same rule or reason ap-

ply to the average wage, Mr. Laiick? You would have a hard

time convincing the average engineer or fireman that he was

getting $150.00 a month, when he only drew $100.00, wouldn't

you?
Mr. Lauck : You could not convince him, I do not believe.

Mr. Byram : Well, Mr. Lauck, that would be on the assump-

tion that you were not paying the other men anything. All men,

of course, are paid. In this case, for the purpose of overtime, or

the effect of an overtime rule, it would not have the same rela-

tion to a train that ran fiftv miles an hour, as to one that ran
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twenty and one-lialf, would it? But when they are averaged to-

gether, the effect of it would not be of any value on the overtime

question, w^ould it ?

Mr. Lauck : Well, it would have the effect of all averages,
that the lower would be swallowed up and the higher Avould be

reduced.

Mr. Stone : It is introduced for what it is worth, is it not,

to show what the average speed of the passenger trains on tlie

divisions of these roads is at the present time, Mr. Lauck?
Mr. Lauck: Yes.

Mr. Byram : Does this show, Mr. Lauck, the average of ail

trains running on these lines, or of each individual train f

Mr. Lauck : As I understand, it shows on page 2, the Atchi-

son, Topeka & Santa Fe Railway, Arkansas River Division, the

average speed of trains in that district, an aggregate of the dis-

tances and the time being had, and then the division of the dis-

tance by the time.

Mr. Byram : It cannot be shown that some trains are run-

ning on schedules of less than 20 miles an hour and others being
scheduled at 30 or 35 miles, on the same distance!

Mr. Lauck: I don't think that detail is shown in the ex-

hibit. It is all averaged.
Mr. Byram : Yes, sure.

Mr. Stone : It is true, though, Mr. Chairman, that a num-
ber of these local trains where the card perhaps is slow, scales

down the average for the whole division. For example, you take

the Chicago & North Western, on this iirst division out of Chi-

cago, they have some trains scheduled as high as 51 miles an

hour, but the general average, as I recall it, is somewhere around
30 miles an hour for the entire division. But, with very few

exceptions, runs of any length are scheduled at less than 20

miles an hour. Take out these suburban services and the ])er-

centage would be so small that it would be almost nothing.

Anything further on this, Mr. Lauck?
Mr. Lauck: No, sir, I don't think there is anything that

I can add to it.

Mr. Sheean: Mr. Lauck, this is made up from the carded

leaving time at the depot, until the carded arrival at the other

depot ?

Mr. Lauck : I think so, ves, sir.
7 »' 7 •
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Mr, Stone : Yes, sir.

Mr. Sheean : It does not take into consideration at all tlie

different schedules of the road as to when men report for duty
and when they are released, as to what the average number of

miles made between the time they report and until the time they
are released is?

Mr. Lauck : This is the running time between terminals, I

think.

Mr. Sheean : That is, the running time from the depot, of a

certain passenger train?

Mr. Lauck : From the starting point.

Mr. Stone: It is made up along the line of your exhibit,

Mr. Sheean, if I may explain ;
the time betwen terminals.

Mr. Byram : Mr. Stone, may I ask the witness a question

about Exhibit 77?

Mr. Stone: Surely.
'

Mr. Byram : On page No. 9, Mr. Lauck, of Exhibit 77, with

regard to the Colorado & Southern Railroad, I see that it says
that in narrow gauge mountain territory the average speed is

15.09 miles per hour. That would mean on a 2U-mile an hour

basis that overtime would have to be paid on those all the time ?

Mr. Lauck : Yes, sir. That is one of the exceptions I re-

ferred to.

Mr. Byram: I didn't hear you.
Mr. Lauck : I said :

^ ' I think there are some other ex-

ceptions."
Mr. Stone : Unless they would get out a new time card and

change the schedule, it would.

Mr. Lauck : Yes, unless the speed would be increased.

Mr. Byram : Well, I suppose that is a jn-actical question,

and you need not have to answer that, as to speeding up a train

on a narrow gauge mountain road running at a four per cent

grade.
Mr. Lauck : If they would, I would not care to ride on it.

Mr. Stone : No trouble coming down.

Mr. Byram : I understand this average is l^oth up and

down, isn '

it ?

Mr. Stone : That is the way it is made out.

Anything further on this!

Mr. Bvram: Tluit is all.
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Mr. Stone: I desire to introduce Exhibit 78, Mr. Chair-

man. This is a partial list made up since the holidays, of a few

of the man}'- crews that are held at other than home terminals, or

held away from home. It has been prepared hurriedly, but we
can show the engineers' names and the number of hours, or

minutes held. It is not claimed that it is complete, or that it

shows all of the crews held away from home, but insofar as it

is shown, we believe it to be absolutely correct, and we have the

data to go with it if there is any question about it, and would

be glad to file it, if there is any question.

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 78,

March 9, 1915.")
Mr. Lauck : Referring to page 2, the showing there for the

Atchison, Topeka & Santa Fe (proper) on the branch lines of

the Panhandle Division, shows a certain number of days cer-

tain men have been held away from the home terminal. The
case of T. H. Barker, from April 8 to April 18, ten days. Again
in July, 28 days. And the case of Charles Jackson, 6 days in

June and July, 1914. R. D. Wilcox, nine days. W. D. Morris,
eleven days, and so on.

Mr. Sheean: Is that the one, Mr, Lauck, that you refer to

on page 1, as the exception? You say: "The following pages
show the time engine crews are held at other than their liome

terminals, the only exception being the first 14 lines under head-

ing 'Atchison, Topeka & Santa Fe Railway (proper)' where it

shows the days absent from home terminal on branch lines of

the Panhandle division.
' '

Is this the one where they are absent

on branch lines, that you are referring to now?
Mr. Lauck: Yes.

Mr. Stone : That is where there are several terminals out-

lying; where they run on several branches, and do not come
home to their own terminal again. You recall the testimony of

the Santa Fe witness on that proposition.

My. Sheean : This one that he is reading on top of page 2,

covers the time until he gets back to the home terminal?

Mr. Stone: That is the number of days he is away from
home. He is not held at any one terminal at that time. These

others are where a man is held at a lav-over, and we distinctlv

say a "lay-over."
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The Chairman: How was this man Barker paid! At what
rate of wages was he paid? That is the man that was held away
ten days on branch lines, as I understand.

Mr. Stone: He was probably running from one terminal

to anotlier, on outlying points, and could run back to his home
terminal there again. There are several ditferent terminals

probabh' on one seniority district, where a man can be held, and
he goes from one terminal to the other, and perhaps does not

run back to his home terminal. On several other schedules, we

provide that a man should not inake more than one turn-around

without going to his home terminal, but evidently he was on some

branch, at some outlying point.

Mr. Sheean: Do you know what service he was in, Mr.

Stone? „
Mr. Stone : I do not, but I can easily look it up. We have

all the data.

Mr. Burgess : Well, Mr. Stone, do you know anything in

connection with T. H. Barker, being held 28 days, or is that a

total of all the days?
Mr. Stone : This is a total number of days he was away

from home before he arrived back at his home terminal. He was

working during that time, you understand.

^Ir. Burgess : But he was held away from his home twenty-

eight days?
Mr. Stone : Yes, sir.

Mr. Park: Well, could he have been assigned to service in

any other territory, if he elected to file on that service?

Mr. Stone : As I understand, and I am only speaking from

memory, but I have all the data here, he would be glad to file it.

I think there are 700 miles of track in that seniority district, and

they get out on some of these outlying branches and are gone

quite a long time. I think the witness testified here that it was

nothing unusual to be gone a week or ten days.
Mr. Park: Well, that presents a very difficult problem for

the railroads, where that seniority obtains over a number of dif-

ferent districts, and the men would insist on that being obtained,
and then the railroads would be asked to compensate if they are

away from the central station more than a certain prescribed
time.

Mr. Stone: The company would probably insist just as
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strenuously that tliey are going to cliop it up into a smaller seni-

ority district.

Mr. Park : AVell, I find tliat a very difficult thing to deal

with. This question came up the other day on the Southern Pa-

cific, on the Los Angeles, Pasadena & Yuma run. Knowing the

conditions there, the men all wanting to live in Los Angeles, they
were willing to make that kind of a run, going two or three days,

or a week, perhaps, before they return to their home territory.

Mr. Stone : Mr. Keady, the chairman, says that there is a

regular network down there of different short branch lines, and

so on, and it is much better than it used to be, because they have

established a number of outlying terminals, and assigned crews

to those points.

Mr. Sheean : Well, Mr. Stone, let me see if I have this clear-

ly in mind. This first one, of the Atchison, Topeka & Santa Fe,

that operation that was desribed here, these men were probably
under pay during this time.

Mr. Stone: Oh, yes, we do not claim that they were not

under pay. They were working.
Mr. Sheean: And the very remedy that is proposed here,

with reference to holding away from home terminals, would

hardlv meet this situation, would it ?

Mr. Stone: No, it would not hardly meet this situation.

This is introduced here to show the hardships that the men work

under, as much as anything else. I do not know of anything that

would make an anarchist out of a man much quicker than to run

him away from home and hold him twenty-eight days from home
before he gets back again, unless he carried his trunk with him.

These others are simply ''lay-overs" at a terminal.

Mr. Lauck : Shall I read some of those ?

Mr. Stone: Yes.

Mr. Lauck: ''Lay-over at Waynoka, Oklahoma," ranges
from 21 hours and 30 minutes, 20 hours and 15 minutes, 31 hours

and 10 minutes, 30 hours and 25 minutes, down to 8 hours and 40

minutes. In other words, the lay-over ranges from 8 hours and

40 minutes to 31 hours and 10 minutes.

Mr. Stone : Take, for example, the first man on the Chicago
Great AYestern.

Mr. Lauck: D. E. Holmes, on November lOtli—November

13, 1913, a lay-over of 61 hours and 30 minutes.
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Mr. Stone: Note tlie footnote.

Mr. Lanek: The footnote stating that he was held at

Oelwein. Lay there 46 hours without a train crew.

W. Hovt, shows a lay-over of 54 hours.

Mr. Stone: He had four long lay-overs in that one month,
didn 't he ?

Mr. Lanek: Yes, sir. And there were two more, of 40 and

44 hours, for W. H. Costello. And one of 47 hours for an engineer
named Bothi.

Mr. Sheean: Well, Mr. Lauck, that Great Western, as 1

recall the testimony of Engineer Smith, here, the comi:»laint

there was that the Great Western had designated Stockton as

his home terminal, and he did not like the facilities at Stockton,

and he had to double around to get the long lay-over at Oelwein.

Now% this presents the other angle of it, doesn't it? That they
are holding him at Oelwein a long time, whereas. Engineer
Smith was comi)laining tliat Oelwein was not made the home

terminal, instead of Stockton.

Mr. Lauck: I believe I did read his testimony. He was

the man who went through the tunnels, wasn't he I

Mr. Sheean: Yes. And the terminal is at the east end of

that run, and he did 7\ot like the school houses and surroundings
at East Stockton.

Mr. Lauck: He had to live at the other end, did he not?

Of course, he could not take his family w^ith him.

Mr. Sheean: Well, now, this case presents the other side

of it. This man complains because he was held sixty hours at

Oelwein, and Mr. Smith is complaining because he had to put
in his time at the other end of the run.

Mr. Stone: Oelwein is evidently not the home terminal.

Mr. Sheean: No, and that was what Mr. Smith w^as com-

plaining about.

Mr. Stone: Well, maybe he w^as one of the few that were

not moved.

All right, take up the Chicago & North Western Railway.
Mr. Lauck: Chicago & North Western, on page 5, shows

pool crews' lay-overs at Casper, Wyoming, in the Black Hills

Division. One lay over of 58 hours and 30 minutes, one of 48

hours and 45 minutes, 34 hours, 57 hours, 34 hours, another of

80 hours and 15 minutes, another of 82 hours and 30 minutes.
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32 hours and 45 minutes, one of 40 hours, and tlie remaining of

about 38 hours each, all by eiigineers during 1912, 1913 and

1914.

Long Pine, Nebraska, in the Black Hills Division, pool
crews' lay-overs, shown on pages 6 and 7, there are lay-overs

ranging from 25 hours to 45 hours during the years 1912 and

1913, and also shorter lay-overs.

Mr. Stone: Some of the other divisions show very short

lay-overs on the North Western.

Mr. Lauck: Yes, they are shorter in the other divisions.

Mr. Stone: The most complete report that we got from
the men of any of the roads, and it was published just as it was
received.

Mr Lauck : They range from 8 to 12, 13 and 20 hours.

Mr. Stone : Take up the Denver & Rio Grande, on page 19.

Mr. Lauck: On page 19, the Denver & Rio Grande Rail-

road, there are lay-overs ranging from 8 to 24 hours, the greater
number being 18 to 20, 21 and 22 hours, a considerable number
15 and 16 hours, but the greater number 18 hours and over. The
note says that '^ These delays were caused by crews protecting
stock from the Fourth Division, and in some cases one and two

cars of stock. Crews were held at LaVeta from 10 to 20 hours

to protect stock loaded at Alamosa."
Mr. B^a-am: Was that a necessary detention?

Mr. Lauck: I should assume so.

Mr. Byram : That is one that the railroad could not avoid,

then, without risking injury to the stock?

Mr. Lauck : That is what I understand from the note, yes,

sir.

Mr. Byram : So that if this Board should award an allow-

ance for a limitation to men held away from home terminals, in

such case as this, the railroad would not succeed in escaping

paying it if it exceeded the limit?

Mr. Lauck: No, sir.

Mr. Stone: But in these particular cases, with but a few

exceptions, they were not held over the limit, but a few hours.

Mr. Byram: I was speaking of exceptions.

Mr. Stone: Isn't that so, Mr. Lauck?

Mr. Lauck: I can't tell at a glance what proportion were
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Tinder 15 and what proportion were over 15. There was a con-

siderable number under 15, and a considerable number over 15.

Mr. Byram: A number of them w^ere 22, and 27, 20, 24,

23 hours.

Mr. Lauck : Yes, sir. Some of them were below and some

above.

Mr. Byram : No way of identifying any of these with the

foot note, which were held for stock!

Mr. Lauck: I understood from the foot note that they

were all held for stock.

Mr. Byram: They were all held for stock?

Mr. Lauck: Yes, sir.

Mr. Byram : Then there are quite a number of them that

under this limitation would make it necessary for the railroad

company to pay ;
which they could not escape ?

Mr. Lauck: There would be a considerable number over

15 hours.

Mr. Stone : Take the Great Northern.

Mr. Lauck : The Great Northern Railway, on page 24. The

lay-over at Willmar, on tlie Fergus Falls Div^ision, shows quite

a number of lay-overs, ranging above 20 and 30 hours; one of

63 hours being the highest, and there lieing several of 47 and 48

hours. There were also a number that would fall below the 15-

hour limitation. The greater number, howevei , would lie above

the 15-hour.

Mr. Stone: And the Illinois Central, on page 28.

Mr. Lauck : The Illinois Central on page 28 shows almost

entirely lay-overs beyond 20 hours. There are a few 14 and 16

and 11 hours, but the greater majority are over 20 hours and

some as high as 40 hours. Several at 36. One at 35. And a

number at 40.

Mr. Stone : On the Soo you will find some good ones.

Mr. Lauck : Yes, sir, on the Soo Line, on page 29, the pool

crews' lay-overs at Park Falls, Wisconsin. It shows quite a

number ranging from 22 to 38 hours
;
one at 58 hours, one at 69

hours, and one at 107 hours.

Mr. Park : Do I understand that these are fixed lay-overs,

regular assignments or schedules of trains, or only individual

cases?
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Mr. Lauck: My imderstanding is that they are individual

cases.

Mr. Stone. They are individual cases. I understand that

they are not assigned cases, but pool service, chain gang service.

Mr. Sheean: Is that true about the next one, Mr. Stone,

the Oregon-Washington Railroad & Navigation Company?
Mr. Stone: I think this is a pool service.

Mr. Shea: It says on page 29, "Pool Crews' Lay-Overs
at Park Falls, Wisconsin."

Mr. Sheean : That is for the Soo Line. But I was referring
to the O. W. R. & N. Co. There is no heading there to indicate

whether that was assigned service or not.

Mr. Stone: On the Oregon-Washington Railroad & Navi-

gation Company, they are pool men.

Mr. Lauck : They range from 15 to 20 hours, as a rule.

Mr. Sheean : Do you know what that first one is, Mr. Stone?

That does not seem to show where it is ? That is pages 29 and

30. On page 31 you say, "Lay-overs at Huntmgton, Oregon," the

first half of the page.
Mr. Stone : Yes, lay-overs at Huntington, Oregon.
Mr. Sheean : Yes. And on page 29 the heading there is

"Oregon-Washington Railroad & Navigation Company," but no

showing where the lay-over is on pages 29 and 30. Then it picks

up on 31 and shows w^here it is.

Mr. Stone : It is a mistake in the headline. It ought to be

Huntington; lay-over at Huntington, Oregon, down to where it

is show^n ' '

Lay-over at Umatilla, Oregon.
' '

Mr. Lauck: The next is the San Pedro, Los Angeles and

Salt Lake Railroad : Lay-overs at Caliente, Nevada. 13 hours,

some at 15 hours, a considerable number at 21 and 22 hours, some

going as high as 43 hours, and quite a number at 21 to 25 hours.

The Southern Pacific Company. Lay-overs, at Tracy Ter-

minal range at about 20 hours, with some few at 30. The great

number of them are about 20 hour lay-overs.

On the San Francisco Terminal there seem to be quite a

number of long lay-overs, ranging from 20 to 30 and 40, and one

going as high as 63 hours.

Mr. Sheean: Mr. Lauck, referring to that San Francisco

terminal lay-over, are those men who live at Sacramento, and

do you count them as being held away from terminal?
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Mr. Lauck : I will have to ask Mr. Stone.

Mr. Campbell : They are Western Division men from Oak-

land.

Mr. Sheean: From where?

Mr. Campbell: From Oakland. The men at Oakland stay

at home, with their engines in San Francisco. They live at homo
across the bay. The men themselves are not away from home.

Mr. Sheean: But their engine is held across the bay for

them ?

Mr. Campbell : The engines are held in San Francisco, and

the men have the privilege of living at home in Oakland.

Mr. Stone: This part here, Mr. Chairman, with reference

to laying over at San Francisco terminal, the clerks in compiling
it did not understand that they deadheaded across the bay. That

should not be in there. That should be out of this entirely. You
understand they run into Frisco, but they are allowed to dead-

head across the bay to Oakland, their home. Their run is from

Tracy to San Francisco. And the clerk in compiling it did not

understand it; of course he knew that their home was in Oakland.

It should not appear. It sliould be cut out.

Mr. She(?an : At page 34, Mr. Stone, on that 0. W. E. & N.

Co. lay-over at Starbuck, Washington, October 2, 1913, and Oc-

tober 2, 1913, Stewart and Stroble. In our exhibit here, we show

Stewart and Stroble in that month as being exclusively in pas-

senger service, earning all their money in passenger service in

that month. Stewart and Stroble, on our payroll, drew $197

each, exclusively in passenger service.

Mr. Stone : Stewart and Stroble are in passenger service,

running in the pool, so Mr. Barnard says, and the clerk, of course,

took that pool service to be the freight pool. I did not Imow the

difference myself until he explained it to me. That is passenger

pool for those two men.

Mr. Sheean: Apparently most of these men on this lay-

over at Starbuck seemed to be in the passenger pool, a good

manjT- of them.

Mr. Stone : No.

Mr. Sheean: The next man, Campbell, October 2, 1913, is

shown as laying over at Starbuck 31 hours. On our exhibit he

is shown on the payroll as exclusively in the passenger service.

Mr. Martin : Yes.
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Mr. Sheeau : Earning how much f

Mr. Keefe : One hundred and ninety-one dollars and sev-

enty-eight cents.

Mr. Stone : You have got the wrong Campbell.
Mr. Sheean: J. T.

Mr. Stone : J. T. This Camphell is in freight.

Mr. Keefe : W. J. Cohoes, Spokane to Portland, $189. en-

tirely in passenger service. You show him on October 4, 1913,

as laying over 20 hours and 20 minutes in Starbuck. Mr. Mc-

Donald is another.

Mr. Stone : Well, if they have got some passenger men in

here, that is a mistake. We have only compiled what they have

given us. They said pool men, and there was no intention of

putting passenger men in the list.

Mr. Sheean : The passenger men run there in a pool, Mr.

Stone, and probably in compiling it, they have compiled passen

ger pools as well as freight.

Mr. Stone : Probably.
Mr. Sheean: Apparently. Mr. Cohoes occurs in there

again, and the same name appears on different dates. He seems

to get this lay-over of 20 hours and 30 minutes every time he

makes the run.

Mr. Stone : He must be a passenger man then.

Mr. Sheean: Yes.

Mr. Stone: But with these men on the 0. W. R. & N. Co.,

and these men in San Francisco, I think you will find that this

is fairly representative of the lay-overs of the men.

Anything further on this, Mr. Lauck?

Mr. Lauck: No, sir. There is nothing more that I can

contribute.

Mr. Stone: Any further questions on this, Mr. Sheean?

Mr. Sheean: No.

Mr. Stone: We desire to introduce Exhibit No. 79, entitled

"State Legislation Affecting Railway Operations."

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit No. 79,

March 9, 1915.")
Mr. Stone: This is in rebuttal of the Conference Committee

of Managers' Exhibit No. 9.

Mr. Lauck: The Conference Committee of Managers sub-
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mitted an exhibit showing- for the period of 1911 to 1914, a num-

ber of laws that had been enacted which interfered with efficiency

of operation, or added financial burdens to the railroads. This

aggregate was based on the bulletins issued by the Special Com-
mittee on Relation of Railway Oi)erations to Legislation. Tak-

ing the separate bulletins, however, and compiling them year

by year, we find that in 1912 there were nineteen legislatures in

session; in 1913, 42; and in 1914, only 14. Of course, the bills

introduced in 1913 were much greater in number than in the

other two years, being 1,395 in 1913 as compared with only 292

in 1912, and 236 in 1914. The laws enacted were 48 in 1912,

230 in 1913 and 27 in 1914. On comj^aring the ])er cent of laws

enacted to bills introduced, we find that the percentage was

161/2 in 1912, 1611. in 1913, and 11.4 in 1914. We therefore

came to the conclusion that there was less legislation being
enacted restrictive of railway operations in 1914 than in 1913

or 1912. Bi]t the tendency was to have less legislation, and let

the railroads alone more in 1914 than in the two previous years.

Mr. Byram: Mr. Lauck, I understand your exhibit shows

that there were 230 laws enacted in 1913 altogether!
Mr. Lauck: Yes, sir.

Mr. Byram : Well, those laws are still in effect, I presume 1

Mr. Lauck: Presumably, yes.

Mr. Byram : So that the fact that a smaller number of

laws were enacted in 1914 would not have any effect on the 230

that were enacted in 1913?

Mr. Lauck: No, sir.

Mr. Stone: Probably, of the 230 enacted in 1913, some
have already been repealed.

Mr. Lauck: Some have been repealed, like the Missouri

''Full Crew" law^

Mr. Stone : Perhaps the 230 that were passed in 1913 cov-

ered all that it was thought necessary, so that they did not need

so many laws in the next year.
Mr. Lauck : Well, however that may be, it would seem to

have been ample—considerable amount of legislation, at any
rate. But my object is to show that the legislative restrictive

measures, or the tax on the railroads are diminishing, of which

they complained in the previous exhibit.

Mr. Byram: Might they not be displaced by commission
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orders and other orders? Commissions being clothed with au-

thority to regulate railroads, might the same effect not be pres-
ent always from the orders of railroad commissions who are

clothed with the power to regulate railroads?

Mr. Lauck : That might be possible. There is an increas-

ing number of State commissions with authority to administer

orders.

Mr. Byram: And an increasing activity on their part.

Mr. Lauck : A¥ell, it would seem that they are more favor-

able to the railroads recently than they have been in the past,

from the study that I have been able to make.

Mr. Park: How do you account for that tendency, Mr.

Lauck, that more favorable attitude!

Mr. Lauck : I think it is the reaction from the previous
hostile attitude toward the railroads. We are entering upon a

period in which the |)eople are more appreciative of the rail-

road's problems and conditions.

Mr. Park : Is it not quite likely that they have come to a

realization that if this adverse legislation and—in a great many
cases—unwise regulation, is continued, it will practically throttle

the railroads—if they ke]^t n]) the pace you spoke of there of a

few years ago ?

Mr. Lauck : Yes, I think that is being realized. The tend-

ency was to go too far, in case of some laws that really did harm
rather than good, and now the swing of the pendulum is in

the other direction.

Mr. Stone : Just what effect on public opinion do you think

a subsidized press has, for example?
Mr. Lauck: Well, what do you mean by the term "sub-

sidized press?"
Mr. Stone : In shaping pul)lic opinion.
Mr. Lauck : I think there has been a great educational

campaign carried on by the railroads, to use a more euphemistic

expression.

Mr. Stone : Well, you can call it that if you would rather,
''educational campaign."

Mr. Lauck : Or publicity cami)aigii. And then has come a
realization that there must be a more rational regulation of

the railroads.

Mr. Stone: But it is the history of all our legislation that
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we have these periods of hostile legislation, and then the pen-
dnlum swings the other way again, and then we have perhaps
another cycle and another period of hostile legislation.

Mr. Lauck: Yes, there seem to be recnrring periods that

way, as in the way of finance, but I believe in the railroad situa-

tion now, we have reached a period that lias no analogy in the

past, because the railroad officials seem to have reached a point
where they are going before the public in a spirit of frankness

and candor, and I think that that has largely accounted for the

change in public opinion. I have noticed that in the remarks
relative to President Eea of the Pennsylvania and President

AVillard of the Baltimore & Ohio.

Mr. Stone : You think it is the dawn of a new era!

Mr. Lauck : But it is also a fact, as proven by the number
of bills introduced, that we still have a few people who think

there is need for more legislation?

Mr. Lauck: Oh, yes, sir.

Mr. Stone: I see there were 236 bills introduced in 1913.

Mr. Lauck: 236; eleven per cent of which were passed.

Then, if you notice the table at the top of page 2, there were

quite a number of bills introduced on matters affecting the rail-

roads, some of which were enacted, and some of which were not.

Bills relative to make-up of passenger trains, or make-up of

freight trains, and all bills relating to freight trains, did not

seem' to be popular. None of those were passed in 1914.

Mr. Stone: And there was only one bill passed in regard
to the size of the crew.

Mr. Lauck: One bill, yes, as compared with 14 in 1913.

Of course, more legislatures were in session in 1913, and that

might explain to a certain extent the greater number of full

crew bills.

Mr. Stone : Neither were there any bills proposed or passed

providing for clearance.

Mr. Lauck : Beg pardon f

Mr. Stone : Providing for clearance, size and top of trains.

Mr. Lauck : No, sir.

Mr. Stone : And yet it is a fact that we are killing employes

every day, on account of not having clearance enough—or every
week at least.

Mr. Lauck: Aside from the analysis of the separate re-
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ports, I have mentioned a number of specific actions wliicli seem
to indicate a change in public opinion toward the railroads, such

as the repeal of the Missouri Full Crew Law by popular vote;
increase in class and commodity rates permitted by the Michigan
Railroad Commission; refusal of the North Dakota Board of

Equalization to adopt the State Tax Commission's recommenda-
tion to greatly increase the assessed valuation of railroads

;
the

recommendation of the California Railroad Commission to the

United States Senate to grant increased mail pay to the rail-

roads.

Mr. Sheean : The Senate did not act on that recommenda-
tion though, did it?

Mr. Lauck: I don't know whether the Senate did. Chair-

man Peters of the House Committee is favorable to an increase,

I think.

Mr. Sheean: Yes, but Congress has just adjourned with-

out passing anything, hasn't it?

Mr. Lauck: They did not act specifically in the way of

legislation, no.

Mr. Stone : The sentiment, in the meanwhile, is growing.
Mr. Lauck: The attitude of the House Committee. I have

heard, is favorable. I don't know about the Senate Committee.

The governor of Texas recommended an increase in freight

rates, and an increase of freight rates was approved l>y the Ala-

bama State Railroad Commission.

The same was true of passenger rates in New Hampshire,

Maine, Vermont and New York.

And there are quite a number of other items here, which I

don 't know whether it is worth while reading.

Mr. Stone: Oh, yes.

Mr. Lauck : The decision of the Minnesota Supreme Court

sustaining railroad interpretation of the Passenger Fare Law.

The action of the Connecticut Legislature in ordering an

investigation of train crews, instead of passing a full crew law,

and the subsequent conclusion of the State Public Utilities Com-

mission, after an investigation, that no initial trainmen were

necessary.
The action of the Georgia Railroad Commission in refusing

to impose new expenditures by railroads until the financial situ-

ation in the south had improved.
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The action of the Public Service Commission of Massachu-

setts in approving an increase of mileage rates from two to two

and one-half cents.

The discontinuance of passenger trains in North and South

Carolina, permitted by the Corporation Commissions of those

States on the ground that the business situation in the South

did not justify the continuance of as many trains as were then

being operated by the railroads.

Bills have been introduced in the legislatures of Michigan,

Nebraska, New Hampshire and several other States, favoring
increases in passenger and freight rates.

The Senate Committee in the Texas Legislature reported

adversely on a full crew bill.

Bills have been introduced in New York, Pennsylvania and

several other States to repeal full crew laws.

These are taken as indications of the change in the attitude

of the public toward the railroads, and, of course, along with

that would go the recent decision of the Interstate Commerce
Commission granting an increase in freight rates to the Eastern

railroads.

Mr. Stone : And overshadowing that is the decision of the

Supreme Court yesterday—•

Mr. Lauck : Yes.

Mr. Stone: On the right of States to limit—
Mr. Lauck: To limit passenger or freight rates within the

State, which might interfere with shippers without the State;

and the recent decision, termed, I think, the Inter Mountain de-

cision, whereby low rates could be established to the Pacific

coast to compete with the Panama Canal.

Mr. Park : Have you noticed any tendency on the part of

employees to let up on adverse legislation, or are they still ad-

vocating some of these laws ?

Mr. Lauck: I do not know about that.

Mr. Park : You may add the fact that the Indiana legisla-

ftire adjourned yesterday without passing the half train bill.

Mr. Nagel : You do not ascribe the decision of the Supreme
Court to a change of public sentiment, do you?

Mr. Lauck : No, sir. It is a favorable decision, though, rel-

ative to railroads and railroad finance.

Mr. Stone: It is one of the most sweeping decisions that
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lias ever been handed do^vn, limiting the power of the States. Mr.

Lanck, have you noticed any tendency on the part of the rail-

roads to let np on getting any more out of the individual unit?

Mr. Lauck : The train unit ?

Mr. Stone : No, not the train unit, the man unit.

Mr. Lauck : No, sir, not at all.

Mr. Byram : You do not advocate letting up on pro-
ductive efficiency, do youf

Mr. Lauck :

"

No, sir. I believe that ought to be developed
to the fullest extent in harmony with the physical well-being of

the employe. If I may, I would like to read the concluding sen-

tence in this exhibit. These are quotations from remarks of

President Rea of the Pennsylvania and President Willard of

the B. & 0. in the New York Times.

''As President Eea, of the Pennsylvania, has remarked, 'We
have at last started on a policy of railroad conservation,' or to

characterize the change in the words of President Willard, of

the Baltimore & Ohio, it is 'the beginning of a new era for the

railroads.' "

Mr, Nagel : Then we will not have so much time to wait

the swinging of the pendulum?
Mr. Lauck : I hope not.

Mr. Stone: Anv further questions on that?

Mr. Lauck: No.

Mr. Stone: We desire to introduce Exhibit No. 80, "Cap-
ital Expenditures of Western Railroads, 1910, 1914."

(The document so offered and identified was received in

evidence and thereupon marked "Employes' Exhibit 80, March

9, 1915.")
Mr. Lauck: I can state the point of this exhibit in a

few words. Insofar as the data is available, it is to meet the

contention made that revenues have not been sufficient to meet

the requirements of new capital investments.

The object of this exhibit is to show that a large part of

the new capital investment of the railroads in the West, so far

as any data can be obtained, have been in the way of building

new lines, or new second track, or new terminals, and in that

class of investments of capital whicli should not be expected to

yield immediate returns.

Mr. Byram: How do you figure that an investment in a
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terminal, or in a second track where the single track is too busy,
should not be expected to bring immediate returns?

Mr. Lauck: A terminal is usually l)uilt to })rovide for

future traffic; that i>^, not only to take care of the present gen-

eration, but to take care of the growtli of the city or the growth
of the traffic, and will not probably become remunerative until

there is a greater use of the terminal than that of the generation
in which it is built.

Mr. Byram: AVhy might not tluit investment on a terminal

be merely in the way of additions to a general plan that had
been arranged for years ago, and simi)ly be in the way of

additions as the business develops?
Mr. Lauck: If that were true—
Mr. Byram: That ought to l)ring an immediate return,

ought it not ?

Mr. Lauck: If that were true, it would bring an immediate

return, because it would be adapting the outlay to the gTowing
requirements from year to year.

Mr. Bvram: On a busv railroad that had outgrown its

single track—which would be the only reason for building a

double track—why should not that bring an immediate return

in decreased operating cost and increased eihciency?
Mr. Lauck: If it were built in accordance with the traffic

development, it would.

Mr. Byram: What other reason would there be for build-

ing a second track, where one is now answering the purjiose?
Mr. Lauck: It would sem to me that the capital invest-

ment in the second track would not yield a commensurate return,

or there would not be the traffic to yield a return commensurate
to what had been received from the use of the single track.

Mr. Byram: But it would be handled much more expedi-

tiously, and consequently with much less expense on the second

track than on the single track, would it not?

Mr. Lauck : If there was sufficient traffic to lustifv it, ves.

In that case the argument would not be valid.

Mr. Byram : Is not a second track built only when the

traffic is too heavy to be accommodated or handled economically
and efficientlv on the single track ?

Mr. Lauck: Yes, that was my idea, that it would be built

when the single track could not handle the burden of it; but the
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full capacity of both would not be developed by the division of

the traffic on two tracks. That would come at a later period.
Mr. Byram: It might be a profitable investment though,

merely to take care of the traffic carried on the single track.

Mr. Lauck : That might be so, yes.

Mr. Stone : Is it not a fact that in many of these great
terminals they build even far better than is absolutely neces-

sary, because civic betterment or civic pride or something of that

kind requires a certain plan of architecture, or something of

that sort?

Mr. Lauck : That is the contention of the committee of gen-
eral managers, I think, that those requirements are imposed upon
them.

Mr. Sheean: I w^as just going to ask what is your view
on that, as to the attitude that railroad managers should take

with reference to the construction of a union depot, for instance,
to meet the demands or wishes or desires of the city beautiful.

Mr. Lauck: I think they should meet those demands. I

think if a mistake has been made by the railroad managers—I

remember reading the words of a prominent railroad man,

speaking of the Kansas City terminal. He said that the public
were demanding these improvements, and the railroads felt that

they had to make them
;
but that at the same time the railroads

were endeavoring to pay dividends, and that they should con-

centrate upon securing rate increases to compensate them for

these improvements, and that one of the best ways to do that

would be to bring it home to the public possibly by reducing

dividends, if the public were too extreme in their exactions in

this direction.

Mr. Sheean: You do recognize, as a demand which the

railroad companies must meet, the claims that are made by mu-

nicipalities that their depots and structures shall meet the rea-

sonable wishes of the people of the community, both as to loca-

tion, design and accommodations atfordedf

Mr. Lauck: Yes. I do not think the railroad can expect
an immediate return on those investments, though.

Mr. Sheean: And yet it is an expense that you know no

way of avoiding, and the credit of the railroads must be main-

tained in such a manner as to enable them to borrow the money ?

Mr. Lauck: Yes, and yet the railroads may expect to re-
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ceive in the future a large return from the use of such facilities.

Mr. Sheean: Is it feasible, or in just what manner is it

feasible to borrow the money to make these improvements, un-

less there be some return by which they can at least pay the

interest upon the money that is borrowed f

Mr. Lauck : The usual idea is that the surplus earnings of

the railroads should be used as a basis for securing credit, or

for actual construction of these unproductive investments, and
that is one of the purposes to which the surplus earnings may
be devoted, or to which the surplus may be devoted. For

instance, the Pennsylvania Railroad constructed its New York
terminal practically out of surplus—it and the Pennsylvania

Company. I think they appropriated about $60,000,000 from

surplus to construct the New York terminal. Of course, if a

road did not have the surplus, or did not have the revenue, if

it made such improvements it would need to have recourse to

increased rates. Other^yise, it would become insolvent. I am
not condemning the practice. I am simj)l3^ showing here that

while these investments may have been unavoidable—may have

been necessary—yet the returns should be expected in the future,

and not in the immediate present.

Mr. Sheean: Aside from any return to any one who does

make an investment in a speculative way, how is it possible to

comply with, these public demands and public requirements
without in some manner providing for a return at least in the

way of interest on the borrowed moneys-
Mr. Lauck: Y^ou must provide for that, or otherwise, of

course, the railroad becomes insolvent. Usually there should be

suriDlus revenue to provide for that. That is, there should be

revenue to meet the requirement that there should be a policy

like that of the Pennsylvania, of $1 for dividends to $3 for im-

provements, or some such policy as that, out of earnings. If you
have not got the earnings, you cannot expect the engineers and

firemen to sustain the loss, and you would have to get increase^l

rates. That would be my attitude. I do not know whether that

answers your question or not, Mr. Sheean.

The Chairman : We will take an adjournment at this point.

(Whereupon, at 5 P. M., March 9, 1915, an adjournment was

taken until March 10, 1915, at 10 o'clock A. M.)
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