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PREFACE

It sometimes happens that experiences long since past seem to be
repeated, and that knowledge apparently forgotten proves again of
service. This is illustrated by the subject of railroad reorganization.
In the years between 1893 and 1899 an imposing group of American
railroads passed into reccivers’ hands. In 1893 alonc more than
27,000 miles, with an aggregate capitalization of almost $2,000,000,-
oo, were taken over by the courts, and in the following years the
amount was largely increased. Foreclosure sales aggregated 10,440
miles in 1895, 12,355 in 1896, and 40,503 between 1894 and 1898.
Among the more important failures werc those of the Richmond &
West Point Terminal, the Reading, the Erie, the Northern Pacific,
the Atchison, and the Baltimore & Ohio;— to say nothing of the
Norfolk & Western, the Louisville, New Albany & Chicago, the
Ann Arbor, the Scattle, Lake Shore & Eastern, the Pecos Valley,
and many other smaller lines.

The railroads which failed between 1893 and 1898 were subse-
quently reorganized. In order to restore the equilibrium between
income and outgo the companics turncd to their creditors, and de-
manded the surrender of a part of the rights of which bondholders
were then possessed. This demand the creditors were forced to
concede. Some of them yiclded without legal compulsion, assenting
to “voluntary reorganizations’ ; some insisted upon the sale of the
property securing their loans, but without escaping the loss which
fell upon their more pliant associates. Much injustice to individuals
came to light at this time. Men who had invested in good faith were
obliged to sacrifice their holdings through no fault of their own.
The savings of years were swept away. The demand of the rail-
roads was one, nevertheless, which the courts supported, and rightly.
;};he_companies could not be operated unless the creditors were
noplnved of part of their legal rights. At the same time, these rights
mea‘;’:gbcr had a material basis on which to rest, and their surrender

ut the recognition of a loss which had already taken place.
Ost of the reorganizations were completed by the year 18g9.

in M . - .
ce that date the improvement in railroad earnings has been mar-
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vellous. Gross carnings from operation were $1,300,000,000 in
1899, they were $2,300,000,000 in 1906, the last year for which the
figures of the Interstate Commerce Commission are at present avail-
able. Total income, after the deduction of operating expenses, was
$605,000,000 in 1899, and $1,046,000,000 in 1900. It is not to be
wondered at that the distress of the years 1893-9 has not been dup-
licated during the years 19goo-7. On the contrary, weak roads have
had opportunity to strengthen their positions, and strong ones have
spent enormous sums for improvements, and have declared liberal
dividends besides. In no year save 1905 has the new mileage put
into receivers’ hands been greater than 8co miles, and in but one
has the mileage sold at foreclosure cqualled that figure. Operating
expenses have increased because the amount of business has ex-
cecded the ability of the railroads to handle it. Equipment has been
so inadequate as to provoke drastic legislation by the legislatures
of many states; vards and terminals have been crowded until a
prominent railroad officer has declared the expenditure of over five
billion dollars to be necessary to restore the equilibrium between
facilities and traflic.

These conditions have caused the carlier problems of failure and
reorganization to be lost to view. Nevertheless, the financial panic
of October, 1907, and the recession in activity which has become
morc and more apparent since that time, have again brought these
problems forward. The Scaboard Air Line, one of the important
railroad systems of the South, failed on January s, 1908. The
Chicago Great Western followed three days later. The Detroit,
Toledo & Ironton, the Chicago, Cincinnati & Louisville, the In-
ternational & Great Northern, the Western Maryland, and the
Macon & Birmingham have since been put in receivers’ hands. In
all, the operation of 5938 miles of railroad, with a capitalization of
nearly $415,000,000, and total liabilities of $462,000,000, has been
taken over by the courts during the first ten weeks of 1908. Whether
this is but the beginning of still more extended trouble it is of course
impossible to say. There arc a number of weak lines in the American
railroad system, and the difliculty in obtaining credit is bound to re-
veal weaknesses where they exist. At present new loans have for
some months been difficult to obtain, and cven strong railroads have
resorted to the issuc of short time notes. The Erie, indeed, escaped
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bankruptcy on April 8, 1908, only through the timely aid of important
bankers who took up its maturing notes. This points to scrious con-
sequences for the weaker lines. It is true, on the other hand, that
American railroads are generally in better financial and physical
condition than they were in 1893. It is not probable that any rail-
road collapsc will be so widespread now as it was then. Whether
this be so or not, the failure of ncarly 6oco miles of railroad in ten
weceks invests reorganization problems at present with an import-
ance which they have not had for ten ycars. How, it will be asked,
shall the financial operations necessary to reorganization be per-
formed ? What methods shall be adopted, what dangers avoided,
and what results expected ?

The experience of carlier years will provide answers to many of
the questions asked in 1908. In the hope, therefore, that a study of
railroad rcorganization, on which the author has been intermittently
engaged during the last six years, will prove of service, the following
pages have been published. They discuss in some detail the finan-
cial history of the seven most important railroads which failed from
1892~6, and that of onc railroad, the Rock Island, which was re-
organized in 1902; and summarize in a final chapter the character-
istics of the various rcorganizations in which these roads have be-
come involved. In some respects the history of cach road considered
is peculiar unto itself. The Reading had coal to scll, the Atchison
did not. The Southern ran through a sparscly settled country, the
Baltimore & Ohio through a thickly settled one. The Eric has
never recovered from the campaigns of Gould, Drew, and Fisk
from 1864-72, the Northern Pacific was not opened until 1883, In
other respects, however, the roads have had much in common.
Excepting only the Rock Island, cach of them has found itsclf at
onc time or another unable to pay its debts, and has had to seck
mcasures of relicf. The problems of the different companies at
t}.lcsc times have been strikingly alike. However caused, their finan-
cial difficultics have been expressed in high fixed charges, and,
usually, in excessive floating debts. Greater annual obligations have
been assumed than the roads could meet, and current liabilities have
accumulated while pressing demands have been satisfied. To this
State of affairs the remedy has been sought in comprehensive ex-
chilngcs of old securities for new. The exchanges, it is true, have
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been carried out in different ways, and the collateral expedients
employed have not been the same. To similar problems different
solutions have been applied. It is possible, for this very reason, for
a careful study of the alternative reorganization methods which have
been developed to point out some policies which have been danger-
ous, and to make clear others which are both just, and likely to be
successful. Such a study also throws light upon the history of the
companies upon which it is based.

For the way in which the different roads have been handled, the
reader is referred to the text. The order of treatment is very roughly
determined by geographical location; that is, the Eastern roads are
first considered, then the Southern, and then the Western. Each
chapter, except the last, should be examined as a “case” in reor-
ganization experience, and as part, therefore, of a united whole.
No one has been so continuously with his work as the author him-
self, and no one can more keenly realize its defects. It is offered as
a contribution in a field in which very little has as yet been done,
and it is hoped that it will prove of value to those concerned with
reorganization plans, as well as to those interested in the develop-
ment of corporation finance during the last generation.

Without the unselfish and intelligent assistance of the writer’s
Mother, the preparation of this book would have been long delayed.
To her, first of all, thanks are due. To Professor William Z. Ripley,
of Harvard University, should be made warm acknowledgment of
his constant interest and helpful suggestions. To the Carnegie In-
stitution the author is indebted for grants in aid of research in this
special field. Grateful acknowledgment should also be made of
gifts by friends of the University to cover the expenses of publication.
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CHAPTER 1

BALTIMORE & OHIO

Early history — Extension to Chicago — Trunk-line rate wars — Effect on the
company — Extension to New York -~ Sale of bonds to pay off floating debt —
Unsatisfactory traffic conditions ~— Receivership — Mr. Little’s report — Re-
organization — Subsequent history.

THE Baltimore & Ohio Railroad was the first important railway
company to be incorporated in the United States. It was designed
to aid the city of Baltimore in securing the Western trade, and not
only private citizens but the city of Baltimore and the state of Mary-
land early subscribed to its stock. When in the course of con-
struction it became expedient to extend into Virginia, the city of
Wheeling and the state of Virginia likewise subscribed, though the
action of the latter was subsequently withdrawn.” As a result
the funds required for first construction were obtained from the
sale of stocks instead of bonds. In 1844, seventeen years after
the granting of the charter, the annual report showed $7,000,000
in stock as against $985,000 in 6 per cent bonds; while in 1849,
though the loans had been increased, they yet stood in the propor-
tion of one to two.?

On December 1, 1831, the first train was run over the line, then
72} miles in length.® The early history of the road does not much
concern us. It was one of steady growth, not through an unsettled
territory, as with our Western roads, but through a country the
industries of which were already established. Tracks led, not into
Prairies, but to populous cities; and the future of the company,
once the initial difficulties should have been overcome, was at no

! Milton Reizenstein, The Economic History of the Baltimore & Ohio Railroad,
Johns Hopkins University Studies, July-August, 1897.

? Reizenstein estimates the original cost of the first 379 miles to have been $37,612
Per mile, and, adding the cost of reconstruction and extension to 1853, he gets a figure
of $41,237 per mile. Vide infra, _ . 75.

* 6th Annual Report, 1832, p. 4.
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time uncertain. Thus extension to Cumberland increased the gross
receipts from $426,492 to $575,235, and that to Wheeling in 1853
likewise brought a great increase in traffic.

The Civil War bore upon the Baltimore & Ohio heavily because
of the peculiar location of its mileage. On May 28, 1861, possession
was taken by the Confederates of more than one hundred miles
of the main stem, embracing chiefly the region between the Point of
Rocks and Cumberland.! Government protection was temporarily
restored in 1862, but raids occurred until the end of the war. Each
time the Confederates occupied the line they tore it up, and as soon
as they retired the company hastened to make repairs. The road
did not default. A portion of the track yielded a revenue from first
to last, and presumably the Government paid generously for the
transportation of its troops.

1t was after the Civil War that the real history of the road began.
The key-note was competition ; — competition of the fiercest sort
between parallel lines from Chicago to the seaboard, intensified by
the rivalry of the great seaboard cities, and involving traffic in both
directions. The decade 1850-60 had seen the extension of Eastern
roads to Western connections. In 1851 the Erie had reached Lake
Erie; in 1853 the New York Central and Lake Shore, and in 1855
the Pennsylvania and Fort Wayne had opened continuous routes
from the Atlantic to Chicago. In 1854 the Baltimore & Ohio had
obtained connection with Cincinnati and St. Louis; and in 1858
the Grand Trunk had arrived at Sarnia on its way from Portland
to Chicago. After the Civil War there was both consolidation and
extension. The New York Central was united with the Hudson
River, and the Pennsylvania leased the Pittsburgh, Fort Wayne
& Chicago in 1869. The Baltimore & Ohio reached Chicago in
1874, and the lines which in April, 1880, were consolidated into the
Chicago & Grand Trunk were completed between Port Huron and
Chicago in February of that year. The completion of these through
routes opened the way for very bitter competition. Five independent
lines struggled for Chicago business, and all of them were prepared
to cut rates deeply in order to test their rivals’ strength. In par-
ticular the Baltimore & Ohio was aggressive. ‘At the time of its
[Chicago branch] opening,” said Mr. Blanchard before the Hepburm

! 35th Annual Report, 1861.
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Committee, it was heralded all over the Northwest as a ‘Re-
lief for the Farmer,” ‘the Grangers’ Friend,” and all other sorts of
headlines were put into the Chicago and Northwestern papers;
and President Garrett’s public utterances, and those to his Board,
were filled with enough statements to show what he intended to do.
. . . I heard him [say] that upon the completion of his lines, like
another Samson, he could pull down the temple of rates upon the
heads of these other trunk lines.”” !

Under these circumstances a dispute between the Baitimore &
Ohio and the Pennsylvania in 1874 over the former’s connection
with New York bhad far-reaching consequences.? The Pennsyl-
vania refused to carry Baltimore & Ohio cars over its line north
from Philadelphia, and as a retaliatory measure the Baltimore &
Ohio reduced passenger fares from Washington and Baltimore to
Western points from 25 to 40 per cent.® The reduction in rates thus
begun inaugurated the first of the great railroad wars. The cuts
soon extended to east-bound passengers and to freight, and forced
corresponding cuts on the Pennsylvania, the Lake Shore & Michi-
gan Southern, the Michigan Central, the New York Central, and
the Erie. Rates on fourth class and grain from Chicago to New
York, which had been 6o cents per 100 pounds in December, 1873,
and 4o cents in December, 1874, fell to 30 cents in March, 1873.
Rates on special, or sixth class,* went as low as 12 cents from Balti-

! Testimony of Mr. Blanchard, Hepburn Committee Report, p- 3171. See also
Chron. 20: 547, 1875.

? The Baltimore & Ohio had no line to New York. The Pennsylvania had had
one since 1873, and over it Mr. Garrett was forced to send all his New York business.
Disputes arose over the proper pro-rating of charges. President Garrett alleged that
Ehe terminal charge of four cents per 100 pounds which the Pennsylvania Company
lmposed on freight coming to or going from New York was exorbitant, and that he
was paying for 1oo miles of transportation when the real distance was only go. Pre-
sident Scott replied that the rates for terminal services in New York were not suf-
ficient to cover the cost of doing the business, and that the Pennsylvania’s New York
and Philadelphia line was open to the Baltimore & Ohio on the same terms as to
all others. R. R. Gaz. 7:71-2, 1875.

¥ R. R. Gaz. 6:8, 1874. The outcome wasan agreement whereby the Baltimore &
Oh.io restored rates and fares, and the Pennsylvania agreed to haul two of the former’s
:;‘ams daily each way between West Philadelphia and Jersey City, to sell through
fockets West over the Baltimore & Ohio, and to give that road all necessary facilities

* the handling of through freight.

* Sugar, coffee, salt, etc.
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more and Philadelphia to Chicago. Passenger fares from Chicago
to Baltimore and Washington were reduced from $19 to $9, to
Philadelphia from $19 to $12, to New York from $22 to $15, and
to Boston from $22 to $15. The New York Central and the Erie
quoted fares from New York to Chicago of $18 and to St. Louis
of $20, and the Baltimore & Ohio replied by a cut to $16.25 to
Chicago. In April, 1875, the Baltimore & Ohio cut freight rates from
Cumberland to Baltimore over 50 per cent on the four regular classes,
and the Pennsylvania at once announced still greater reductions.!
The effect of this warfare on railroad revenues was sufficiently
serious to cause the Baltimore & Ohio to recede somewhat from
its independent position and to enter into negotiations with the
Pennsylvania; ® but the terms of the resulting agreement proved
unsatisfactory to the other trunk lines, and no general pacification
was obtained. Late in 1875 rates nevertheless generally advanced,
and in December a general agreement was concluded, followed by
a general increase. This agreement was again hopelessly disrupted
by the following April, when cuts in east-bound rates followed each
other with rapidity. The published rates on grain, which had been
45 cents at the beginning of March, 1876, fell to 40 cents on March 7,
35 cents on April 13, 224 cents on April 25, and 20 cents on May 5.
In June rates on west-bound freight fell to 25 cents first class to
Chicago, and 16 cents fourth and fifth class, actual rates going

! The traffic between Cumberland and Baltimore was mostly coal. In an interview
the last of May or first of June, 1875, President Garrett said that as soon as the right
was conceded to his road to enter New York over the Pennsylvania Railroad as he had
been doing for thirty years, and to make such rates from Baltimore and Chicago as

he chose, he was ready for peace and not sooner. . .. The Saratoga combination,
which had been gotten up to ruin the Baltimore & Ohio Railroad, had only served to
establish the road and give it a standing in the West. . . . It had been and was now

his firm object to maintain the freight rate on fourth class, the principal freight shipped
from the West, at 35 cents per 10o. This was a reasonable rate and gave his company
a fair profit. The other lines had to submit to this rate or there could be no peace.
R. R. Gaz. 7:237, 187s.

? R.R. Gaz. 7: 261, 1875; Ibid. 7: 270, 1875; Ibid. 7:289, 1875; Chron. 20:593,
1875. The compact was to last for ten years, the companies to agree upon and to
maintain moderate rates between all competing points. Each board of directors was
to appoint a special committee to which was to be referred all differences which might
arise. The Pennsylvania opened its lines to the Baltimore & Ohio between Phil-
adelphia and New York on the same terms that it gave other connecting roads at
Philadelphia.
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much lower; and it was possible to travel from New York ‘to
Chicago first class for $13.*

Warfare between railroads became intensified by the competi-
tion between the cities which the railroads served, and by 1876 the
question of relative rates to New York, Philadelphia, and Baltimore
had grown to be of primary importance.? By an agreement in 1869
Baltimore had been given a differential on east-bound freight of
10 cents per 1oo pounds, which had been reduced to 5 cents on
grain in 1870. On west-bound freight Baltimore had enjoyed a
differential in 1875 which had ranged from 10 cents on first class
to 5 cents on special class freight, and Philadelphia one which had
been 2 cents less except on first class, where the Philadelphia differ-
ential had been 3 cents less than that to Baltimore. A temporary
agreement of March, 1876, had replaced these allowances by dif-
ferentials of 13 per cent in favor of Baltimore and 10 per cent in
favor of Philadelphia as against New York. This relation was
fought over in the rate war of 1876. In December of that year an-
other agreement wasreached on the basis of equal rates from Western
points to Europe on export traffic via all four competing seaboard
cities, and reduced percentage differentials on local traffic to those
cities; but this proved temporary, the subsequent advances in rates
were not general, and final agreement was not secured until April,
1877. The contract then executed was in the nature of a compro-
mise. The differential to Baltimore was reduced from 13 per cent
to 3 cents, and from Philadelphia from 1o per cent to 2 cents, to
apply equally to local and to export traffic. Rates to Boston were
at no time to be less than those to New York. Differentials on west-
bound traffic were to be the same as those on east-bound on third
class, fourth class, and special freight, and on first and second
classes to be 8 cents less per hundred from Baltimore and 6 cents
less from Philadelphia than from New York.®

! See Interstate Commerce Commission, Railways in the United States in 1902,
Part 2, entitled, “ A Forty-year Review of Changes in Freight Tariff,” p. 79.

? For an account of the differentials at different times see the argument of counsel
a.nd the opinion of the Interstate Commerce Commission, ‘‘In the Matter of Differen-
tial Rates to and from North Atlantic Ports,” April 27, 1905, in Elkins Committee
Report, vol. 5, Appendix E. See also 7 L. C. C. Rep. 612.

* Albert Fink, Report on Adjustment of Railway Rates; also Testimony of Mr.
Blanchard, Hepburn Committee Report, pp. 3171 fi.
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The years following the agreement of 1877 were marked by low
and fluctuating rates, extensive cutting under the published schedules,
and frequent attempts at pooling and at apportionment of traffic.
At a meeting at Chicago on December 19, 1878, tariff rates were
agreed upon by all lines, but the existence of time contracts de-
pressed receipts for months thereafter. Another meeting on May 8
was followed by sharp competition. In June an agreement to raise
rates was made, but proved unsatisfactory owing to long time
contracts. ‘“During the period between December 18, 1848, and
July 5, 1879,” said Mr. King in a letter to the Trunk-Line Arbi-
trators on July 17, 1879, “the Baltimore & Ohio Company has
practically been out of the market, on account of the low rates by
the Northern lines. It has not secured enough east-bound freight
to give return loads for the small west-bound traffic sent over its
lines to that city, and has repeatedly moved its cars empty from
Chicago to other points on its lines east of that city.” ?

Early in 1881 the cutting of rates became sufficiently important
to force official recognition by the chairman of the trunk-line pool.?
By June 17 quoted rates on grain were 15 cents per 100 pounds
from Chicago to New York, and a railroad war was in full swing.®
By October the grain rate had been reduced from 15 cents to 12}
cents; by August passenger fares were $7 from New York to Chi-
cago, and $16 from Chicago to New York, and there was quoted
besides a $5 Boston to Chicago rate over the Grand Trunk. The rad-
ical nature of these cuts can be appreciated from Mr. Albert Fink’s

! ¢¢Additional Arguments on the Division of [Dead] Freight from Cincinnati of
the Atlantic & Great Western,” etc., N. Y. 1879, p. 5. Speaking from the standpoint
of an impartial observer, Mr. Fink declared that $1,840,494 had been lost between
December 19, 1878, and May 1, 1879, through the failure of the Michigan Central,
Lake Shore, Pennsylvania, and Baltimore & Ohio and their connections to observe
their published tariffs. Chron. 28: 578, 1879.

? By agreement of March- 11, 1881, the chairman of the Joint Executive Com-
mittee, Mr. Fink, was given authority to proclaim a general reduction in published
rates when it should be shown that any pool line had been accepting traffic at less
than the regular rate. This authority he exercised in April. Rates were restored
almost immediately by special action of the Joint Executive Committee, only to be
reduced again in June for similar reasons.

* The actual outbreak of the war was due to the conviction of the New York
Central that traffic was being diverted to other roads by secret departures from
the published tariff. R. R. Gaz. 13: 347, 1881.
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testimony before the Hepburn and Cullom Committees. .Fifteen
cents, said he in 1879, just covered the actual cost of hauling the

ain; ' twenty cents, he asserted in 1885, was the bare cost of move-
ment, including the general expenses, but without any profit to
the road.? Grain was therefore not repaying the specific cost of
hauling, and passengers were obviously in similar case. Tefnporary
relief occurred through the large increase in business which took
place at the end of 1881. In October the Pennsylvania and the
Baltimore & Ohio advanced east-bound rates because of tpe
abundance of traffic offering, and the New York Central, Erie,
and Grand Trunk followed to a less degree. In November further
advances occurred, though west-bound rates remained low ;. but
throughout December and January rates were low and ﬁuctuat}ng,“
and negotiations were carried on for the settlement of the differ-
ential question which underlay the trouble. None of the combatgnts
were open to conviction ; the only outlet was therefore arbitration,
and this was reluctantly resorted to.* In January, 1882, the roads
divided the through trunk-line business, agreed to raise rates, and
left the subject of differentials to be investigated by Messrs. Thur-
man, Washburn, and Cooley.’

This solution settled nothing. During the following three years
constant disputes arose over the proper division of traffic,’ and in
1884 the old struggle was resumed with unabated vigor. Rates on
grain to the seaboard fell from 3o cents to 20 cents on March 14
of that year, and to 15 cents on March 21; remaining low and

! Hepburn Committee Report, vol. 3, p. 558.

? Cullom Committee Report, vol. 2, p. ¢8.

* In January the Pennsylvania announced that it would take provisions from
Chicago to New York for ten cents per hundred pounds. R. R. Gaz. 14: 28, 1882.

¢ See Albert Fink, Report upon the Adjustment of Railroad Transportation Rates
to the Seaboard, 1882; also, Letter to a New York Merchant, by the same, Hepburn
Committee Report, vol. 2, Exhibits, pp. 106-119.

% For agreement see Chron. 34: 116, 1882. The Commissioners’ functions were
purely advisory. They reported in July that ‘‘no evidence has been offered before
us that the existing differentials are unjust, or that they operate to the prejudice
of either of the Atlantic seaboard cities.” Senate Committee on Interstate Commerce
Report (Elkins Committee), 1905, vol. 2, pp. 1243 ff.

® The question was passed upon by C. F. Adams as arbitrator in November, 1882
(Chron. 35: 603, 1882), and by the Trunk-Line Board of Arbitration in January, 1884
(Chron. 38: 31, 1884).
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fluctuating through the year.! Immigrant business from New York
to Chicago was handled by the Pennsylvania at one dollar a head.
By February, 1885, rates for traffic in both directions were com-
pletely demoralized. Nominal east-bound charges on grain were
25 cents, or a 10 cent advance since the preceding March, but actual
rates were as low as 8 and 10 cents. Meanwhile published rates on
west-bound freight were a third less than the standard tariff, and
passenger rates in both directions were, roughly, one-half the regular
charges. The following month still further reductions occurred.
The warfare was finally terminated by an agreement to maintain
rates late in 1883,? followed by an elaborate pooling agreement be-
tween the competing lines.?

From 1875 to 1885 the trunk lines to the Atlantic ports were thus
engaged in active competition. What was the effect of this upon
the Baltimore & Ohio? This road was highly prosperous in 187s.
Dividends of 6 per cent and 10 per cent were being paid. The cap-
italization was small and the management conservative. During
the ten years following 1875 the rate of dividend was not materially
decreased. In 1876 1o per cent was paid. In 1877 the old 8 per cent
rate was restored, and the following year the distribution was made
in stock instead of in cash. After the agreement of 1878 one-half
year’s dividend was paid in cash; and in 1879 ¢ per cent cash, and
in 1880 10 per cent cash was declared, this rate enduring until
1886. But although dividends were maintained, the effect of the
railroad wars appeared in the slowness with which net earnings
increased. A comparison of the net returns of 1884 with those of
1874 reveals a gain of 4o per cent, on a mileage 27 per cent greater;
but the figures for 1885 show an increase of less than 2 per cent
over those for 1874, while the totals for 1884 were not again equalled
until 190o. Meanwhile more bonds had been issued, and the per-
centage of fixed charges to net earnings had increased from 16 in
1874 to 63 in 1884. In other words, money was borrowed to put
into the road which did little more than keep the net earnings from

! The attempt of the Pennsylvania to cut off the New York connection of the
Baltimore & Ohio caused especial bitterness between those roads. See Chron.
39:420, 1884.

* Chron. 41:393, 188s.

¥ Cullom Committee Report, vol. 1, Appendix, pp. 237, and 240 fi.
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declining. In that same time the stock increased $2,900,000, and
according to the profit and loss account $15,559,636 were put into
the property, making a total of $55,743,092 (of this $37,197,696
were bonds); the only result of which was the building of 313 miles
of line, and the securing of an increase in net earnings for 1834,
which was swept away the following year.

In 1884 the elder Garrett died, and his son Robert was elected
to succeed him. The old policy of independence and competition
was continued, the objective point being now an entrance into
New York. “When in 1835 the other trunk lines harmonized
their differences, . . .” said the Chronicle, “the Baltimore &
Ohio . . . pursued its policy of aggression. . . . The road must
reach Philadelphia . . . nay, must push ... on to New York. . . .
Instead of seeking to avoid rivalry, its every effort seemed to en-
courage it. Rates were reduced, concessions made to shippers and
travellers, the one idea apparently being to get traffic no matter what
the cost.” ! The necessity of a secure New York connection had
been impressed upon the company in the course of the rate wars.
The first step was to be actual construction to Philadelphia, the
second, construction or traffic agreements from Philadelphia to
New York. Bonds were issued in April, 1883, for construction of
a so-called Philadelphia branch from Baltimore to the northern
boundary of Cecil County, Maryland,® there to connect with the
Baltimore & Philadelphia Railroad, which was being built through
Delaware and Pennsylvania to Philadelphia. FEntrance into Phil-
adelphia was securcd over the Schuylkill River East Side Railway,
a corporation organized under the laws of Pennsylvania and
doing business in the city only.®> The distance was approximately
ninety-nine miles; the cost was later asserted to have been $20,000,-
oco. Beyond Philadelphia the Baltimore & Ohio relied on an
agrecment with the Philadelphia & Reading for trackage to Bound
Brook, New Jersey,*and on a traffic contract with the Central of
New Jersey forits line from Bound Brook to Elizabeth.® Terminals

! Chron. 45: 692, 1887.

® The amount of issue was £2,400,000 ($11,678,400) at 4} per cent, maturing
‘:‘é’sﬁl 1, 1933, and placed through Brown, Shipley & Co. of London. Chron. 36: 426,

3.
¥ Chron. 40: 453, 188s.

¢ Chron. 41: 555, 188s. § Chron. 43: 190, 1886.
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on Staten Island were secured by purchase of a controlling interest in
the Staten Island Rapid Transit Company,' and connection between
Elizabeth and the Island was obtained by new construction. The
strength of this route was in its directness and in its independence
of trunk-line control; its weakness was in its excessive cost between
Baltimore and Philadelphia, and in its reliance upon traffic contracts
north of the latter city. A proposition was advanced to unite the
Baltimore & Ohio, the Philadelphia & Reading, and the Central
of New Jersey with the Richmond Terminal System. This, however,
fell through,? and the possibility still existed that the Baltimore &
Ohio might some day construct a line of its own from Philadelphia
to New York.

Pending the completion of the preceding arrangements rate
conditions remained naturally unsatisfactory. The Pennsylvania
objected to the paralleling of its Philadelphia-New York branch, and
refused to allow temporary use of that line by the Baltimore & Ohio
while the latter’s independent connections were being established.®
Freight rates were slowly and painfully raised after the conflict of
1884-5, and did not regain a high level. In 1886 the Baltimore &
Ohio was forced to reduce its dividends from 10 to 8 per cent. The
following year it cut to 4 per cent, and in 1888 no dividend at all
was declared. The surplus on the year’s operations, which had not
since 1878 fallen below $1,000,000, dropped to $110,819 in 188,
and to $36,259 in 1886. As dividends decreased, the funded debt
increased,! the percentage of fixed charges to net income rose from
63 to 89, and the floating debt attained the portentous amount of

! The Staten Island Rapid Transit possessed an extensive water front on Staten
Island, besides franchises for two ferries from Staten Island to the Battery, New
York City. Some trouble was experienced in securing permission to bridge the Kill
von Kull between Staten Island and the New Jersey mainland. Congress passed an
act permitting construction, New Jersey protested, and the courts upheld the author-
ity of Congress. Stockton v. Baltimore & New York Railroad Co., 32 Fed. Rep. 9.

? R. R. Gaz. 19:1%0, 1887; Ibid. 19:490, 1887. For an account of the Rich-
mond & West Point Terminal Railway & Warehouse Company see the chapter on
the Southein Railway.

3 R. R. Gaz. 18:49, 1886. Interview with Mr. Albert Fink. A passenger rate
war between the Pennsylvania and the Baltimore & Ohio took place early in 1886,
and resulted in the indirect cutting by the former of the pool rate which it had agreed
to maintain. Chron. 42: 73, 1886.

¢ From $34,713,696 in 1884 to $56,868,201 in 1887.
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$11,148,007- The only item which did not grow was net earnings.
There was nothing occult in the situation. Every one was well aware
that the competition to which the Baltimore & Ohio had been sub-
jected had been severe, and that the cost of its New York extension
had been large. In 1887 the bonds outstanding were $56,868, 201,
the stock $19,792,566, and the accumulated surplus $48,083,7z0,
or a total of $124,744,487. This stood for the sums invested in the
property. Net income on the other hand was $4,994,721; so that
on an investment of over $100,000,000 but 4 per cent was being
obtained to cover interest, improvements, and whatever dividend
might be declared.

That no general apprehension was felt by investors before 1887
was due to the great prestige which the Baltimore & Ohio enjoyed.
The long series of dividends counted heavily in favor of the road.
The enormous accumulated surplus, said to have been invested in
valuable improvements and extensions; ! the enterprise of the com-
pany in making extensions; the large volume of business; and the
confident statements of the president, all conspired to prevent a too
keen analysis of the business returns.? Relief of two sorts was
nevertheless required. In the first place the floating debt had grown
so large that some means of paying it off was necessary;in the
second place the road needed a sufficient reduction in fixed charges
to restore some of the margin of non-mortgaged earnings which had
been so great a safeguard in the early days. Only the first of these
requirements was met. Cash the road had to have; the existing
fixed charges, it was thought, it could endure if only some abatement
of the intensity of trunk-line competition could be obiained.

The method chosen for raising cash was the sale of bonds. In
September, 1887, J. P. Morgan & Co. announced that a prelimin-
ary contract had been entered into between the Baltimore & Ohio
Railroad Company and J. S. Morgan & Co., Baring Bros. & Co.,
and Brown, Shipley & Co., of London, and their allied houses in
America, for the negotiation of $5,000,000 Baltimore & Ohio Con-

terlm§UCh as connecting lines, iron bridges over the Ohio River, elevators, wharves,
: inal facilities, etc.
mea;rhe lowest average price of the common st.ock before announcement of the
o I2ures taken for relief was 160, from which point the quotations rapidly dropped
5> and on January 5, 1889, to 85.
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solidated 5s and of $35,000,000 preferred stock, for the purpose of
paying off the entire floating debt, and of placing the company upon
a sound financial basis.* The consolidated bonds were to be part
of an authorized issue of $29,600,000, of which $21,423,000 were to
be reserved to retire the main stem mortgage indebtedness when it
should fall due, and $8,177,112 were to be exchanged for securities
in the company’s sinking fund, the freed securities to be used to
pay the floating debt in part. In case this exchange should not be
made, $7,500,000 of the issue might be sold direct, and the syndi-
cate before mentioned agreed to take $5,000,000 of this amount
and to place $5,000,000 in preferred stock on condition:

(a) That the statements of the company should be verified;

(b) That the management of the company should be placed in
competent hands, satisfactory to the syndicate;

(¢) That satisfactory contracts should be made between the Balti-
more & Ohio and other roads for New York business, which should
remove all antagonism between them on the subject, and should
ensure the permanent working of the first-named in entire harmony
with the other trunk lines, besides avoiding the construction, or
the threat of construction, of expensive lines north and east of
Philadelphia.

Annual payments to the Baltimore & Ohio sinking funds were
to be made in the future in consols instead of in cash.?

The essence of this arrangement was a funding of the floating
debt, plus agreements with other roads in order to maintain earn-
ings. The funding involved, however, a certain increase of charges
through the issue of bonds, while the agreements offered but a
doubtful chance of increased earnings. Only by an effective com-
munity of interest or of ownership among the trunk lines could a
saving have been secured on which the new bond issues could safely
have relied. That this was to take place through the syndicate,
that body was emphatic in denying. ‘“The statement,” said Vice-

1 Chron. 45: 304, 1887; Ibid. 45: 824, 1887.

2 About $5,000,000 of the floating debt in March, 1888, consisted of advances by
the syndicate, for which they held 50,000 shares of Western Union Telegraph Company
stock, and 15,000 shares of United States Express Company stock, which at current
prices about covered their loan. Statement of President Spencer, Chron. 46: 344,
1888.
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President Spencer, “that the Baltimore & Ohio Railroad has
passed into the hands of a syndicate, of which J. P. Morgan is the
head, is absolutely without foundation. . . . The syndicate has
the greatest interest now in the growth of the Baltimore & Ohio,
and to secure this growth and progress absolute independence of
other corporate predominance is essential, and the road must be
worked in the interest of the states and territories it reaches.” *
This declaration left only informal agreements as a resort; for pool-
ing had been forbidden in 1887. It did more, it implied the neces-
sity of a maintenance of competition, for to work the Baltimore &
Ohio in the interest of Baltimore meant to work it against the
interest of New York. In principle the plan was nevertheless
adopted. Bondholders saw no necessity for a radical reorganiza-
tion, and were willing to consent only to a new issue of bonds. Cer-
tain modifications were, however, imposed. The exchange of new
bonds for securities in the sinking fund was abandoned, and the
alternative of direct sale was embraced. It was found impossible
to secure the consent of stockholders to an increase in the preferred
stock, three attempts to obtain the required authorization failing
in the week ending January 2o, 1888.2 Furthermore, the failure
of the stock issue led President Spencer ® to request that the city of
Baltimore extend for five years at 4 per cent a $5,000,000 loan to
the company, which was to mature in two years, and that it return
the sinking fund of $2,400,000 which had accumulated in its hands
for the eventual cancellation of the debt.* It may be added that this
suggestion was not accepted.

! Ry. Age, 12:640, 1887.

? “If it [the stock] is sold,” said a statement in the New York Tribune, purporting
to represent the views of Senator Gorman, a large stockholder, “ it will place the
control of the road practically in the hands of the syndicate. . . . It is clearly
Preferable to keep the control of the stock here [Baltimore}, as the road is a city and
State institution of the first importance to our business interests.”” Ry. Age, 13:44,
1888. Another objection was that an issue of additional preferred stock would post-
PO;'le indefinitely dividends upon the common.

) Mr. Spencer had succeeded Robert Garrett in December, 1887.

Chron. 46:319, 1888. In connection with this proposition President Spencer
Mmade the following statement: Of the $11,148,007 floating debt, December, 1887,
7,769,314 consisted of loans and bills payable. This is now reduced to $6,446,173.
ere will probably be added to this $1,400,000 for equipment, already either under
i':;’:;:‘act or to be constructed in the company’s shops. In addition there should be,
€ near future, not less than $2,000,000 additional put into this property for the
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While awaiting final settlement of the syndicate scheme the
Baltimore & Ohio obtained some cash from the disposal of all its
free resources ; that is, from the telegraph, express, and sleeping-car
businesses which it had conducted since early in the administration
of John Garrett. In August, 1887, it sold its express business to
the United States Express Company for a period of thirty years, in
return for $1,500,000 of the capital stock of the express company
plus a certain percentage of the annual earnings of the express lines
handed over.? In October of the same year its telegraph business
was turned over to the Western Union Telegraph Company in
return for $5,000,000 of the Western Union stock, and an annual
payment of $60,000 in cash.? Finally, in June, 1888, its sleeping-car
equipment and franchises were transferred to the Pullman Company
for a period of twenty-five years at a reported price of $1,250,000.%
The company agreed to furnish all the sleeping and parlor cars
required. This brought the incidental advantage of ending long-
continued suits over patents. The terms of sale to the telegraph and
express companies brought in no ready money, but the securities
obtained were readily salable, and being independent for their value
of the commercial success of the Baltimore & Ohio were available
for times of difficulty. It was this policy which offset the refusal
of the city of Baltimore to return the sinking fund to the company,
and which by March, 1888, rendered the road even to some extent
independent of the syndicate. At that date a modification of the
syndicate agreement took place. The bankers gave up all claim to
the $5,000,000 of stock so long under discussion, and took instead
the balance ($2,500,000) of the $7,500,000 consolidated mortgage
bonds which the company was authorized to sell. “The syndicate
acted,” said the Baltimore Sun, “in an entirely friendly spirit, and,

purpose of improvement. The total requirements are thus $10,000,000. Of this
$5,000,000 will be disposed of by assets in the hands of the syndicate as collateral, or
in the hands of the company. Of the remaining $5,000,000, $1,500,000 is floating
debt. This will be more than provided for by the $2,500,000 of consolidated bonds
remaining in the hands of the company for its future use after the sale of the $5,000,000
to the syndicate. The remaining $3,500,000 needed fo: equipment and improve-
ments it is the desire-of the company to provide for by that portion of the $2,500,000
not required for the floating debt, and by the $2,500,000 in the sinking-fund loan of
18go. Chron. 46: 344.

! Ry. Rev. 28:192, 1888.

3 R. R. Gaz. 20: 417, 1888.

* Ry. Age, 12:728, 1887.
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with a desire to continue its financial relations w-ith the company,
took the remaining $2,500,000 . . . at a better price than was paid
for the $5,000,000.” * . -
With temporary financial requirements provided for, President
Spencer was enabled to achieve some much-needed reforn}s. ‘At
a meeting of the directors on March 14 a complete reorgamzatfon
of the service was authorized, with changes and transfers affec'tmg
employees from the first vice-president down. I.Jater a committee
of mechanical experts was organized “to examine thoroughly all
the shops, shop tools, etc., of the entire Baltimore & Ohio system,
and to report on all the improvements needed.” * The form of the
annual report was improved. The much-quoted surplus, which had
proved such an unreliable support, was cut in two by the writing
off of bad investments, the marking down of the price of securities,
and the like; and, finally, a committee was appointed to make a
general examination of the financial as well as the physical con-
dition of affairs.? “Great anxiety,” said a resolution of the direct-
ors, “exists in the public mind as to the financial condition and
the value and earning capacity of the road and property . . . [and]
it is due to all interests that a full, frank, and complete statement of
its affairs should be made public.” So far as lay in his power Pre-
sident Spencer, and through him the syndicate, tried to secure a real
and permanent improvement in the condition of the road, and to
gain, through increased efficiency in operation, the margin which
the refusal to cut down fixed charges had denied. The failure
of the attempt may be ascribed to the continuance of the Garrett
family in power. Any irregularities or mistakes which had taken
place in the past reflected on the Garretts, so that it was to their
interest to stifle investigation. Moreover, any change in policy for the
future implied a criticism of their acts to which they were reluctant
to accede. In 1888 the Garrett holdings amounted to from 50,000

' Ry. Rev. 28:192, 1888. The amiability of the syndicate was profitable to it. On
May 21 the subscription books of the $7,500,000 mortgage were opened in London
and New York, and the whole issue was subscribed in London before the inhabitants
of the American city, in spite of their proverbial alertness, were out of bed. In Septem-
ber, 1888, the Baltimore & Ohio was reported as ‘‘having all the funds needed for
the present,” R. R. Gaz. 201343, 1888.

: Ry. Rev. 28:163, 1888

Ibid, 28:236, 1888.
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to 60,000 shares out of a total of 150,000 shares, or, deducting 32,500
shares held by the city of Baltimore, which were not entitled to
vote, to about one-half of a total of 117,500 shares. This gave
undisputed control. The effect was seen in the annual election in
November. Of 12 old members of the board only 5 were reélected,
and of the 7 dropped 3 formed part of the investigating committee
engaged in securing “the full, frank, and complete statement of
the company’s condition” promised at an earlier date.® The same
month President Spencer was ousted and Mr. Charles F. Mayer
was elected in his place.

This revolution was fatal to any radical reform, so that during
the next seven yvears the condition of the Baltimore & Ohio im-
proved but little. Net income grew, it is true, up to the panic year
of 1893, but fell so sharply after that that the reported figures for
1895 exceeded those of 1888 by but $1,283,843, and even this gain
was practically wiped out during the following year. Meanwhile
fixed charges grew from $6,550,972 in 1888 to $6,934,052 in 1895,
and to $7,303,781 in 1896 ; an increase which transformed the profits
of the company the following year into a deficit. A comparison of
the balance-sheets of 1888 and 1895 shows an increase of $10,207,434
in stock, of $16,261,000 in funded debt, and of $4,554,939 in
floating debt. These changes were offset mainly by increases in
bonds and stock owned, or in the hands of trustees, by advances
to subsidiary lines, and by a reduction of $11,080,000 in bonded
debt secured by collateral or by mortgage on the main line. During
this time dividends were nevertheless steadily paid on the preferred
stock, and, beginning in 1891, upon the common stock as well.
The liberal tendencies of the management were also evinced by
a 20 per cent dividend upon the common stock, declared in 1891
to compensate shareholders for expenditures in betterments and
improvements of the physical condition of the property.? It will be

1 Ry. Rev. 28: 678, 1888 ; Ibid. 28: 689, 1888. The coincidence was so suggestive
that it was thought necessary to ‘‘credibly inform”’ certain bankers that the investi-
gating committee was expected to continue its investigation and to make a full report.
In December the committee was instructed by a directors’ resolution not to report
till its full statement was ready, and further notice does not appear.

? Ry. Age, 16: 882, 1891. At the same time the directors decided to sell $5,096,600
additional common stock to meet expenditures which would be necessary in con-
nection with the World’s Fair at Chicago.
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scen how different this was from the policy of retrenchment and
ccopomy which had been inaugurated by President Spencer, and
which might fairly have been expected from a corporation barely
escaped from bankruptcy.

Traffic conditions from 1887 to 1893 were very far from satis-
factory. The difficulties between the Baltimore & Ohio and the
pennsylvania were indeed patched up, and the opening of the
former’s lines to New York rendered it independent of other trunk-
line connections ; but frequent charges of rate cutting were made in
1887, and a war in dressed-beef rates was inaugurated by the Grand
Trunk in November of that year. In 1888 rates were pretty much
demoralized. Published rates on grain dropped from 27} cents in
January to 20 cents in October. Emigrant rates from New York
to western points became the subject of active competition; and,
most important of all, the dressed-beef controversy was pushed till
it developed into a war of the most active kind. The trouble here
was started by cuts on dressed beef by the Grand Trunk. In May
other lines retaliated by cuts in live-stock rates; by July 14 pub-
lished rates on cattle from Chicago to New York were 54 cents per
100 pounds, and on dressed beef and hogs 7 cents. In November
the New York Central extended the contest by a general reduction in
west-bound rates.! These struggles, though terminated for a time
by an agreement of February, 1889,” seriously diminished rail-
way revenues, and prevented the rapid growth which the general
prosperity of the country might have occasioned.® In fact, the
Erie management stated in their annual report for 1888 that their
company had retired altogether from certain classes of through

! Chron. 47: 575, 1888. It is impossible to give an adequate account of these wars
without straying too far from our subject. Some of the methods by which rebates
Were granted are revealed in the case of Jacob Shamberg v. Del., Lack. & W. R. R,
Coeral, 41.C.C. Rep. 630. The differential question took on a new phase in 1888
through the demand of weaker roads for protection against stronger. This had long
been 5 demand of the Grand Trunk, and had been conceded to it in the last part
of 1887. In January, 1888, the Pennsylvania and the New York Central agreed to
allow besides a differential rate to the Erie, the Lackawanna, the West Shore, and
the‘Ba]timore & Ohio, which should vary from five cents per hundred pounds from
zéllciigo to New York on first class to one cent on fifth and sixth classes. R.R. Gaz. 20:

;1888; Chron. 46:357, 1888. This did not prevent active warfare throughout the year.

Known as the Presidents’ and Bankers’ Agreement.
There was, however, a shortage in the wheat crop in 1888,
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business for a time during the preceding twelve months, owing to
the unremunerative level of rates. Conditions during the greater
part of 1889 were better," and during the following three years
constant attempts at agreement and arbitration, joined with a con-
siderable volume of business,? prevented a long continuance of any
difficulties which arose.

It was perhaps traffic conditions such as we have described
which led the Garrett family to favor a community of interest
scheme which should improve the Baltimore & Ohio connections
with the West. In June, 1890, Mr. E. R. Bacon formed a syndicate
to control the stock of the Baltimore & Ohio Company. Acting
in harmony with the Garrett family, the syndicate was made up
of Philadelphia, New York, Baltimore, and Pittsburg capitalists,
including the Richmond Terminal, Pittsburgh & Western, Northern
Pacific, and Reading interests. The plan was to establish a com-
munity of interest between a vast network of lines reaching from
the Atlantic to the Pacific, and from New York to the Mississippi.
“The buyers,” it was said, “came in simply as investors without
condition that their other properties would be benefited, although
it was of course intimated that something was to be done.” * They
were required to pool their stock for three years, and to give an
irrevocable proxy for that period to President Charles F. Mayer.
The amount of the syndicate purchase was 45,000 shares, of which
32,500 were obtained from the city of Baltimore, and 9686 (pre-
ferred) from the state of Maryland;* and the purchase brought

! The comparative peace of 1889 was due as much to the abundance of traffic
offering as to the efficacy of the agreement concluded in February of that year.
According to the Chronicle the apportionment of traffic then contemplated proved
difficult to carry out, and considerable discontent arose. Chron. 50: 892, 189o.

2 In 18go difficulties occurred through the competition of the Canadian Pacific,
and more particularly through the attempt of the Lake Shore to reduce the differ-
ential formerly granted to the Grand Trunk. Chron. 50:850, 18go. The matter was
left to arbitration, Chron. 51 : 625, with the result that the lines north of Lake Ontario
were allowed to charge two and one-half cents less per hundred pounds on dressed
beef to the seaboard than the lines further south. R.R. Gaz. 23:64, 1891. This had
the effect of putting the Canadian Pacific on an equality with the Grand Trunk-
Late in 1892 still another agreement between the trunk lines was found necessary
to maintain rates. Chron. 55:857, 1892.

! Ry. Rev. 30: 382, 18g0.

¢ Chron. 50: 800, 1890; Ibid. 50: 833, 1890; Ry. Rev. 30: 348, 18g0; R. R. Gaz
22: 448, 1890.
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the incidental advantage of removing city and state from any direct
ipterest in the road. The preferred state stock the syndicate later
exchanged for common stock owned by the Johns Hopkins Univers-
ity. The purchase once made, the pool was formed on well-known
lines. The stock was deposited with a trust company, trust certi-
ficates were issued, and proxies transferred to Charles F. Mayer.!
The shares to be deposited were limited in amount to 110,000; the
actual amount put in was 89,750. The results of the agreement were
Jess sensational than the forecasts made. It undoubtedly did much
to promote friendly feeling among the roads concerned. When,
in 1891, the Baltimore & Ohio was compelled to vacate the Chicago
terminals of the Illinois Central, which it had occupied for years,
it was able to make prompt arrangements with a corporation con-
trolled by the Northern Pacific for the use of its facilities both for
passengers and for freight. But the influence of the Garrett family
was not lessened, and inasmuch as the main competitors of the
Baltimore & Ohio were not included there was no check to com-
petition, and earnings showed no striking change.

Matters stood thus at the beginning of 1893.> No progress had
been made toward restoring the Baltimore & Ohio to a perman-
ently stable condition, and the prosperity which its reports declared
was fictitious only. The reorganization to which bondholders had
refused to submit in the comparatively prosperous times of 1888
was compelled by the depression following the panic of 1893. In
1894 earnings fell off. The gross earnings for the year ending June
13:&893, were $26,214.,8o7, and the net income $9,210,666 ; the fol-

Wing year the same items were $22,502,662 and $8,719,830. The
fhrectors reduced the dividend and called attention to the losses
‘curred through protracted strikes in the coal and coke industry.®

: léppli‘cation for listing of Trustee certificates, Chron. 54: 369, 1892.

he ;1:«':11.1 extensions had been made, which it is not necessary to describe at length.
2 238’518191':11p:)}:ta:tk had z?ze((e:nh.those of the‘ Pittsburgh & Western in 1891, Chron.

irginie & Pi,tts ;ur hroghr ¢ lca:go ]ungctxon, Chron. 53: 756., 1891, and .t}_le West
Western and e Ohigo ,& M?SS;S‘Z?' 7:2 15{, .11 g2. In 1893. the Baltl'more & Ohio Soutlf-
% & Ohio guaranteed the principal amd iteret o he it coneotidated mom
8age golg bonds of the consolid:ted ch))m f e;es o0, C°n5°h‘%ated oy,
. s Chron, o 6ot 15 e pany for 25,o‘oo,ooo. Chr?n. 56: 332, 18?3.
in L, , 1894. In October, 1893, the Baltimore & Ohio was borrowing

)31 .
ing, thf‘”fl On one year § per cent promissory notes, and 2 per cent commission, pay-
Telore, an equivalent of 7 per cent interest. Ry. Times, 64: 499, 1893.
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The following January (18¢9s) President Mayer stated that the
fixed charges, including the car trusts, sinking funds, etc., due
January 1, amounting to nearly $1,000,000, had been paid with-
out borrowing one dollar. “I name this fact especially,” said he,
“because it is not unusual for us to make a loan for the unusually
heavy payments January 1. I doubt if the Baltimore & Ohio
has owed so small a floating debt for twelve or fifteen years,
perhaps longer, and it never had the large volume of stocks and
bonds it now has, something over $16,000,000, not put down at
their face value but rather at their market value, or far below their
intrinsic value. I can safely say the road has not been in so strong
a position as now for at least fifteen years.” !

It required more than confident statements by the managers,
however, to demonstrate the secure position of the road; and this
all the more because the acts of these gentlemen belied their public
assertions. Dividends on the common stock were passed in 1893,
and again in 1896. The ratio of charges to earnings, according to
the company’s reports, rose from 75 per cent of net earnings in
1894 to 8o.2 per cent in 1895, and to ¢8.2 per cent in 1896; that
is, less than 2 per cent of the net earnings of $6,300,000 was admitted
to be available for dividends on $30,000,000 of stock.? Some relief
was evidently necessary. In January, 1896, it was announced that
arrangements had been made with a strong syndicate to provide
for all immediate financial requirements; but the appointment of
receivers in February could scarcely have come as a surprise.
During the two weeks just before the failure Mr. J. K. Cowen,
who had succeeded Mr. Mayer in the presidency, spent a great
deal of time in New York trying to borrow money to meet the

1 Chron. 60: 42, 1895.

2 In 1895 the directors speak of the unremunerative rates prevailing. Chron.
60: 711, 1895. At the end of the year Mr. Alexander Shaw, chairman of the board
of directors, felt called upon to say, ‘‘The two subjects which are giving the new
board of directors the most to think about are the floating debt and the future
management of the property. We have to fund the former, and as to the latter there
is a difference of opinion among the directors. . . . I deny specifically that the Jan-
uary interest on the bonds of the company will be passed; that a receivership, either
friendly or otherwise, is contemplated; that the Baltimore & Ohio and the Souther?
Railway systems are to be consolidated; and the statements that there has been 2%
irregularity in the manner of keeping the books of the company.” Chron. 61: 1153

1895.
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pressing demands. On his eventual failure and return to Balti-
more the directors felt that a friendly receivership was the only
resource.!

To the well-wishers of the road this failure may have seemed
an opportunity as well as a disaster. It was now possible to accom-
plish what the management in 1888 had refused to attempt, 7. e.
a reduction in the fixed charges of the company which should re-
move the burdens under which the road had labored, and should
open up the way for a long period of improvement and prosperity.
At least one more unpleasant experience was, however, to be passed
through. With a view to determining the Baltimore & Ohio’s real
position, an expert accountant, Mr. Stephen Little, had been set
to work upon its books, and from time to time notices had been
appearing that he was at work, that his examinations confirmed
the statements of the company, and that questions raised by hostile
critics would be considered in his report. Thus in April a reorgan-
ization committee, composed of Messrs. Alexander Shaw, C. Morton
Stuart, and six others, with whom were deposited the Garrett shares,
issued a circular referring to the large amount of new capital, es-
timated by them at $30,000,000, which had been received by the
company since 1888 ““ without adequate or satisfactory results,” and
to the floating debt, which they asserted had been increased from
about $3,500,000 to $16,000,000. “We make no charges, or even
intimations of wrongdoing,” wrote their secretary, “but desire and
require that a full explanation of the management of the property
from the year 1888, when the road was set on its feet by Mr.
Morgan, shall be given, and that the causes which led to the wreck-
ing of the property shall be clearly shown.” To which another
committee, which directly represented the management, replied by
reference to Mr. Little.?

The much-heralded report came out in December, having been
withheld since the previous March for fear of the effect on the
Company’s securities; and so far from sustaining the management,
It contained charges of irregularity almost as sensational as those
Made against the Atchison at an earlier date. The books of the
Company, according to Mr. Little, were in error to the amount of

: Ry. Rev. 36:138, 1896. The receivers were appointed February 29.
Chron. 62: 777, 1896.
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$11,204,858. During the period of seven years and two months
which his report covered he found:

An overstatement of net income of $2,721,068
A mischarge of worn-out equipment to profit and loss of 2,843,596
Improper capitalization of charges to income under the head of
construction, main stem, 2,064,741
Improper capitalization of so-called improvements and betterments
of leased and dependent roads, 3,575,453
Total, $11,204,8581

Deducting these sums from the annual income returns of the
company, he found that but $971,447 had been earned which had
been properly applicable to dividends, whereas $6,269,008 had becn
declared in the seven years, of which $3,312,089 were cash and
$2,956,920 stock. Earnings had been increased by the most arbi-
trary of book-keeping devices. In 1892 the value of the Western
Union stock held in the treasury since the sale of the Baltimore &
Ohio telegraph lines in 1888 had been written up $468,038, and
the stock of another company, the Consolidated Coal Company,
had been written up $114,300. Not only had advances to branch
lines been entered as assets, but the interest on these advances had
been credited to income, the only basis being that it was hoped that
such interest would some day be paid; and on the other side of the
account, charges against operating expenses had been charged to
profit and loss on the same principles by which the Garretts had
rolled up their fictitious surplus of 1888. Turning to the capital
account, Mr. Little showed an increase in liabilities from 1838 to
1805 of $22,180,000, not including $5,481,835 representing chiefly
the company’s endorsements of notes of its subsidiary roads which
stood here for the first time revealed. This money apparently had
been put into the property, and yet Mr. Little’s corrected figures
showed net earnings to be actually smaller in 1895 than in the ear-
lier years. Criticisms of the report attached themselves mainly to
the last items treated. That the extensive endorsement of branch-
line notes, absent as any mention of the practice was from the an-
nual reports, was most misleading and unsound, nobody could deny;

1 The period covered was from September 30, 1888, to November 30, 189S
Report of Mr. Stephen Little to General Louis Fitzgerald, chairman of the reorgan-
ization committee.
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put the broad question of what charges during the seven years
should have been paid out of income, and what not, gave rise to
lively discussion. Severe strictures on Mr. Little’s statements were
made by Patterson and Corwin, two accountants appointed to re-
examine the books of the company. “It would appear,” said they,
«that Mr. Little has made some curious errors, and has been strik-
ingly inconsistent.” ' Nevertheless the more damaging of the lat-
ter’s accusations seem to have been accepted, and the Baltimore &
Ohio took its place with other American corporations, the manage-
ments of which have indulged in secret juggling with the books.

Pending Mr. Little’s report, reorganization was of course delayed.
The receivers were then in control,? and under their diraction a
vigorous policy of improvement was carried out. The rolling stock
of the system was found to be insufficient to handle its business,
and the motive power was in similar condition. All testified to the
consistent desire of the old management to employ every device
which might contribute to greater apparent earnings. Contracts
for sooo freight cars were let as early as May, 1896, to be paid for
in receivers’ certificates, and bids for 75 locomotives were at the
same time received.® During their whole administration the re-
ceivers purchased over 28,000 freight cars, 216 locomotives, 123,000
tons of rails, besides ties, ballast, new steel bridges, and miscel-
laneous improvements of various sorts.* On the financial side they
had to resist an attempt to compel payment of dividends on the
preferred stock. The case dragged on through 1897 and 1898, and
was finally decided in favor of the company.®

I_Xfter the publication of Mr. Little’s report there remained no
Serious bar to reorganization, while the needs to be met were more
apparent than ever before. If the proportion of charges to earnings

: Chro'n. 64: 999, 1897.

. President J. K. Cowen, Vice-President Oscar G. Murray.

Chron. 62: goy, 1896.

: Ibid. 6g: 128, 1899.

" é{zgngggaz'Iz\i 781, 1896; Ibid. 29: 563, 1897.; Chron. 65: 110, 1897; Ry. Rev.
s . e status of the Baltimore & Ohio stock was somewhat peculiar, in

that when first issued to the state of Maryland it had been accompanied by a guaran-

tee;vol.- conditional guarantee, of dividend payments; and Johns Hopkins University,
hich the stock had been transferred, maintained that this contract, added to the

Utinuous payment of dividends for over fifty years, gave them rights even against
bondholders.
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had been too heavy on the management’s own showing, how much
more burdensome was it when the reported earnings had been
proved too high, and the reported liabilities too low! The first step

after the appointment of receivers had been the springing up of |

reorganization committees. The two most prominent were the
Fitzgerald Committee, representing the directors, and the Baltimore
Committee. There were besides committees representing the 5 per
cent bonds of the loan of 1885, the consolidated mortgage ss, the
6 per cent bonds of 1874, the preferred stock, and others. These
were all to some extent antagonistic. It was hoped to secure a re-
organization without foreclosure, but to provide against all con-
tingencies a bill was introduced and passed through the Maryland
legislature, permitting a new company to succeed, after reorganiza-
tion, to the property of the Baltimore & Ohio system.

By April, 1898, a reorganization plan was ready, and was with-
held only on account, first of the threatened, and then of the actual,
war with Spain. Two months later this difficulty seemed no longer
serious, and a plan was formally announced. There were contem-
plated two great issues of bonds and two of stock as follows:

3} per cent prior lien gold bonds, $70,000,000
4 per cent first mortgage gold bonds, 50,000,000
4 per cent non-cumulative preferred stock, 35,000,000
Common stock, 35,000,000

These were to be parts of larger amounts authorized but not issued.
Thus the authorized amount of prior liens was $75,000,000, of
which $5,000,000 were to be reserved, and to be issued after January
1, 1902, at the rate of not exceeding $1,000,000 a year, for enlarge-
ment, betterment, or extension of properties covered by the prior lien
mortgage ; or for the acquisition of additions thereto.”> The author-
ized amount of first mortgage 4s was $165,000,000. Since the prior
liens matured in 1925, and this mortgage not till 1948, $75,000,000
were reserved for retirement of the prior issue. $7,000,000 were

1 Chron. 66: 1235, 1898.

3 The prior lien bonds were ‘‘to be secured by a mortgage upon the main line and
branches, Parkersburg Branch and Pittsburg Division when acquired by the new
company, covering about 101y miles of first track, and about 964 miles of second,
third, and fourth track and sidings, and also all the equipment now owned by the

company of the value of upward of $20,000,000, or hereafter acquired in any manne?
by the use of the $34,000,000 reserved first mortgage bonds, as hereinafter stated.”
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further put aside for the new company; $6,000,000 for the retire-
ment of the Baltimore Belt Line s5s, and $27,000,000 for enlarge-
ments, betterments, or extensions, etc., at a rate not exceeding
$1,500,000 a year for four years, and not exceeding $1,000,000 a
year thereafter. The reserves from these two mortgages, there-
fore, made liberal provision for new capital requirements. All of the
common stock authorized was to be issued at once; but besides
the $35,000,000 preferred stock before mentioned, $5,000,000 pre-
ferred were to be held in reserve for the new company.

Of the immediate issues $60,073,090 prior liens, $36,384,535
first mortgage 4s, $17,218,700 preferred stock, and $31,178,000
common stock went toward the retirement of old securities; and
$9,000,000 prior liens, $12,450,000 first mortgage 4s, and $16,450,000
preferred stock were for cash requirements. The better of the old
mortgages received cash for their overdue interest, something over
par in prior liens for their principal, and from 124 to 32 per cent
in first mortgage 4s and preferred stock to compensate for reductions
in their annual return. Inferior bonds received new first mortgage
4s with preferred stock (except in one instance) as a douceur. The
old stock, common and preferred, and the Washington City & Point
Lookout 6s got mostly new stock for the principal of their hold-
ings, and preferred stock for their assessments. The fundamental
principle on which the exchanges were based was the retirement
of old bonds bearing high interest rates by an increased volume of
new bonds bearing lower rates; thus permitting a much smaller
Teduction in fixed charges than occurred in other reorganizations
V&:hich we shall consider. To some extent reductions in annual
Yield were made up by allowance of preferred stock. The consol-
idated mortgage ss of 1887, on which interest was reduced from $s0
annually to $41.75, received $35 in 4 per cent preferred stock as a

A}: The'ﬁmt mortgage 4s were to be a first lien ‘‘upon the Philadelphia, Chicagq, and
ron divisions and branches and the Fairmount, Morgantown & Pittsburg Rail-
tz‘:;:OVeﬁng a.bou.t 570 miles of first track, and about 332 miles of second, third, and
alt track and. 51d1ngs', and also on the properties now included in the present
acq‘:imore & Ohio Terminal mortgages of 1894, when said lines and properties are
. red by the new company; also on the Baltimore Belt Railroad, if and when
Same shall be acquired by the new company. They will also be a lien subject

’attt:: Prior lien mortgage upon the lines, properties, and equipment covered by the
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compensation. The Baltimore & Ohio Loan of 1874 saw a reduction
in interest from $60 to $40.41, partially made up from the divi-
dends on $160 of new preferred stock. In fact, out of thirteen cases
in which new bonds were given for old, ten included an allowance
of preferred stock, thus bringing the Baltimore & Ohio in line with
other reorganizations of the period. But the proportion of preferred
stock given was small in each case, and the principle was not well
carried out.!

The cash requirements of the system were estimated at $36,092,-
500; being swelled by arrears of interest, receivers’ certificates, need
for working capital, reorganization expenditures, and the like. The
plan proposed to cancel them by assessments on stockholders and by
the sale of securities before described. On the first preferred stock,
$2 a share was levied, $20 on the second preferred, and $20 on the
common stock, with a syndicate guarantee for each. This netted
$5,460,000. Stockholders received new preferred stock for their
payments. Deducting $5,460,000 preferred stock from the secur-
ities reserved under the plan to be sold for cash, there remained
$9,000,000 prior liens, $12,450,000 first mortgage 4s, and $10,990,-
ooo preferred stock, or a total of $32,440,000; all of which a syn-
dicate agreed to take.? In addition the company disposed of se-

1 Annual Yield of Old and New Securities:

Annual re-
Annual re-  turn from new

Previous an-  turn from new bonds and

Loan nual return bonds given stock given

B. & O. Loan, 1853 $40 $40.87 $46.47
Consol. Mtg. ss, 1887 50 41.75 44.35
Loan of 1872 6o 40.41 42.01
Loan of 1874 6o 40.41 46.81
Parkersburg Br. 6s 6o 41.75 41.75
P. & C. 1st Ex. 43 40 40.87 42.70
P.&C. 1stys 70 40.00 40.00
B. & O. 5, Loan of 1885 50 40.00 44.00
P. & C. Consol. 6s 6o 40.67 48.67
Chicago Div. 55 50 46.30 50.30
Phila. Div. 43s 45 40.00 50.60
B. & O. 4} Term. Bs 45 40.00 40.00
Akron & Chicago Junc. §s 50 40.00 42.00

2 Headed by Messrs. Speyer & Co. and Kuhn, Loeb & Co. of New York, and
Messrs. Speyer Bros. of London. R. R. Gaz. 30: 733, 1898.
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curities in the treasury, including $3,800,000 stock of the Western
Union Telegraph Company, for $3,500,000.1

Both classes of stock were vested in five voting trustees, for a
period of five years. The trustees might, however, deliver the
stock at an earlier date in their discretion, and in fact did so in
August, 1901. No additional mortgage was to be put upon the
property, and no increase in the amount of the preferred stock was
to be made, except in each instance after obtaining the consent of
the holders of a majority of the whole amount of preferred stock
outstanding, given at a meeting of the stockholders called for that
purpose, and the consent of the holders of a majority of such part
of the common stock as should be represented at such meeting,
the holders of each class of stock voting separately. During the
existence of the voting trust similar consent of holders of like
amounts of the respective classes of trust certificates was to be
necessary for the purposes indicated. Only a portion of the leased
and dependent lines were provided for in the plan, but the various
cases were left to be passed on separately. Thus the Baltimore
Belt Line was finally leased at a rental equivalent to 4 per cent
on the outstanding 5 per cent bonds; while the acquisition of the
Baltimore & Ohio Southwestern and the Central Ohio railroads
involved the payment of a cash bonus, and an increase in the pre-
ferred and common stock outstanding. The mileage of the system
suffered little change. Many of the branches were sold at fore-
closure, and bought in by the parent line; and a glance at the bal-
ance-sheet in 1899 shows that besides the prior liens and the first
45, an issue of Pittsburg Junction and Middle Division bonds was
the principal tool employed. These securities, bearing 3% per cent,
and falling due in 1925, were issued; 1st, to retire branch-line
Securities, and to weld the system into one united whole; and 2d,
to provide new capital for enlargement and betterment and ex-
tension.

The success of this Baltimore & Ohio reorganization plan was
very largely due to the time at which it was put through. In other
Words, the reorganization was completed just when an unparalleled

1
& OT!J? Western Union stock was sold to the same syndicate which took the Baltimore
hio’s securities, at a price said to be about go. At this price the yield would have
1 $3,420,000; so evidently very little other stock was sold.
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era of prosperity was fairly under way. The moderate reduction
in fixed charges which it secured proved more than adequate when
earnings rapidly grew. The net earnings of the property for the
year ending June 30, 1898, were estimated at $7,724,758, and the
new fixed charges were set at $6,252,351." Net earnings for 1899
were $6,621,599. In 1900, on a mileage 11 per cent greater, they
were $12,359,443, and fixed charges were $6,831,463 only. In
subsequent years, with an increase both in mileage and in eamn-
ings, the margin between charges and income further increased. In
1903 $3,500,000 were spent out of earnings for additions and im-
provements; $7,370,482 were declared in dividends; and $2,947,681
were carried to surplus. In 1907 $3,000,000 were spent in addi-
tions and improvements, $6,965,245 paid in dividends, $7,480,385
carried to surplus. This situation was in no way due to the re-
organization plan, and would have restored the company to solv-
ency even if no reorganization had taken place. It may be said that
the receivership did much to enable the road to take advantage
of the later prosperity. The character of the receivers’ work has
been mentioned. By June 30, 1899, they had spent as much as
$17,oéo,ooo for cars alone, $2,500,000 for locomotives, $2,100,000
for rails, and other sums for improvements and renewals of all kinds.
The maintenance of way pay-rolls in three years amounted to nearly
$12,000,000, and the total expenditure aggregated about $35,000,000;
of which $15,000,000 were secured by the issue of receivers’ cer-
tificates, and the balance through car trusts, earnings from the
property, and from the reorganization managers.? This was an
indispensable and invaluable preliminary to a growth in earnings,
but was, however, distinct from the financial problems of reorgan-
ization. In brief, the Baltimore & Ohio increased its nominal
capitalization more, and reduced its fixed charges less than any of
the seven other reorganizations of the nineties which we shall con-
sider except the Erie. Its need was perhaps less crying, but not
sufficiently so to explain the difference.

Tt will be remembered that, while provision had early been made
for foreclosure, it had been hoped to avoid such a drastic step. Hopes
in this respect were fulfilled, and while a number of branch lines were

1 In fact they were never quite so low as this.
3 Chron. 69: 128, 1899.
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sold the main stem escaped. Vigorous objections to the plan came
from the preferred stock, which was in 1898 suing to compel pay-
ment of its dividends. In July, at a meeting of shareholders it was
declared to be the sense of the meeting that the preferred stock could
not justly be required to determine whether it would accept the pro-
position published by the reorganization committee before the case
in the Supreme Court should be decided.! Late in July an injunction
was obtained, which, however, was dissolved in October. Still later
in that year the suits were settled by the sale of the bulk of the first
preferred stock to the reorganization committee.? The only other
considerable complaint came from the holders of the 4% per cent
Baltimore & Ohio Terminal bonds, and was a protest against the
reduction of & per cent in their interest without, as they said, the
smallest compensation. Suits for the foreclosure of the mortgages
of 1887, 1872, and 1874 were instituted in October, 1898. Decrees
were obtained in February. Decrees were also given against the
Philadelphia Division, the Parkersburg Branch, the Staten Island
Rapid Transit Company, and others. Separate receivers had pre-
viously been appointed for the Sandusky, Mansfield & Newark,
the Central Ohio, the Washington Branch, and others. Decrees
were not asked for against the main line. In August, 1898, only
three months after the publication of the plan, the reorganization
managers were able to pronounce it effective.

The receivers surrendered control July 1, 1899,” and the com-
pany started on its new career amid a buzz of satisfaction from
all who had participated in its reorganization. In an address before
the Maryland Bar Association Mr. John K. Cowen summarized the
result as follows:

(1) Every bondholder of the Baltimore & Ohio Railroad has
Teceived new securities which substantially pay his full debt. In
other words, the bondholders have been paid in full.

_ (2) The floating debt creditors have received every cent of their
Indebtedness.

(3) The first preferred stockholders have received in cash 75 per
cent of the par value of their stock, the court overruling their claim
;’f preference over the bondholders and creditors. The second pre-
erred stockholders have received securities which, after payment

1
Chron. 67: 27, 1898. 2 Ry. Rev. 38: 656, 188. * R.R. Gaz. 31: 500, 1899.
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of the assessment, net about $70 per share, at the market price,
and at times over $80 net could have been realized.

(4) The common stockholders, instead of being wiped out, have
received their common stock in the new company upon paying an
assessment, the net amount of which (because of the value of the
securities received for such assessment) would not exceed $5 or $6.

(5) The company saves its old charter for whatever value may
be attached to it.!

This statement presents the favorable side of the picture. On the
whole, securityholders were tenderly handled, though the bond-
holders were by no means paid off in full. And on the other hand,
this very tenderness made a voluntary reorganization possible,
whereby the charter of the company was saved. The pertinent
objections were from the point of view of the company itself, and
these were silenced by the increase in earnings.

Since reorganization the Baltimore & Ohio has been enjoying
great prosperity. On a mileage operated, which was some 1800
miles greater in 1go7 than in 1900,® it earned a return increased
by over $40,000,000; while its income from dividends and interest
mounted from less than half a million to over $3,000,000. Ton
mileage figures were about 11,300,000,000 in 1907 as against
6,800,000,000 in 19oo; passenger mileage had grown from 459,000,-
000 to 723,000,000. This prosperity has but reflected the condition
of the country at large, but the Baltimore & Ohio has taken ad-
vantage of it in far-sighted fashion. No less than $17,000,000 have
been spent from earnings for additions and improvements between
June 30, 1899, and June 30, 1907, not to mention maintenance of
way expenditures which have ranged from about $1500 to over
$2500 per mile of road operated. Besides the provision made by
the reorganization plan, $15,000,000 convertible debentures were
issued under date of March 1, 1901, for new construction and
improvements. There were authorized $40,000,000 of common
stock in November, 19o1, to go in part for improvements, and the
bulk of $2%,750,000 new common stock of 1906 will be applied
to similar ends. As a result the company’s equipment has largely
increased, grades have been reduced, curves straightened, light

1 Ry. Age 28: 570, 1899.
3 The chief addition has been that of the Cleveland, Lorraine & Wheeling.

BALTIMORE &° OHIO 31

rails replaced by heavy, and subsidiary track increased. There
were two miles of second, third, and fourth track and sidings for
every three miles of main track in 1900; there were three miles to
every four in 1907. A considerable increase in average freight train
Joad has accordingly occurred. In 1900 the average load was 366
tons; in 1907 it was 433.02. That this figure has not still more
greatly increased from the 406.53 tons of 1gor is probably due to
the somewhat greater proportion of manufactures handled and to
a considerable decrease in average distance hauled, and is com-
pensated for by an increase of over one cent in the average rate
received.

The events of most vital importance in the Baltimore & Ohio’s
recent history have been connected with its control. In September,
1898, Philip D. Armour, Marshall Field, and Norman D. Ream,
executors of the Pullman estate, together with James J. Hill of the
Great Northern, bought a large interest in the stock, though whether
or not sufficient to control no one knew. From statements by Mr.
Cowen it would appear that the deal was somewhat similar to the
earlier one in which the Northern Pacific had been interested : that
is, it involved the sale of Baltimore & Ohio stock to secure the good
will of men strong enough to support the road in case of difficulty,
and influential enough to open desirable connections or to modify
the stringency of competition. “The recent transaction,” said Mr.
Cowen, “has been the realization of my hopes about the future of
the road.” It was not Mr. Hill’s influence, however, that was
destined to be dominant. By the end of the year rumors connected
the Pennsylvania with the purchase of an interest in the property,
and the election of Mr. S. M. Prevost, third vice-president of that
company, to a directorship, gave assurance of the truth of the re-
ports. It was, of course, impossible to purchase actual control so
long as the Baltimore & Ohio stock remained in trust; but the
trustees seemed very ready to accord to new buyers that representa-
tion and influence to which their stock might give them claim.
At. the annual election in November, 1900, an additional represent-
afive of the Pennsylvania was elected to the board, showing the
Probable increase of the Pennsylvania holdings, and the following
Year an absolute majority was said to have been passed, the shares

helq by Mr. Hill and his associates, and apparently sold to the
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Pennsylvania, being thought to contribute powerfully to that re-
sult.! In May, Mr. Hill and Mr. Charles H. Tweed, chairman of
the Southern Pacific, resigned from the directorate, to be replaced
by two further representatives of the Pennsylvania. In June, Pre-
sident Cowen was replaced by Mr. S. F. Loree, fourth vice-president
of the Pennsylvania lines west of Pittsburg, and in August the
voting trust was dissolved.

The last step has been the sale of part of the Pennsylvania hold-
ings to the Union Pacific system. It appears that the former’s
interest in the company was largely due to anxiety over the coal situ-
ation. Before 1895 rates on bituminous coal had been depressed
and demoralized. Rebates had been freely given in spite of any
agreements which could be arranged. Under these circumstances
the Pennsylvania had determined to buy enough stock of the Chesa-
peake & Ohio, the Baltimore & Ohio, and the Norfolk & Western
companies to control the policies of these roads, and, through
stock ownership in the Reading by the Baltimore & Ohio, to in-
fluence that company also.? Unfortunately for the project public
attention became concentrated on the coal industry at this time
because of the discovery of certain flagrant abuses, and it seemed
wise for the Pennsylvania to dispossess itself of a part of its stock.®
The Union Pacific was in the market with large resources derived
from its sale of Great Northern and Northern Pacific stock. It
was out of the question for the Pennsylvania to sell its shares to a
competitor, but there was less objection to a sale to Mr. Harriman,
providing a reasonable portion should be retained. Accordingly,
the Pennsylvania sold and the Union Pacific interests bought, in

1 Chron. 42: 1079, 1901. In February, 1906, the Pennsylvania Railroad and three
other companies which it controlled owned $28,480,000 of Baltimore & Ohio pre-
ferred and $42,900,000 of Baltimore & Ohio common stock out of an authorized
capital of $60,000,000 preferred and $125,000,000 common. Report of the Interstate
Commerce Commission on the Pennsylvania community of interest, February 6, 19o6.

2 See Chron. 76: 102, 1903; and Interstate Commerce Commission, Report on
Discriminations and Monopolies in Coal and Oil, January 25, 1907. The interest
of the Baltimore & Obio in the Reading dated from 1902, and was influenced in
turn by the ability of the Reading to control the Central of New Jersey, over which
the Baltimore & Ohio reached New York. The latter’s holdings of Reading stock
were shared with the Vanderbilts. Both the Baltimore & Ohio and the Lake Shore
sold a block of their Reading stock in 1904.

3 See statement by the Pennsylvania management in Chron. 83: 563, 1906.

BALTIMORE & OHIO 33

October, 1906, some $39,540,600 in Baltimore & Ohio common and
preferred stock, being in the neighborhood of half of the former’s
holdings. This is the present situation of the property. The Balti-
more & Ohio is independent, in the sense that it is not controlled
by any single interest, but large amounts of its stock are owned by
its competitor, the Pennsylvania, and by its connection, the Harri-
man system. On the whole the alliance with these interests augurs
well for the future of the company.!

1 It is not necessary to do more than to mention the recent contest between the
Baltimore & Ohio and the Hill-Morgan people over the Chicago Terminal Transfer
Railway. By arrangement with this company the Baltimore & Ohio had enjoyed
terminal facilities at Chicago on favorable terms. When the Terminal Railway
went bankrupt the Baltimore & Ohio paid off the first mortgage bonds in order to
prevent the loss of its privileges. Litigation followed, to end finally in an agreement
between the Hill and Baltimore & Ohio interests for joint ownership of the Chicago
Terminal by the Burlington and the latter, and for the use of its facilities in accordance
with an equitable division of its trackage. The Pere Marquette and the Chicago
Great Western, which had shared in the use of the property to that time, were left
to shift for themselves. Ry. World, August 23, rgo7.
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Early history — Reorganization — Wall Street struggles — Financial difficulties —
Second reorganization — Development of coal business — Extension to Chicago
— Grant & Ward— Financial readjustment — New York, Pennsylvania & Ohio —
Third reorganization — Later history.

TrE New York & Erie Railroad was organized in 1833 in the
hope of bringing to the southern tier of counties in New York State
a prosperity equal to that which the Erie Canal had secured for
the northern tier. It was to run from New York or some suitable
point in its vicinity to Lake Erie. A six foot gauge was adopted,
partly because the grades encountered were thought to require
locomotives with more power than a narrower gauge could accommo-
date, and partly because it was wished to make the road independent
of any connection which might lead trade away from the city of
New York.!

The events of the early years may be briefly dealt with. Diffi-
culty was experienced in getting subscriptions, and in 1836 the
legislature granted a loan of $3,000,000. An assignment was made
in 1842, due to the difficulty of getting the enterprise under way,
which resulted in the release of the company from liability to the
state on condition that it complete its line from the Hudson to Lake
Erie by 1851. Stockholders were to exchange two shares of old for
one share of new stock, and a first mortgage of $3,000,000 was
authorized.? In 1851 the line was completed to Dunkirk on Lake
Erie, and the following year it reported a bonded indebtedness of
$14,000,000, capital stock of $6,000,000, and floating debt to the
amount of $3,080,000, or a total of $43,961 per mile of line; a high
figure, but. probably necessarily so in view of the difficult work to
be performed. Although nominally completed, the troubles of the
road were not over; and a precarious existence was maintained
only by the placing of additional loans in 1852 and 1855, and by the
aid of Daniel Drew on two distinct occasions. A war of rates with

t E. H. Mott, Between the Ocean and the Lakes — the Story of Erie. N. Y. 18¢9-
3 Ibid. pp. 79-80.
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the New York Central aggravated the situation; heavy storms and
ice floods in January, 1857, caused serious loss, and the panic of
that year, with the ensuing depression, proved more than the road
could stand. Proceedings were begun in 1859 by the trustees of
the fourth mortgage, and in August a receiver was appointed.*
The wonder was that such action had been delayed so long. The
income of the road had been so far short of meeting current expenses
that claims for labor, supplies, rents, and unpaid taxes, and judg-
ments rendered against the company before the receivers were
appointed, had mounted up to $741,510; while not only had in-
terest on three mortgages fallen due in April, May, and June, but
the principal of the second mortgage, amounting to $4,000,000
had matured. The settlement of claims and the reorganization of thé
company were put in the hands of J. C. Bancroft Davis and Dudley
S. Gregory. Since the earnings of the road were at so low an ebb,
wisdom would have seemed to dictate some scaling of the charges
to correspond. This did not enter into the views of the trustees:
instead, they proposed to give preferred stock for all unsecured in-’
debtedness, to extend the principal of the second mortgage coming
due, to exchange old common stock for new, to levy an assessment
of 2} per cent on both classes of new stock, and with the proceeds
of the assessment to pay all coupons in arrears. Provision was made
for the retirement of certain fourth mortgage bonds, and for a sale
}mder foreclosure of that mortgage. By the arrangement no saving
in fixed charges worth mentioning was secured; no sacrifice was
demanded of bondholders; and, save for the payment of assessments

. and the (new) stock given for floating debt, the stockholder’s posi-

tion was not made worse. The scheme was an easy and temporary
mea:ns of escape from an embarrassing position. Before the reor-
ganization the bonds outstanding had amounted to $18,006,000, the
stock to $11,000,000, and the unsecured indebtedness to $8,504,000.
After reorganization the totals were: indebtedness, $17,953,000,
f’-lld.stock, $19,911,000 (of which $8,911,000 preferred); or a capital-
1zation of $67,728 per mile. The road was sold in 1862, and the
Erie Railway took the place of the original New York & Erie Rail-
Toad Company.

With 1864 began the career of the Erie as a speculative Wall

1
Mott, p. 129. Default was alsomade on the first, second, third, and fifth mortgages.
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Street stock. Its large capitalization and the painful slowness with
which its earnings grew kept the quotations of its shares normally
at a low figure and invited speculation; while the location of its
lines tempted more serious efforts to obtain control. Up to 1367
Daniel Drew was ir power, while Commodore Vanderbilt spent his
best efforts to drive him out ; after that date Jay Gould and Jim Fisk
became more and 1nore prominent, and manipulated the Erie se-
curities with enthusiastic regard to profits which they might derive
both from the Erie Company itself and from operators who wished
to speculate in its stock. In the course of the abundant litigation
to which Gould’s methods gave rise, various receivers were ap-
pointed ; but the orders of appointment were subsequently vacated,
and the receiverships were nominal cnly. The details of the Wall
Street struggles have little interest for us here.! But the result is of
importance. In the eight years from 1864 to 1872, when Gould
was turned out of Erie by General Sickles and his English backers,
the bonded indebtedness of the company increased from $17,822,-
goo to $26,395,000, and the common stock from $24,228,800 to
$48,000,000; in the one case a growth of 48 per cent and in the other
of 221 per cent, at a time when the mileage increased 53 per cent
and the net earnings but 22 per cent.? No more disgraceful record
exists for any American railroad. The stock was not issued for the
sake of improving the road, and it was subsequently shown that
the road was not improved ; but it was thrown upon the market at
critical times in support of bear operations by the Erie managers,
while portions of it, on at least one occasion, were bought back with
the funds of the company to aid speculation for a rise. The result
was to ruin the credit of the Erie, and to make it the favorite tool
of cliques of gamblers. The increase in bonds occasioned an un-
mistakable increase in fixed charges, which rose from 20 per cent
of gross earnings in 1864 to 25 per cent in 1871, 21 per cent in 1872,
and 3o per cent in 1873, while the purchase of worthless bonds of
subsidiary roads, such as the Boston, Hartford & Erie, lessened
the assets without disclosing the real position to the casual observer.

In 1872 the control of Erie was taken from Gould through a
vigorous campaign managed by General Daniel E. Sickles, and an

! See Adams’s Chapters of Erie, Boston, 1871.
? The capital per mile rose from $81,068 in 1864 to $11%,760 in 1872.
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«eminently respectable” board of directors was elected. Tem-
porary relief was obtained from the use of $6,000,000, available
from an issue of bonds previously approved, ' and dividends, first
on the preferred and then on both preferred and common stock
were declared. Unfortunately the dividends were not earned; and
this fact, which was suspected from the previous record of the com-
pany and the marvel of its so early restoration to a dividend basis,
was shown in the statements of ex-Auditor S. H. Dunan, who re-
signed in March, 1874, alleging that the accounts had been falsified
to suit the company’s purposes, and that he was unwilling any
longer to be a party thereto.” Investigations conducted by represent-
atives of English bondholders showed that in the three years ending
in September, 1875, the profits of the road had been $1,008,775
instead of $5,352,673 as stated in the company’s accounts; and the
severity of this finding was scarcely mitigated by the conclusion that
in the opinion of the committee the dividends on the preferred
stock at least were justified by the books.® At the same time the
report of Captain Tyler, another English representative, laid em-
phasis on the necessity for a change of gauge, a double track, im-
proveraents in gradient, fresh extensions and connections, and other
similar matters.

The real position of the company at the time was shown but too
well by the frequency of strikes upon its road. Thus in February,
1874, a strike of freight brakemen on the Susquehanna division broke
out, caused principally by an order to discharge one of the brake-
men from each freight crew, leaving only three on a train; and at
the same time there was a strike of the switchmen on some of the
divisions owing to a decrease in pay. In March occurred a serious
strikeamong the employees of the road in Buffalo, mainly on account
of irregularity and delay in payment of wages, and, finally, in April,
there was trouble both in the Susquehanna shops and in the Jersey
City freight yard over this same cause. The indications afforded by

ese troubles were borne out by the figures of the annual reports.

€ gross earnings of 1874 were $1,413,708 less than those of 1873,

: Chron. 12: 203, 1871; Ibid. 16: 489, 1873.

R.R.Gaz. 6: 100, 1874. See affidavit of S. H. Dunan in the suit of John C. Angell
3gainst the Erie Railway Company and others, reprinted in Hepburn Committee

.POI’t. vol. 2, Exhibits, pp. s91-610.

Hepburn Committee Report, vol. 2, Exhibits, pp. 623-643.
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while the decrease in operating expenses was so slight as to reduce
net earnings by nearly the same amount. If, now, there is deducteq
from the net earnings of the years 1871-3, inclusive, the sum which
the London accountants declared to have been improperly reported
as profits, there results an average of $4,175,699 net; or less than the
net earnings for either 1864, 1865, or 1866, although the average
charges for the year. mentioned exceeded the average of the earlier
period by $1,769,060 each year. These figures exclude the influence
of the panic of 1873, which, as has been seen, caused a still further
falling off in the earnings of the company. It was a time, moreover,
when the Erie could not be content to sit still and wait, for com-
petition was daily becoming more severe. By 1874 the Baltimore
& Ohio, the New York Central, and the Pennsylvania had con-
nections with Chicago, and the Erie was competing with them for
business by means of traffic agreements with connecting lines.
The next decade was to see the bitterest rate wars that the country
has ever known; and the Erie, with its exceptional gauge and single
track, was to compete with rivals of normal gauge, who were adding
third and fourth tracks to the two which they already possessed.
The one bright spot was the development of the coal traffic, which
in 1874 formed the greatest item of the Eri¢’s tonnage, and was in
a measwe apart from the competition of other lines.

Suit was brought in July, 1874, for the appointment of a receiver.
The complaint reviewed alleged improper acts of the management
in declaring dividends, in buying Buffalo, New York & Erie
stock and sundry coal lands, and in issuing the new $30,000,000
mortgage before mentioned.! In October the Attorney-General of
New York instituted suit on nominally the same grounds; not,
as he explained, in the expectation that the appointment of a receiver
would be required, but in order that this action might be taken if
the conduct of the directors should make it necessary. Still other
suits were begun before the year was out.

Meanwhile the management was changed. Whether or not Mr.
Watson, who had been president since 1872, had done all humanly
possible to set the Erie on its feet, his administration was not
unnaturally in bad odor after the charges of Dunan and the report
of the London accountants, to say nothing of the admittedly low

! Angell suit, R. R. Gaz. 6: 269, 1874.
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earnings for the year 1874. An attempt was made to secure tl}e
very best man possible for the presidency, a.n.d to support him in
necessary reforms, in the hope of some dlfferex.lt. results from
those with which securityholders had become famlha.r.' The man
for the place was thought to be Mr. H. J. Jewett, a railroad man
then in Congress from Ohio; and this gentleman was accordingly
secured at an extremely liberal salary. Soon after his election a ten

r cent cut in salaries was decreed, and an examination of the
accounts of the stations along the line in behalf of the corpany
was begun. It was too late, however, for the company. The busi-
ness of the last of 1874 and first of 1875 was poor; floods in t.he
spring damaged the property of the road, and rumors of a receiv-
ership were rife. On May 22 a private meeting of stockholders
in New York passed resolutions to the effect that the borrowing of
money by the sale of 7 per cent bonds at 40 cents on the dollar,
and other means adopted by the Watson administration, would in-
evitably result in bankruptcy; that sound interest required that the
money needed to pay interest should be raised by an assessment
on the stockholders, and that the directors should be thereby
requested to open books to examination, and to invite stockholders
to contribute voluntarily a sum sufficient to keep the company from
immediate failure.! The proposal showed a proper spirit, but was
impracticable. Four days later Mr. Jewett was appointed receiver
on application of representatives of the Attorney-General and of the
Railroad.?

This was the second receivership which the Erie had had to face,
and the situation was materially worse than at the previous failure.
According to the statement of President Jewett the funded indebted-
ness in May, 1875, amounted to $54,394,100, and the fixed charges
to $5,050,828; while the net earnings for the previous nine months
had decreased 13.4 per cent from the corresponding period for the
Previous year, and a serious deficit was in view. Temporary meas-
ures of relief had served but to drag the company further into the
mire; * and, most important of all, the causes for the existing diffi-

! R. R. Gaz. 7: 224, 1875.

* Chron. 20: 520, 1875.

 From a loan of £3,000,000 placed in London, the company had received but
£1,232,029 in cash; £508,431 being retained by the London Banking Association
and by James McHenry for claims and commissions on which the critical condition
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culties were of a permanent nature, so that the future gave promise of
still harder conditions than had existed in the past. What was needed
was a reorganization which should undo the evil work of Gould,
Fisk, Drew, and their associates, and which should secure the margin
of surplus earnings which the reorganization of 185¢9—62 had failed
to provide. Perhaps the chief difficulty lay in the fact that the men
who were responsible for the increased capitalization were not at all
those on whom the brunt of reconstruction would fall ; for while the
managers of the road had been Americans, the gullible investors had
been Englishmen ; and it was reported that much of the watered stock
of the Gould régime had been unloaded on the English market.
Committees sprang up promptly. The most important of them
were the English committees of bond- and stockholders, soon
consolidated under the chairmanship of Sir Edward Watkin. On
August 7, Sir Edward left England on a visit of inspection, accom-
panied by Mr. Morris, counsel for the bondholders. Conference with
the board of directors and with President Jewett followed, and a
provisional scheme of adjustment was decided upon. In his report
to his English constituents Sir Edward outlined the results. Current
indebtedness, said he, was $42,180,075; estimated net revenues for
the year ending in June last were $3,715,609; operating expenses
had been for that year 79 per cent, due largely to the cost imposed
by exceptional gauge, while the chief lines with which the Erie com-
peted showed proportions of only from 6o to 66 per cent. Out
of fourteen branches only three showed a profit above rentals, and
pay-rolls had ordinarily been months in arrears. These facts were
familiar; the remedy proposed was unfortunately familiar as well.
“Let it be hoped,” said this English financier, “that the bond- and
stockholders will have the courage now to submit to a period of
self-denial, and will consent to pay their debts and complete essen-
tial obligations out of available net profits, the bondholders re-
ceiving in place of cash such equitable obligations, realized out of
surplus revenue in the future, as each, according to right of priority,
may justly expect.” ! What could this have meant save an issue of
stock or income bonds for coupons falling due, with the result of

of the company enabled them to insist. Chron. 20: 500, 1875. For statement of the
physical condition of the property, May 26, 1875, see Extracts from joint letter to
Hon. H. J. Jewett, Hepburn Committee Report, vol. 2, pp. 517-518, Exhibits.

! See R. R. Gaz. 7:423, 1873.
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adding to the unwieldy capitalization of the road instead of reduc-
ing it as should have been done! For the rest, Sir Edward Watkin
concluded with Mr. Jewett the following arrangement:

(1) Three nominees of the bond- and stockholders’ committee
proposed by Watkin were to take seats in the Erie board;

(2) Mr. Morris was to be associated with counsel for the receiver
and for the company, and was to be regarded and treated as one of
the professional agents and officers of the undertaking;

(3) Mr. Jewett was to transmit a memorandum of his views on
reorganization;

(4) Net earnings were to be retained for a while, and bondholders
were to have a voice in their expenditure. Thus a vote was to be
taken under the charge of the stock- and bondholders’ committee in
London on the constitution of a committee of consultation, consist-
ing of representatives of each class of bondholders and of preferred
and ordinary stock, and that committee was to designate a special
representative whose consent and approval were to be taken by Mr.
Jewett in the expenditure of net earnings;

(5) Monthly reports of actual earnings and expenditures, to-
gether with reports from the president and receiver, were to be regu-
larly transmitted to the office of the committee in London

(6) Bond- and stockholders were to be urged to give power of attor-
ney and proxies to Watkin, or to such other person or persons as the
above representatives of the bond- and stockholders should designate;

(7) Any scheme of reorganization was to include a provision giving
bondholders a voting power.

On the above resolutions Jewett, with his board, and Watkin, with
his committee, agreed to codperate.! Under the circumstances the
increased power given the bondholders was both a natural and a just
demand, and it is probable that Mr. Jewett’s prompt acquiescence
in it had something to do with Sir Edward’s advice to the security-
holders “to rely on the honor, as I feel you may also upon the anx-
fous labors and full experience of the President and Receiver.”

The report did not go uncriticised. It was pointed out, first, that
2 majority of English proprietors could not unhesitatingly share the
Confidence expressed in Mr. Jewett; second, that the first mortgage

Ddholders were well secured, and would surely refuse to fund

! R. R. Gaz. 7:423, 1875.
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their indebtedness; and third, that the payment of the floating debt,
according to the Watkin plan, would simply create another debt
of equal or greater amount due to the bondholders whose coupons
were not paid. The only sound way, said a committee of bond-
holders in Dundee in a letter to the Watkin Committee, is resolutely
to shun an accumulation of mortgage liabilities on the one hand, and
on the other to give increased reality to the bonds and stocks of the
company already existing as items in capital account, 7. e. an assess-
ment on the stock and a sweeping reduction in the interest on the
bonds secured by the second mortgage:—the first mortgage bonds
are in different case — they represent investment of cash instead of
mere water, and even if foreclosure is difficult, they have beyond
question an absolutely good security for the ultimate payment of
both principal and interest.

In September, 1875, a plan of reorganization was anonymously
put forward as follows: Instead of assessment on the shareholders,
it suggested the issue of 50 per cent more common stock; one new
share for every two shares then existing. If a price of $25 per
share could be obtained a total of $10,000,000 cash would be
thereby secured. Besides the new stock issued bond- and preference-
holders were to capitalize their interest for two years in bonds or
shares bearing their present priorities. This funding should yield
$8,000,000; and the $18,000,000 in all obtained was to be expended
on the road over the next two years, during which period the new
shares were to be paid up by half-yearly instalments. With the line
furnished and equipped as proposed, continued this optimistic plan,
the working expenses could be reduced from 79 per cent to 6o per
cent, and the traffic within three years would be at least $24,000,000
per year, affording a net revenue of $9,600,000 per annum, suffi-
cient to meet all bond and preference liabilities and to leave 3 per cent
for the ordinary charges.? The all sufficient criticism to this plan was
that it required too great a combination of favorable circumstances
to ensure its success. In some respects, however, it was not unlike the
plan ultimately adopted.

Two months later appeared a plan by Mr. John C. Conybeare,
an English bondholder, which was superior to the foregoing in that
it proposed an assessment, and made some slight provision for an

! R. R. Gaz. 7: 47980, 1875. 3 Chron. 21: 277, 1875.
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gltimate reduction in fixed charges. Mr. Conybeare proposed to
455655 preferred stock $11 and common stock $9. Payment of the
gssessment was not to be compulsory, but was to have the effect of
.ving to the stock which did pay a right to dividends before any-
thing should be received by that which did not pay. Shares of the
company by the plan would thus have ranked as follows:

(1) Preferred shares on which assessment had been paid, entitled
to 7 per cent dividends before any other dividends were paid.

(2) Preferred shares on which no assessment had been paid, with
rights inferior to the preferred A shares, but superior to the common
shares.

(3) Common stock on which assessment had been paid, entitled
to 4 per cent before further dividend on the common.

(4) Unprivileged, unassessed common stock which was to take what
there was left.

In addition there was to be a pre-preference 8 per cent stock,
ranking before all the above, which was to be issued to exchange in
part for second preferred and convertible bonds. First consolidated
bonds and sterling bonds of 1865 were to accept one or two per cent
of their 7 per cent interest in bonds, secured perhaps by the coal
property of the company, while the second consolidated and the
convertible gold bonds were to receive 4 per cent in gold and 3 per
cent in the new pre-preference stock as above. To the obvious
possibility that the stockholders would refuse to pay an assessment
the plan opposed no remedy. In this case the very moderate amount
of interest funded would have been the only relief secured.!

These plans were, however, but preliminary to the elaborate
Watkin scheme which appeared in December. The most pro-
lunent feature herein was, as previously indicated, the funding of
_c°uP0ns, both those past due and those to become due for a time
Ito the future. Given net earnings sufficient to meet fixed charges,
the Postponement of interest by this plan would obviously have
Teleased revenue with which to make needed improvements on the
Toad. This funding was to be, however, limited to the first consoli-
vate'd 78, convertible sterling 6s, second consolidated %s, and con-

fTtible gold 7s; the six earlier issues were to be left untouched.
€ permanent reduction was also to be made, in that for the second

! R. R. Gaz. 7:511, 1875.
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