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Inquiring Into Railroad

Operations of E. H. Harriman

Interstate Commerce Commission Transmits its Report to
President—No Recommendations Madeas to Instituting
Criminal or Civil Prosecuitions—Purchasing of Control
of Stocks in Competing Lines Simply Means Suppres.
sion of Competition—Harriman Will Reply—Says its
Good Politics to Attact Him.

washington, July 13.—A report wae
made public today by the interstate
commerce commission of fts inquiry
into rallroad operations of Edward H.
Harriman and of the operations of the
so-called Harriman lineg of railway,
whieh has been In progress for several
months, The report, which was writ-
ten by Commigsioner Franklin K. Lane,
i« the unanifmous expresgion of the
commisgsgion, The report has been trans-
mitted to President Roosevelt and the
depurtment of justice,

[t 1&g expected by the commission that
it will he determined by the president
and Atty., Gen. Bonaparte from (he
Jatements get out in the report wheth-

the government will institute any
it of  proceedings against My,
Marriman or the corporations involved
the inquiry. No recommendations
¢ made by the commisgsion as to
whether eriminal or civil prosecutions
instituted as a result of its inguiry.

The peport is an exhaustive summar
rv of the evidence adduced at the sev-
cin] hearings held by the commission
in the courts of Its inquivy, Tt enters
fully into a discussalon of the pollcy
pursued by Mr, Hartiman in obtaining
contrel of the various lines of rallway
in the Harriman system and prescuts
i fajrly complete history of the aperas
iong of the varioud lines, Excerpts

in the verbatim testimony of My,
Hargiman are given to show, as stated

the report, “that it is only the law
vhich wprevents the concentrating in
Ve Harriman's hands of every railroad

Iving hetween Cinada and Mexico,”

the frank admisslon of Mr. Harrle
wan himself made at the hearing, The
eport olso says:

To gather under one head all exist-
x wmEcontinental lines, or as many
=slble, and to exclude the incoms
£ all competitors became mani-
the Harriman policy which was
rurdated in 1901 by the issuance of
$100,000,000 of convertible bonds by the
Unlon Pacifie.”

Mr. Harrhman's eventual control of
many of the competing transcontinental
lines was prevented, it is pointed out,
by the supreme court's declsion in the
Northern Securities case, It is shown
by the reports that it hag not been the
Hurriman pollcy to permit ghe proper-
ties hrought under Unlon Pacifle con-
tral to decline, as in every case they
ire better today than they were when
Mr, Harriman acquired them,

Particular stress is lald by the com-
mission on the elimination of competi~
tion in transcontinental business
mong the Harriman lines, and the
commpifgston indicates that that {8 the
mitter of Jarge significance developed
iu 118 inquiry,

Special reference {8 made to the deal
which Mr, Harriman gecured con-
rol of the San Pedro rvoad and the
mnipplation of the Chicago & Alton, a
ry eareful synopsis of the financlal
crations in both  instances  belng
en. Concernlng the Chicago & Alton
msuction the commission says:

It was admitied by Mr. Harriman
hut there was ahout $460,000,000 of

kK and Habilities issued againsc

\Which no property had been acquired,
and this Is undoubtedly an accurate
timate,"
The commisgion further says con-
terning the Alton deal that ‘it is evi-
dent that its history is rich in {llus-
trations of various methods of inde-
fensible financing.'

COMMISSION'S

CONCLUSIONS.

In its conclusions the commission

CHRY

The offost of the control of the
Scuthern Pacifte by the Union Pacitic
hute been to unify and amalgamate the
magement of these two roads and
steaunship lines and to eliminate com-
petition between them in transcontin-
cntal business and in business to and
1rom oriental ports,

"'I;Iu' Joint control of the Alton rall-
Way by the Union Pacific apd the Chi-

cago, Roclk I1zland & Pacifie Raijlway
compianies  undoubtedly aliminated
cempetition batween the Alton and
the Rocelk Island between Chicago,

St Louls and Kansas City,

*These are conspicaous illustrations
of the community of interest and har.
mony of management'  which Mr,
Horviman suggestad whan he demand-

cd ropresentation upon the Santa Fe
board,
“If the policy of purchasing and

controlling stock In competing Haoes is
poermitted to continue It must medn
suppression of eompetition.”

RECOMMENDATIONS,

The recommendations of the com-
wlssion, which are more general than
specifie In terms and application, say
thuat the function of a rallroad corpors
alion should Le confined to the fur-
nighing of transportation and that
ridlways should not be permitted to
Invest generally in the securities of
other rallway and steamshlp  com-
panies except connecting lines for the
purpose of forming through routes of
trangportation including branches and
foeders,  Its surplus funds, says the
vaport, should be used for thae bet-
terment of its lines and in extensions.

COMPETITION THE POLICY,

In conclusion the report says:
“Competition between rallways
well as between other industries 18
the estuplighed policy of the nation.

And while the nequisition of  small
minority stock of  competing  lines
wilght not docrease the competition,

Aol the neguisition of any consitderable
dmonnt of stock, with represontiation
on the board of directors of such
tadlway unquestionably has the sflect
of diminishing competition and les-
soning to that extont lts effectivaness,
The time has come when some reds
sonable rogulation should be fmposed
upon the issuance of securitics by
vollroads engaged In Interstate coni-
meree,

“In the opinion of the commission,
regulation will tend to make seourities
wiafer and more secure for inydiments
wnd therefore of bengft not anly to
the rallronds, but to the publie

HARRIMAN DOMINATING SPIRIT,

“Within three wears after the
organlzation of the Injon Pacific Ralle
rond company In 1867, Mr, Edward HL
Hurriman became the dominating spirit
In that corporation, As chalrman of
the pxeoutive committer he exercises
powers thint are well nigh absolute, The
Hrectory have delegated thelr power to
mnnage and direct all the business and
aalrs of the compaiy to an executive
climmittee of five members, who shall
L0 auch manner ik such commitiee
shall deem hest for the company's ins
terest o all cases In which speeitic diy-
pctiong shall not have heen given by the
board,! apd in taen the chalrman of the
excoutive commities 18 authorizsed to
représent that body when It 18 not
In sesglon,  Accordingly we find that In
1608 Mr, Marrhnan was ‘aythorized to
horrow such sums of money as miay he
rogulpred for the uses of this company,
and to execute n the name and on bes
half of this oomg:uy o note or notes for
the amounts 8o borpawed.' The Investi-
gation showed that l.x:" fﬁ:ﬁtiﬂﬂll)’ all

the greal trangietio company,
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nitatlve snd his  acts were sub-
sequently ratified and approved by the
axscutive commitive, [t may fairly be
sald, therefore, that the policies and
purposes of the Union Pacific have been
l'h‘n.'w of Mr. Harriman.

‘Mr.  Harriman may Journey by
steamship from New York to New Or-
leans, thence by rall to San Francisco,
across the Pacifie ocean to China and,
returning by another rvoute (o the
United States, may go to Ogden by any
one of three rafl lines, and thence to
Kansas Clity or Omaha, without leaving
the qeck or platform of a carrier which
he controls, and without duplicating
any part of his journey.

“He wag further what appeared to be
a dominating control in thé 1inois Cen-
tral raljroad, running directly north
from the Gulf of Mexico to (he Great
Lakes, paralloling the Mississippi river;
and 2,000 miles west of the Tlinols Cen-
tral he controls the only line of raile
road pavalleling the Paclfic coast and
running from the Columbla river to to
the Mexican border.

“Within a year his gphere of infilu-
ence has extended castward: the Unfon
Paelfle and Oregon Short Line have ae-
qulred 18.62 per cent of the stock of the
Baltimore & Ohlo at a cost of 45,456 -
:lzin, and have invested $19,644,224 in New
York Central and Hudson river stock,

LAW IN HIS WAY,

“That [t i only the law which prevents
the concentration into Mr, Harriman's
hauds of every rallroad line lying pe-
tween Canada and Mexico |s the frank
admisston of Mr, Harriman himself ot
the hearing. To get under ohe head all
existing transcontinental lines, or as
many as possible, and to exclude the
incoming of all competitors becanse
manitesily the Harviman polley, which
was fnaugurated in 1901 by the issuance
of §100,600,000 of convertible bonds by
the Union Pacifiec, With the proceeds
of these bonds the Umon Pacific pur-
chased control of the Southern Pacific
company and a majority of the out-
standing stock of the Northern Paeific
rallyoad company, which later incident-
ally carried with it control of one-half
of the stock of the Chicago, Burlington
& Quincy Rallroad company, the stock
of which had been purchased Joinuy
by the Northern Pacific and  Great
Northern companies and their collateral
trust bonds issued thorefor. Possession
of these lines would have given to the

Union  Pacific absolute mastry over
every avenue leading to the Pacific
const  within the United States save

thit afforded by the Great Northern on
the northern boundry of the sountry
and that offered by the Santa Fe on the
southern. This plan, if executed, would
have subjected to a common will and
policy nearly one-half of the territory
of the United States—a comparative-
Iy undeveloped, rapidly growing and
extremely rieh territory  into  which
must necessarily extend the population
and husiness of the eastern states,

“It has been, however, no part of the
Havriman policy to permit the propes-
ties which were brought under the
Union Pacific control to degenerate and

decline; as rallyoads they are betler
property  today, with lower grades,
straighter tracks and more awple

eqguipment than they were when they
came under that control. Large sums
have been generously expended in the
carrving on of engineering works pind
betterment, which make for the im-
provement of the service, and perma-
nent value of the property.

U. P, CONTROL PREVENTED,

“The control of the Northern Pacific
and the Burlington by the Union Pa-
cific was prevented eventually by the
declglon of the supreme court of the
United States in the case of Harriman
vs, Northern Securities company, in
which that court held that it would be
in violation of the Sherman act for
the Union Pacific to control those rail-
ways, as they were competing lines.
The Southern Pacific remains within
the control of the Union Pacific.

“In all of its acqulsition of stock
control in other rallroads, the Unlon
Pacific hag either purchased the stocks
directly Iitself or through the Oregon
Short Line Railroad company, which it
owns ‘and controls, and which for the
purposes of this report will be consid-
ered as the Union Pacific, In the
year 1801 the Union Paclfic acquired
760,000 shares ot of a total of 1,978,492
shard®» of Southern Pacific stock, and
subsequently acquired 150,000 shaves,
making a total of %0000 sghares, or
45.49 per cent of the total stock issue
of the Southern Pacific.  Thereafter,
when the preferred stock of the South-

ern Pacific was issued, the Union Pa- |

¢ific subscoribed for its proportion, to-
wit, 180,000 shares out of a total of
396,688 shares; so that at the present
time the Union Pacific owns 1,080,000
shares out of a total of 2,874,180 shares,

8 P. A HOLDING CORPORATION,

“The Southern Paclfic company is a
holding corporation. It was organ-
fzed under a special charter of the
state of Kentucky In 1884, and was au-
thorized to acequire by purchase or
otherwise the stocks, bonds and se-
curitles of raflway and steamship com-
panies, Shortly after it8 organization
it acquired the stocks of and con-
trolled, and still does own the stocks of
and control a4 system of railroad ex-
tending from Ogden, Utah—where It
connects with the Unlon Pacifie—to
San Francisco; from San Francisco to
Portland, and from San Francisco
through California, Arizona, New Mex-
leo, Texas und Loulslana to New Or-
leang, and has since acquired a line
of rallroad into Mexico, It also owns
and controls a line of steamalips from
Galveston and from New Orvleans Lo
New York and Havana, 1t is unneces-
sury to detail each separate rallway
corporation owning the sections of the
viarious lines in these states; it is wuffi-
clent to say that through stock it con-
trols the entire Southern Pacltic system,
commonly known as the Sunsct route.
Of these lines the Union Pacific has a
lease and owns the stocks; of other
lines, notably Texns lines, it |y slmply
a stockholding ecompany, and controls
them in that way,

CENTRAL PACIFIC ROAL,

“Among these hines 80 owned and con-
trolled is the Central Pacific Rallroad
campany, orgamnized under the laws of
Mah on July 20, 1880, This company
was originally the Central Pacitie Rall-
way compiany, organized under the laws
of Californla, which, with the Western
Paciia company (which was also or-
ganized under the laws of Callfornia
and subgeguently consolldated with 1),
consiructed the line from San Francisco
1o Ogden, where It connected with the
Unlon Pacifie, This is the line orig-
innlly known as the Central Pag I'uu»,
which wag to be operated with the Un-
jon Pacific. Tt subsequently acqulred
the Une from Roseville (neay Bacii-
mento), Cal, to the Oregon "!“"' line,
which was constructed by the Callfarnia
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& Oregun Rallread company, ofganized
under the laws of Callfornia, The Cal-
ffornia & Oregon Rallroad company, of
Uregon, constructed the line from Port-
land to the Callfornia state line, which
company still cwns that line, The Cens
trnl Pacitic company, therefore, owns
the line extending from Ogdes to San
PFrancisco and the line from Roseville
to the Oregon state line, It bhag a capi-
tial stock of $67,276,600 par vilue of com-
mon stock, and $1%800,000 of preferred.
stock, all of which is owned by the
Souwthern Paclfic company; and the
Southern Paclfic company algo has a
lease of Ita line. It was only the line
from Ogden (o 8an Francisco, how=
ever, which waa required by act of Con-
gress to be operated In connection with
the Union Pacific,

“Immediately, however, upon the pur-
chage of the Southern Pacific company's
stock the Union Pacific begun the uni-
fication of the two organizations and
the exerclse of a control over the South-
ern Pacifie, which hag effected a sub-
stantial elimination of competition be-
tween these twe lines,.

HAVE COMMON DIRECTORS.

“The Univn Pagific and Oregon Short
Line have at each annual meeting of
the stockholders of the Southern Pacilic
Sinee 1902 voted a majority of the stock
repregented as such meetings and have
elected the director and other officers.
For geveral years last past the Unjon
Pacific and Southern Pacitic have had
a majority of common directors, the
samie president, viee president, director
of trafile, director of maintenance and
operation, secretary, treasurer, comp-
troller, auditor. legal depatment and
other chief officlale, Whereas, formerly
the two compariese had separate com-
mercial agents in the prineipal cities
throughout the Upited States, solicluing
traflic over theiv respective lnes, they
now have common agents and solicitors
who represent gho Union Pacific and
Southern Pacific systems, While the
Union Pacific. through the Short Line,
does not own & majority of the stock of
the Southern Paclfic, vet |lg appears hy
the testimony that its conirol over it
ig, for all practical purposes, as abso~
fute as thought it owned every share;
and it wag admitted by Mr, Harriman
that the Union Pacific cordrols. the
Southern Paclfic,

“Hefore the acquisition of ita stock by
the Union Paclfie the Southern Pacific
company, with fts lines of rall and
steamshipg, wag enguged in competition
with the Upion Pacific for traffic movs
ing bhetween the Atlautic seaboard and
the Pacific seaboard and between the
Atlantic seaboard and Orlental ports,
Throtigh thelr several connpections by
rall these linas were also engaged in
competition for traffie from practically
all points east of the Missouri river
between the great lakes and the Gulf
of Mexico, From Atlantic seaboard
territory east of Buffalo and Pittsburg
rates have generally been the same up-
on business destiped to the Pacific
coast, whether moving by the all-rail
route, including the Unjon and Centyal
Pacific, or moving by rail to an At-
lantic port, thence by wiater to New Or-
leans and Galveston and thence by
Southern Paciflc ralls to T,os Angeles,
San Francisco or Portland. Rates from
this same Atlantic seaboard territory
on trafiic moving by the Southern Pa-
itg yail

cific steamships and connecs
tiong to Colorado common points have
likewise been the same as on traffic

carried by rail over the Union Pacific
to such pointg, and on such trafiic thore
s o great and inereasing volume, It i=
doubtless true the competition which
previously existéd was not as complete
as if the Upion Pacific had a line of its
own in 8an Franclsco, instead of turn-
ing traffie over to the Central Pacific at
Ogden. For all this trafiie there exists
at present no actual competition be-
tweerr the Unjon Paclfic and the South-
ern Pacific lines.
TRANSCONTINENTAL POOL.

“Prior to the enactment of the inter-
state commerce law the Unlon Pacifie
and Southern Pacific belonged to what
was known as the transcontinental
pool, in which each was regarded as
competitor of the other and was ac-
cordingly awarded an allotted percent-
age of the transcontinental business;
and there is on file with this eommis-
sion a contract made In March, 1903,
known as the agreement of the trans-
econtinental freight rate committee, to
which contract both the Unlon Pacifig
apd the Sonthern Pacific were parties
and under which all of the tratfic west
of the Missouri river and passing
through the gateways of St. Paul, Min-
neapolis, Stoux City; Omaha, Karzlan
City and Sabine Pass, to and from Cali-
fornia and Oregon, was treated as com-
petitive transcontinental business.

“The Union Pacific had access, over
the Oregon Short Line and Oregon Rail-
way & Navigation company’s line, to
Portland, and thence it couTd enter into
competition with the Southern Pacific
steamship lines for Alaska, oriental and
South sea business, The Union Pacific
also had an interest in the Occidental &
Oriental Steamship line, operated out of
San Francisco to oriental ports. It also
appears that the Oregon Railroad &
Navigation company has always had a
line of steamships plying between Port-
1and and S8an Francisco, which has at
times done considerable husiness of cer-
tain classes and has been ®and still
could be made a factor in competition.

“In 1900 the Southern Pacific company
yurchased a majority of the stock of the
Pacific Mail Steamship company, which
has for many years been the largest
carrier of oriental traffic to the coun-
try, and which has operated a line of
steamships in connection with the Pan-
ama rallroad, by which Panama route
traffic in large quantities has moved
from Atlantic ports to Pacifle coast
points in competition with the all-rail
carriers.

STEAMSHIP COMPETITION
KILLED 5

“RBy virtue of tha consolldation of the
Union Pacific and Southern Paclfic
Steamship companies all competition
between these steamship Ines has been
destroyed; and there Is some evidence
on the record tending to show the fm-
possibility of maintaining an indepen-
dent steamship line running out of any
of thege ports without the consent of
and arrangement with all connecting
rall carviers,

“The Santa Fe company formerly
hid a line of steamships to the orlent
conneeting with 8 road at Sun Diego.
Under an arrangement with the Paclfic
Mall Steamship company for a division
of the orfentnl business brought to this
country by that company and the other
stoamship |ines for which the Paolfic
Mall acts as agent (neluding, singulur-
ly enough, & Japanese line known as
the Nippin Yusen Kaisha), tilk Inde-
pendent Sunta Fe Tine was abandoned.
The percentage of this oriental trafe
allotted to the Banta Fe and the South-
ern  Puclfic respectively, varled from
time to time: bhut the undoerstanding is
thut the amount to be dellvered to the
Santa Fe shall approximate 25 perfoent
of tho total, This San Diego steamship
Hine was not o financial success: and
It I# no doubt the truth that the Santa
e officlals were plensed to be relioved
of the burden of its maintenance in re~
turn for & not inconsiderable portion
of the frelght brought ta Ban Francisco
by the longer established Hnes.

YU 18 n o matter of large significance
that our trade relations with the nows
ly-acquired tervitory of Hawall and
pur Phillippioe depsudencles, to say
vothing whatever of the nowly-awik-
ened landg on the other side of the Pa-
cifie ogean, must depend to no  slight
degree upon the competitive relations
betwaen rall carriers reaching our Pa
cifle coust ports,

“Thers Iy a further consideration of
national policy arising out of the his-
tory of the Union Pacifie, the Central
Pacifie and the Bouthern Pacific roads,
which distingulshes a combination of
such roads. The Unlon Pacifie and Cens
tral Pacific were born out of natlonal
sentiment and need,  The natlon felt
the necesssity for rall connection to its
Isolated Pacifie coast tervitory, and for
this purpore, and Lo an unprecodented
dogree, pledged ita own capital and
dopated s own lands to oreate B

national highway between the Mis-
u‘;:ur‘i’ ]rlvor und the bay of Ban Fran-
wlson,

“In thé construction of thése roads

the people had in view the protection
of the frontler In time of war, the set-
tlement of o great wilderness west of
the Missour] river, and the development
of Its resources; and to this end it
was dotermined to procure the cons
struction of a transcontinental line and
1o maintain 1t as a free, open and con-
tinuous Jine of communication copnects
Ing with all raflroads reaching Coun-
ofl Bluffs on the east, so that the
public should have the benefit of a
continuous line of transportation from
the east to the Pacific coast, unham-
pered by reason of the separate owne-
ership and control of these lnes of
transportation, Tt |8 a fact that most
of the lines of rallway reaching Couns
cil Bluffs and Omaha wers constructed
with the view of connecting at thase
points with the Union Pacific raillroad,
and the principal transcontinental line
to and from the Pacifie coast; and the
government has, perhaps, a pecullar
obligation to maintaln the freedom bf
this line,

“In no other portion of the country 18
the federal governmoent expending such
large sums for purposes of development
fs In this groat western region trib-
utary to the Union Pacific, the South-
orn Pacific, 4nd In no other part of the
United States {s the commerce of the
country dependent on so few raflways
covering so vast a tervitory and con-
trolled by so few men; and in no part
of the United States could such con-
trol have such far-reaching effect. The
body of transcontinental and foreign
commerce through Pacific ports has
Brown to enormous proportions and its
encoyragement and development s of
vital Interest to the American peopla,

REASON FOR GETTING 8. P.

“It s clafmed by the Union Pacifie
that the principal reason for aeguir-
Ing the Southern Pucific was tv  obh-
takn the Central  Pacific connection
from Ogden o San Francisco. It i
undopbtedly true that this g a desir-
able connection for that company; but
Whethep purchased or not, the Central
Pagific Js required to form a through
ling of transportatton with the Union
Pacific and not to digoriminaie against
it In the receipt and transportation of
frelght and through traflic,  The pub-
le |8 entitied to all the advantages of
this line &8 4 competitive line of trans-
portation with transcontinental rail-
WAYE,

"'"The yarious lines which composc tha
Southern Paciflc from New Orleans to
San Fraucisca were also bullt under

tronage of the Tederal government

y the donation of many milllons of
acres of government land, and formed
an  Independent and separate route,
While (Congress did not prohibit, in
express terms, the unfon of these great
federnl rallvosd systems, it is hardly
to be believed that such prohibition
would not have been {mposed had |t
been thought that in the course 0% time
they would have been brought under
a siugle control.”

8 P, L. A. & 8. L. ROAD.

After referring to the acquirement hy
Harriman of the control of the San
Pedro, Log Angeles & Salt Lake Rall-
read company, built by Willilam A.
Clark and assoclates and the making
of a contract governing rites (recently
abrogated on account of the California
law), and an agreement not to invade
each other's territovy, the report con-
tinues:

“The Union Pacific Railroad company
has not confined its corporate energles
and powers to the aequisition and man-
agement of lines of transporation, hut
hasg issued a great volume of stock and
securities with which it has purchased
stocks of other rallways,

“The Union Pacific and its connecting
and subordinate lne, the Oregon SBhort
Line, have agsumed obligations which
are now outstanding amounting to ap-
proximately $181,000,000, all of which has
been used in the purchase of stock In
other railroads, Bouthern Pacific,
Northern Pacific, Great Northern, Sana
ta Fe, etc.

“The control of $30,000,000 or $40,000,~
000 of the stock of the Santa Fe by the
Uniom Pacifie,” the report says, "It is
safe to assume, has not been without
effect on the relations of these two
companies,

“The close affiliation of the Southern
Pacific and S8auta I'e systemg has been
further shown by the recent incorpora-~
tion of the Northwestern Pacific com=
pany, in which it Is the owner of one-
half capital stock. Prior to the or-
ganization of this corporation, the San-
ta Fe and tha Southern Pacific com-
panies owned certaln distinet and sep-
arate lines of raflroad north of San
Francisco bay, those owned by the San-
ta Fe running southerly from Hum-
boldt bay and those owned by the
Southern Pacific running northerly
from San Francisco bay. Both lines
were actlvely engaged In construction
work, each pushing into the territory
of the other; the Southern Pacific lines
reathing out for the great timber Als-
triet surrounding Humboldt bay and
the Santa Fe lines extending southerly
80 a8 1o make connection with the main
line upon the bay of San Francisco.
Upon the Ingorporation of the North-
western Paclfic empany all of the lines
owned by the Santa Fe and South-
ern Pacific were transferred to this
new corporation and a contract by
which the lines now in existence and
the connections between the same to
be constructed by the Northwestern Pa-
cific ghall be owned by this new com-
pany, and the board of directors of the
Northwestern Paclfic is to be divided
between the Southern Paclfic and the
Santa Fe—an arrangement similar to
that made botween the Union Paclfie
and the Rock Island as to thae control
of the Chicago & Alton, and a history
in all essentialg parallel with that of
the.San Pedro,

THE ILLINOIS CENTRAT.

“The Tllinois Central cannot he ro-
garded as a4 competing Hne with the
Tnion Puacific; but It is a competing
1ine with the Chicago & Alton, which
ig jointly controlled, through stock own-
ership, by tha 1'nlon Pacific and the
Rock Island, and s manifestly a com-
peting line with the Rock Island,

“Since June 30 of last year the Union
Pacific has purchased 20.59 per cent of
the capital stock of the Illinois Cen-
tral, or 281,231 shares out of a total of
960,400 shares,

“It developed during the Ingquiry that
the Union Paclfic Rallroad company 4n
the year 1803 became the owner of 103,
431 shares of the preferred stock of the
Chicago & Alton Rallroad company.

“In about seven vears prior te June
30, 1906, the outstangding capital in-
debtedness of thiy company wis ex-
panded from £32,001,407 to $114,610,978, or
an Increase of nbout $50,660,000, and
there was expended In actual Improve-
ments and additiong 1o the propery out
of this capitaiization only about $18-
000,000, leaving an inerense of its stock
and liabilities, without one dollar of
consideration, of about #62,680.000, or
$66,190 per mile on the M6.66 miles of
rond owned by the company on June
80, 1606,

THE ALTON DEAL.
“For the purpose of taking up the

morigage bonds on the roand amount-
Ing to about $8,600,000, the making of

lmprovements and additions and for
other corporate }mr poses, the sayndl-
cate composed 0 ward H. Harrls

man, - Mortimer I, Scehiff (representing
Jacob H. Schiff), Georwe J. Gould and
James Btillman, placed a 340,000,000
4 per cent mortgage on the properiy,
which, by Its terms, could be extend-
ed and bonds jssued in addition to the
$40,000,000, They sold the bonds (o
the stockholders for 66 centg on the
dollur, and aus they had scquired sub-
stuntially all of the stook, they ob-
tained nearly all of the bonds

“Out of the 65 centgs on the dollar
thus realizged by the rallrond company,
the principal stockholders voted thenis
selves a dividend gf 80 per cent on the
common and preferred sgocks, ‘I'he
total dividend amounted to §6,660, 150,
and as it appears they owned more
than 98 per cent of the stock they re-
velved nearly all of 1t, Thiy dividend
was not reported to the Interstiate
commerce commisslon, There was no
other money In the tronsury outside
of the proceeds of these bonds, with
which 10 puy a dividend.

BXCURE HARRIMAN GAVE.
“In order 1o And un excuse for bors

rowlng money to pay the dividend, Mr,
Harriman, who was in control of the
financinl affairs of the road, caused
$17,444,177 to be credited in December,
1800, to construction expenditures un-
capitnlized. Arx a matter of fact, all
money which had been annually dap
propriated by the board nf directors
was charged against the income of the
property, in addition to paying the
dividends; so that all the money so
approprinted had once been paid out
of Income and had during many years
been charged off to operating  ex-
ponges,

“Phis manner of accounting would
nave the effect of covering up the pay-
ment of the dividend out ef the pro-
ceeds of the mortgage and the dis-
count on the bonds, 8o that one read-
ing the annual published report of the
company would not see the true state
of facts, 'The commission cannot say
this was the objeat, but one expert
rallroad accountanpt testified that this
would he the effect.

“Furthermore, mstead of pnyjhg all
of the coupons outstanding on the
prior mortgage bonds and cancelling
them as was contemplated when the
$40,000,000 mortguge was muade, §937,-
477 of these coupons were, from 1001
to 1905, carried as an asset in the
treasury of the Alton company under
the head of ‘funded intérest account,’
and on June 80, 18045, eredited to as-
gote and charged to capital aceount of

the Chicago & Alton Railway com-
pany. The assets and the proft and
logs account jof Lthe company were

swelled by this transaction to the ex-
tent of $937,477: thua In fact, turning
a debt or obligation of the company,
which should have been puald and can-
ecolled, into an asset, and capitalizing

the sanie
“Having acquived the stock of the
Chicago & Alton Rallroad company,

organized the Chicago
& Alton Rallroad company under the
laws ' of Ilnols, They transfarred
their stock of the rallvoad company to
an intermediary, one Louls L. Stanton,
who had no Intsrest there Stanton
entered into a pretonded contract with
the radlropd compnny wheraby the new
compaity was to buy from him their
stock of the old company for the fol-
lowihg sums:

“For thelr 84,722
stooks, which ad cogt them $6,944 440,
and on which they had received a
specia] dividend of $1,011,660, according
to this contract, they obtained In cash
$£10,000,000,

“For their 183,224 shares of common
stock, transferred to the railway coms
pany. which had cost them $32,004,200,
and on which they had received u spe=
cinl dividend of $5.496,720, they rec
194,860 shaves of preferred and 195,428
sharves of common gtock, a tolal of 3%0,-
318 shares of the new company.

the syndicate

shares of preferred

“It does not appear what they sold
this stock for, but it does appear that
the Union  Preific tatlrond company

bought in 1004, 105,331 shares of the pre-
ferred nt $86.650 a share.

“It appenrs that Harriman,
Gould and Stillmun also owned a e
of rallroad 58 miles long, which there
is some evidence to show hag cost them
very much less than $3,000,000, This radl-
rond was also transferred to the inters
mediary, Stanton, who sold it to the
new company for $3,000,000 ash., So
that by this transaction the wiiente
were to receilve in cash $13,000,000 and
all the stock of the new company in
exchange for about 98 per cent of the
stock of the old company and the rail-
road 58 miles long.

“To ralse the $13,000000 in cash, the
ghares of the old railroad were first
mortgaged for $22,000,000 and the bonds
were nominally sold to Kuhn, Loebh &
(o, for 183,000,000 cash, or a liitle less
than 60 cents on the dollar, As a mats
ter of fact, it appears by the testimony
of Mr. Harriman that Mr, Stanton
never owned any of the stock of the
rallroad, but was a merg intermadiary.

“What these bohds were worth does
not appear, but it does appear that they
were §old {n the market from 180§ down
to the present time at 76 to 86%; and
that during two or three years after
the issue thereof they ranged from 78
to 86%. Mr., Harriman testified that he
had no books to show the profit on these
bonds and had no knowledge of what
he and his assoclates made in  the
transaction,

“During all these years Mr. Hurrman
was chalrman of the executive commits
tee of the Chicago & Alton Railrogd
company and of the Chicago & Alton
Rallway company, had charge of their
financial affalrs and was voted $104,732
for hig services as chairman of the ex-
ecutive committee from 1900 to 1004,

"“Taking the original cost of the prop-~
erty as It stood upon the books of the
Alton company Dec. 81, 1898, as $39,085 ~
887, adding Xhe funount ‘which -
pears by the testimony of Mr, Harri+
man, Mr. Fulton and Mr. Hillard to
have been spent upon the property out
of the new capital {ssued after Mr.
Harriman and his assoclates obtained
control of the road, to-wit, about $18,-
000,000 (including the cost of 68 miles
of the Peoria road at §3,000,000), it
shows that llabllities of over $1183804 .«
000 were placed upon property which
had origlnally cost approximately &8
milliong, or an increase of stock and
liabilities upon the road for which not
& dollar of tangible property had been
added for practically $56,000,000,

“It was admitted by Mr. Harriman
that there was about $60,000,000 of
stock and liabilitles lssued agalnst
which no property had been acquired,
and this {8 undoubtedly an accurate
estimate, It further appears by the
testimony of Mr, Hillard that since
the Harriman control has onded and
the road was turned over to the Rock
Islund, the company has been com-
polled to issue $2,250,000 of car 1rust
notes to gequire equipmont needed In
the business of the company; that the
present management found the coms-
pany without any mogey to buy necess
sary equipment or to bulld 34 miles
of rallroad, which the company had
contemplated constructing, and _on
which the Huarrviman management had
placed a mortgare, #old the bonds, but
had left no fundg In the treasury to
complete,

"By way of justification oy excuse
we axe told that the methods of the
financing of rallroads which prevailed
in the year 1005 are now obsolete
owing to a higher degree of consclen-
tlousness among fAnanclers; and,
moreover, that the Chicago & Alton
should not be regarded ag an {solated
Instance, Inasmuch as it was dealt
with much as many other roads were
at that period,

“The flrat of theso statements is, we
trust, true; the latter statement is not
caleulated to uphold the value  of
Ameorlcan rallvoad seourities

*“It is trus, however, as contended,
that a close examination of the meth-
od of capltalization adopted in the
chate of the Chicago & Alton shows
that while the total, of bands and
stocks was doubled, there was no such

Kohifr,

proportionate Increase In the fixed
charges of the rallrond, Under the
Rlackatone management 8 per oent

wis pald on the stock and but a small
bonded debt rosted on the praperty,
the yearly charges for dividends and
Interest nmounted to $2.702,988,
whoreas with the greatly inereased
present capltalization the yearly fixed
churges amount to  but $3.471,500,
This, of course, takes no secount of
the present conpunon  stock,  upon
which no dividends are paid. The
plan adopted was 1w substitute long
terms bonds and  guaranteed stock
bearing an excoptionally low rate of
Intere! far common stock which pald
a large dividend and for bonds abhout
to miature bearing o high rate of in-
terent Thus the property was not
burdened with an interest payment
proportionate to the Inerease in eapi-
tulizgation, no matter how great thoe
profity made from the reorganization
Howaver, these bonds must some time
be pald; they lHee for K0 years ns a
debt of the rallvoad, apd (he wock
will gontrol a proporty which it d4id
Hitle, If anything, to create,

BANKERS RICHLY HREWARDED,

“Incldentally, it may hoe obsaryved
that the bankers who managed theso
operations appear to be richly reward-
od, The testimony shows that Kuhn,
Loeb & Co, recelyed 6 por cont, or
$5,000,000 of the §100,000,000 of
Union g’-onh: conyertable bhondd, one-

BRI of which was retained by them
and the other half given to the syndis
cate to whom the bhonds were sold, On
the 760,000 shares of Southeyn Pas
cifie which the Unton Paclfic purchas«
od at $60.61 per share, the amme
banking house reselved a commission
of §2.50 a share. They recalved a ke
commission of $2.60 per share on the
Chiongo & Alton stock =old 1o

Urlon Paclfic at $86.50 per shape. It
Is slgnificant that a memboep of this
firm refused to discloge the axtent of

Its Interest in these socuritios,

“Fhe effect of the contral of the
Southern Pacific by the Union Pacitle
his been to unify and amalgamnte
management of these two rallway com-
panies and thelr steamship lies and w
climinate competition between them in

transcontinental business and in busi-
ness to and from orfental porty,

“The Union Pacific contiols the San
Padro, Los Angeles & Salt Lake rull-

road, the stock of which s deposited in
the hunds of & trusice, This lHne wns
orlglnally intended as an independent
road, extending from Salt Take, where
it eonnects with the Union Pacitle and
with the Donver & Rio Grande, to Los
Angeles and Sau Pedro, Cal. There is
therefore, no competition between this

e and the Union Pacific and South-
ern Pacifie.
U, P, HOLDING IN BANTA FE,
“It appears that the Unlon Pacific

also owns $10,000,000 par value of the
stock of the Atchison, Topekn & Santa
Fo railway company,and about $30,000,~
000 more Is owned by indlviduals cons
nected with the Union Pacifle, making
$40,000,000, or substantially 17 per cent
of the eutire capltal stock of the Santa
Fa system. Who owns this stoek onl-
side of the $10,000,000 My, Harrlman de-
¢lined (o state. Two directors of the
Union Pacific are also directors of the
Santa Fe company;: and there I8 now a
division of ‘the oriental trattic by the
Paeitic Mail Steamship  compuny be-
tween the Unjon Pacific and the Santa

syvsiems. It appears that thore als
heen o divistion of the fruit trathio
hetween certain Californla toreltary and
the east, each taking a oertaln per
contage; and that north of San Fran-
elsco the Unlon Pacific and the Santn
Fe have joined and amatgamated thelir
Intereats in the Northwestern Pacifio
ratlrond, and that a Jolnt egontyol has
been inaugurated similar to that of
the Alton,

“Prior to thoe acquistion of the Sfoyth-
ern Pacific by the Unfon Pacific, the
Denver & Rio Grade system, extending
from Denver, where it connects with
various lines to the east, to Salt Lake
and Ogden, was given equal facilitios
over the Central Pacific, and therchy
practically formed another transcon-
tinental line., Since the amalgamation
of the Unton Pacifie and Southern
Pacifle companies and the construction
of the Sun Pedro road, thig line has
beort denled sgual facilities in the re-
ceipt and transportation of business
over the Central Pacifie and the San
Podro lines, Its business, therefore,
has decreased and it ability to compews
with the Union Pacitic companies, has
undoubtedly eliminated competition be-
tween the Alton and the Reock Tsland
between Chicago, Bt. Louls and Kansas
iy,

“Thege are conspiecuous [lustrations
of the development of the theory of
‘tormmunity of interests’ and ‘harmony
of management,’ which Mr. Harriman
suggested when he demanded ropresen-
fation upon the Santa Fa board.

“If the polley of the purchasing and
contralling stocks in competing lines Is
pormitied to continue, it must mean
suppression of competition,

RECOMMENDATIONS,

“Eirst—The fanction of a railroad cor-
poration should be confined to the furs
nishing of transportation. Rallroads
should not by permitted to invest gen-
wrally In stockd, bonds and securities
of other rallway and of steamship
companies, excopt connecting lines, for
the purpose of forming through routes
of transporation, including l-;r:uwhon'
and feeders. It i{s in the inlerest Ol
the public to facifitate the consolida-
tion of connecting lines, The credit of
a rallway company ls founded upon the
resources and prosperity of the country
through which it runs. Its surplus funds
and credlt should be used for the bet-
termont of its lines and In extensions
and branches to develop the country

has=

et

s ey

contiguous to it ‘The testimony thken
shows that about 150,000 square miles o*

erritory In the stite of Oregoi, surs
rounded by the lnes of the Oregon
Short Line Rallvoad company, the Ors-
Kon Rullvroad & Navigatlon ¢ompany

and the Southern Padific comy any, 1s
not developed,; while the funds of those
companies which could be used for,thnt
purposs are heing (nvested in atocka
Itka N York Central and cthep Jines

having only a remote reldtion to the
tarrito in which the Unlon Pacifle
v At looated

e ad secuvities shonld be gafe
and conservative fnvesimonts for. the
peaples - To this eond, the riaks of the
rallroad ghould be reduced (o o mimis
mum, Every one knowg that patirond
securities fluctuate more or loga scsords-

timng, and
spoculation
erefore, nddy
rd to o raflroad's
have Ity funds ne.
or comipanive,
thereby enday I its solvenoy and
it abllity to puy gulayr dividends on
its own caplital stock It It a sevions

ing to the pragparity of the
algo by reason of the wide
I thoss securities
an clement of
capital and ¢
vested In the

mengoe - ta tha finangind sonditian af
the country to have large rallw V&
tems fall to mest their oblisations or
g0 Into the handas ol wre, % the

Tmiinls lon
jakg of rallway,

object of legislagion a

ould be to lessen the r
investments,

“Second--It & contrary to public pol-
joy, as well as uniawful for rallways
to acquire control of parnllel and com-
peting lines, This palicy s espressed
In tha federal Inws gnd in the conati-
tutions and laws of nearly every state
In the Union. We have examined the
conatitutiona and laws of all the states
and find in about 40 pf them nrohibl-

tiong against congolidation of capital
stock or franchisés of compoting rail-
wayy, or the purchase and acqulsition
by a rallway of compoting lines. Com-
ped betwesn rallw ng well as
beot ather industries, Is the cstab-
li=hed § v of the nation, And while
the poquisition of a small minority of

the stock of o competing line might
not de g the competition, yet the
fequis y of any considerable amount

f stock, with representation on tie
board of directors of such rallway, un-
questionably hns the effect of diminish-

ing competition and ning to thait
extent ite effectiveness, So long as it
i9 the nlicy of the general government
and of the®*stales to maintalp compe-
tition between wturally  competitive
Hines, the owners ¢ gtaok by ong

raflwny in a compet way should
not be poermitted, and such lnes of
rallway shoald be prohibited from have
Ing any commoaon directors or officers,
“Third—The tlme has come when
somy reasonable regulation should be
imposed anon the 1ssuance of securitios
hy rallwayvs engaged in interstate come-

met We e » that in the con-
wiruction of n of rallway, do-
veloping new tor ‘v, 1t has been necs
essary In many instances to sell rall-

socnritiag at large decount, and to
stock bonnses, and aven
In such cases |t hag many times heen
difficult to raige the necessary capital,
Men will not invest thelr monev and
take the risk for small rates of inter-
est.
“Hut
to old esta

this principle does not apply
shed railway systems hav-
ing good credit.. Such raflways should
be prevented from inflating their se-
curities for mervely speculative purpos-
es, Rallroads shonld be enconraged to
pxtend their systems and develop the
country, It is of the utmost Import-
ance, alse, that yallway securities
should ba safo and conservative jnvast-
ments for the publie, and should \.'h!h\
good and ample returns for the mipey
invested. Reasonable regulations will
tond 1o make them safer and more se-
cure Investments, and thereby benafit
not only the railroad companias, but
the puhblie®

State St. Wardware for lawn mows
‘ers, hose and poultry netting 252 State.

STATE CONSTITUTION.

Constitution of the State of Utah,
with all the amendments. A iimited
edition just issued, 26c per copy; post
pald to any address.

DESERET NEWS BOOK STORE,

6 Main Stregt.
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DELIGHTFUL BATHING

Suits, Room and

10c each for
entire evening
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DANCING

Free all afternoon.

SALTAIR

Key, 25 cents.
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Pleasure at this
Resort is

1 Hour Steamboat Ride 25¢

Great Week for Lagoon

MONDAY—Utah County Day.

TUESDAY~—Davis County M.
Second Ward Annex, Salt

I. A, and Second Ward and
Lake City. %

WEDNESDAY—Jordan Stake Old Folks.

THURSDAY—State Maccab
County Sunday Schoois.

FRIDAY—Waterloo, Farmers’

ees and Summit and Morgan

, Emerson, Sugar and Forest

dale Wards, Salt Lake City.
SATURDAY—Walker Bros. Dry Goods Store—Employes’

FREE DANCING.
“THE PRETTIEST SPOT IN UTAH.”

Annual Outing.

DAILY BULLLETIN
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A LATE TRAIN
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