INVESTIGATION OF RAILROADS, HOLDING COMPANIES
AND AFFILIATED COMPANIES

THURSDAY, DECEMBER 9, 1937

UNITED STATES SENATE,
SuBcOMMITTEE o0F THE COMMITTEE ON
InTERSTATE COMMERCE,
Washington, D. C.

The subcommittee met at 10 o’clock a. m., pursuant to adjournment
on yesterday, in room 412, Senate Office Building, Senator Harry S.
Truman presiding.

Present: Senator Truman.

Present also: Max Lowenthal, counsel to the committee; George
Rosier, assistant counsel to the committee; and Lawrence Brown,
executive assistant to the committee.

Senator TruMaN (presiding). The subcommittee will come to order.

TESTIMONY OF FREDERICK H, ECKER, CHAIRMAN OF THE BOARD,
METROPOLITAN LIFE INSURANCE CO., NEW YORK CITY; TES-
TIMONY OF MARK W. POTTER, FORMER RECEIVER OF THE
CHICAGO, MILWAUKEE & ST. PAUL RAILWAY CO.; AND TESTI-
MONY OF ROBERT T. SWAINE, OF CRAVATH, DE GERSDORFF,
SWAINE & WOOD, NEW YORK CITY—Resumed

FACTORS CONTRIBUTING TO THE ST. PAUL BANKRUPTCY IN 1935

Senator Truman. Mr. Rosier, you may proceed.

Mr. Rosier. Mr. Swaine, the Milwaukee Railroad came out of
reccivership sometime at the beginning of 1928, did it not?

Mr. Swains. In January of 1928.

) Mr.? Rosiir. And in June of 1935, the railroad went into 77, did
1t not?

Mr, Swaine., That is right.

Mr. Rosier. At the time it filed its petition under section 77 the
railroad company, or the debtor, also filed a plan of reorganization
with the Interstate Commerce Commission? !

Mr. Swamnvr. It filed it first with the court, and then with the
Interstatc Commerce Commission.

Mr. Rosier. That was toward the end of June of 1935?

Mr. Swaine. My recollection is that it was on July 1, or I believe
June 30.

Mr. Rosier. On June 30, 1935?

Mr, Swainge. Yes.

len “ahibit No. 2250 subsequently Introduced, Hearings, Part XVII, p. 7402,
6935
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Mr. Rosier. And hearings were held on that plan before the Inter-
state Commerce Commission in August of 19357

Mr. Swarvg, Yes.

Mr. Rosier. At those hearings, Mr. Swaine, you represented the
debtor, I believe?

Mr. Swaing. Yes.

Mz, Rosier. In support of the plan?

Mr. Swainns., Yes.

Mr. Rosrer. Do you recall that in the opening statcuent you made
to the Comimission you enunierated certain factors which, as I construe
them, contributed to the bankruptey of the company?

Mr. Swamve. Well, I remember that T made a statement, but if
you have it I would much prefer that you would quote {rom the state-
ment than that I should attempt to repeat something T said 2 years ago.

Mr. Rosizr. May I state what I believe they were?

Mr. Swaine. T would prefer that the stateient go into the record
bere as T made it and not as you may construe it.

Mr. Rosmer., Well, T can

Mr. Swaing (continuing). If you have it there, why not read
from it?

Mr. Rosier. T will read from it.

The debtor is a product of the reorganization following the receivership, which
lasted from 1925 to 1928. * * * Ttsfixed charges, as a result of the reorgani-
zation, had been reduced from something over 20 million dollars to something less
than $12,500,000, an amount which was well helow the lowest amount which the
property had ever earned as the system which it now is, that is, since the Puget
Sound reorganization. * * * In the first two years of its operation, it pro-
duced remarkable operaling results, having income available for interest on funded
debt of over 30 million dollars in 1928 and of nearlv 30 million dollars in 1929, Iis
-descent from this condition of prosperity was rapid. TIts carnings dropped in
1930 to $17,900,000, in 1931 to $9,000,000, and in 1932 to an operating deficit
-of nearly $300,000.

T am skipping some of this, Mr. Swaine, and if you feel you ought to
supply it for the record I will be glad to have it putin. [Reading:]

This decline—

That is, in operating revenues—

forced the board of directors to recognize, after the 1932 operating deficit, that
there was at least a possibility that a reorganization of the capital structure would
prove necessary. And following that operating deficit the members of the
‘board of directors and the executive officers of the company, and its counsel, had
been thinking almost continuously of the problem of the financial structure of
the property. That problem was accentuated to the board not only by the fail-
aure of income to sustain fixed charges—

And that was one of the difficulties, was it not?

Mr. Swaine, What do you mean?

Mr. Rosier. That is, of the failure.

Mr. Swaine, That was the difficulty.

Mr. Rosier. That was the principal difficulty?

Mr. Swaine. That was the difficulty, not

Mr. Rosier (interposing). May I continue reading:

That problem was accentuated to the Board not only by the failure of income
to sustain fixed charges, but also by reason of the fact that provisions which in

the reorganization had been inserted in the mortgages for the protection of the
bondholders became a severe burden upon the company.
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Mp, Swaine. They were not contributing causes of the receiver-
ilun, but they were problems that would have to be taken care of in a

~anization.

Mr. Rosier. That was the problem which

Mr. Swaine (continuing). They had nothing to do with bringing
about the 1935 default, but——

Mr. Rosier (interposing). It had caused a considerable burden
upon the company and required some adjustment?

Mr. Swaing. Not a financial burden up to that time. The burden
was prospective at that time.

Mr. Rosier. At the time you filed your plan in 1935?

Mr. Swaine. If you are talking about the equipment problem, the
burden was still prospective. If you are talking about the cumulative
adjustment interest, it had no effect at that time. That was a prob-
lem that would have to be taken care of in a reorganization.

Mr. Rosigr. The accumulation of adjustment interest was how
much.

Mr. Swaing. I have forgotten. You have it there, I take it.

Mr. Rosier. Reading from the statement you made:

The third concern was the piling up of the adjustment mortgage bond interest,
which by July 1, 1935, had reached the sum of $47,500,000 due.

Does that refresh your recollection?

Mr. Swaing. If I said that that day, then I knew it that day and it
was probably right.

Mr. Rosten. Mr. Swaine, is it your opinion that the accumulation
of 47% million dollars on July 1, 1935, on the adjustment bonds,
would have had to be taken care of in some way?

Mr., Swains. It would not have had to be taken care of until 1975.

Mr. Roster. Which was the maturity date of the bond issue?

Mr. Swaine. Yes. And if earnings had come back that would not
have been a problem. You have raised the question, and it has
been raised here several times, and, Senator Truman, you have
§epeatedly stated that the purpose of this investigation is to get

acts

Senator TrumaN (interposing). That is true.

Mr. Swaine. Then T am going to take that statement at its face
value, and T will go on and give some data that I think you should
have as a part of your record. You have asked me what was the
cause of this receivership, and I think I am entitled to make a state-
ment in the light of the innuendoes——

Mr. LowrNnTHAL (interposing). Mr. Swaine, how long will that

uoment take?

Moowaini, T do not know how long, but it will be largely in
nba el form.

Moo Lowenriran, Will it take as much as half an hour in time?

Mr, swaine. 1 do not think so.
Mr. Lowenrian., Well, now
Mr. Swaine (interposing). T think this should go in.
: Senator TruMan. Very well. Put that in the record. I want to
wonr it
Mr. Swarnm. Senator Truman, I think fairness requires that 1 be
allowed o state what that situation was, especially in the light of all
tha {# 1w that hiave boen made or inferred that the receivership
.ot L o pimpropor capital structure
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Senator Trouman. You may proceed, I said.

Mr. Swaine. All right. The St. Paul Railroad, beginning in 1910
and down to the date of the 1925 receivership, had income available
forinterest in these amounts: in 1910, $30,000,000;1n 1911, $32,000,000;
in 1912, $24,000,000; in 1913, $33,000,000—and you will understand
that I am only reading millions of dollars, while there were hundreds
-of thousands of dollars following. But I want to conserve time by
speaking in round figures.

Senator Truman. You will put that document in the record, will
you?

Mr. Swaine. Yes; so that you may have the exact figures. T will
say that this statement shows gross revenues, operating expenses,
taxes, total operating expenses and taxes, incoine available for
interest on funded debt—matured and unmatured—and fixed interest

on funded debt.
" Now 1 will go ahead with the figures where I left off: In 1914,
$28,000,000; in 1915, $26,000,000; in 1916, $32,000,000; in 1917,
$21,000,000; in 1918, $23.000,000; in 1919, $24.000,000; in 1920,
$22,000,000; in 1921, when the road came out of IFederal control and
had had imposed on it the expenses the Director Geuneral had put on,
$5,000,000

Mr. LoweNTHAL (interposing). Mr. Swaine, have you been sworn?

Mr. SwaiNe. Yes, I have.

Mr. LoweNTHAL. All right.

Mr. Swaine. And in 1922, $12,000,000. And what I say is the
truth without my being sworn, I will say, Mr. Lowenthal.

Mr. LoweNtaaLn. All right.

Mr. Swaine. And in 1923, $19,000,000; and in 1924, $18,000,000;
and in 1925, $16,000,000; and in 1926, $18,000,000; aud in 1927,
$14,000,000.

Now, it was in the light of that earnings record, and I have not
averaged these figures, but I dare say the average is well above $20,-
000,000, and that 1925 plan as originally drawn contemplated but
about $10,000,000 of fixed charges, and as modified by the Roosevelt
committee 1t contemplated fixed charges of under $13,000,000. And
if you have been following the figures you will see that the earnings
record shows that the fixed charges under the 1925 plan, were carned in
every year except the year when the property came out of Federal
control, and the year immediately following, when there was a very
slight deficit.

Now, the first year after the property came out of the 1925 reor-
ganization, 1928, the earnings were $30,000,000; and in 1929 they
were $29,000,000; and in 1930 they were $17,000,000; and in 1931,
$9,000,000; and in 1932 there was an operating deficit. Then they
went back in 1933 to $8,500,000; and 1m 1934 to $7,000,000; and
dropped again in 1935 to approximately $4,000,000.

Now, that is the record of net earnings available. And if you will
look at the matter of gross earnings in comparison with income
available you will cee that in 1916 the property had $105,000,000,
out of which it saved $32,500,000 for interest. In 1936 the property
had $109,000,000, and was able only to return $11,000,000 for interest.
In 1937, estimating November and December, because we have not
got the actual figures yet, the gross is $108,000,000, and we are able
to take down for income available for interest, only $7,000,000.
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M a., just so that you can visualize that a little better, I have put
aph form, and I think any fair-minded man who will loolk at
l " raph will see two things: First, that the 1925-28 reorganiza-

11 was a conservative reorﬂamzatlon in the light of the earnings

fmd and, secondly, that the reason why this property went into
u'celvershlp was the state of facts following 1929 which no human
being could possibly have contemplated in the period from 1925 to
1928. This graph shows a line of gross revenues, and it shows a line
of expenses. So that by taking the difference between expenses and
gross revenues, you will see the income available for interest.

At the bottom I have traced out on the graph income available for
interest, and I have also shown three sets of lines: the first line show-
ing fixed charges up to the 1925 receivership; and, secondly, a line
showing fixed charges under the plan as it was finally consummated
in the 1928 receivership; and the third line shows the proposed fixed
charges under the 1935 plan.

Since the committec says it wants facts, I should like very much
to have both tho graph and the statistical table 1 have furnished,
made a part of the record at this point.

Senator Trusman. That will be done.

(The documents reforred to were marked “Iixhibits Nos. 2044 and
2045” and are included in the appendix on p. 7086 and facing p. 7090.)?

Senator Truman. You may now proceed, Mr. Rosier.

WEAKNESS OF CAPITAL STRUCTURE SET UP,IN 1925 PLAN—BANKERS
KNOWLEDGE THEREOF

Mr. Rosier, Mr. Eckor, there has been some testimony on this
record, to the eflect as I understand that testimony, that if 1t had not
been for the modification resulting from the compromise with the
Roosevelt-Iselin group of seeurity holders, the company might have
been able to stay out of bankruptey, at least up to the present time.?
Am I correct in that statoment?

N}:ET. Ecxer. That statement has beon made, and I am in accord
with it.

Mr. Rosizr. Those modifications resulted in the fixed charges of
the company being increased by the sun of $2,300,000?

Mr, Eckrr. Increased by $2,300,000 a year.

Mr. Rosier. You were at the time of those modifications the
chinirman of the bondholders’ protective cormmittee?

M. Meger., Yes.

Mr. Roster. That was the most important protective committee
i Lhe 1925 28 reorganization, was it not?

N, Mekenr, It was an 11nportzmt one, certainly.

Mr. Rowrer, Wouldn’t you say it was "the most important one?

Mro lekmk, | would say so; yes, sir.

Mr. Rosienr, Tt included among its members representatives. of
[ahn, Loeb & (lo. and the National City Co., Mr. Hanauer, and

Mr. Charles Mitehiell? _
Mr. Ecker. It had those, and in addition to them it had represent-
afives of institutions which were the largest bondholders.

J ol nm\l mental statoment submitted by Mr. Swaine, JIearings, Part XV1I, p. 7230, printed
nhev, v e s hibin N =~
' LU nlso e

8, Part XV, p. 6635.
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_Mr. Rosier. Mr. Ecker, your committee consented to the modifica~
tions of the plan in November of 1925, did it not?

Mr. Ecker. If that is the date; yes; the committee did consent
reluctantly.

Mr. Rosier. Did you at that time consider the effect that the
modifications would have on the capital structure of the new company?

Mr. Ecker. We did. I say, we accepted it reluctantly, but on the
basis of the past earnings of the property, as has been testified to here
by Mr. Swaine, the committee felt justified in accepting it, and
together with the reports that had been made to us by well-known
experts whom the comnmittee had engaged to study the property and
to make forecasts of what the earnings would be in their judgment.

Mr. Rosier. Who were those experts?

Mr. Ecker. Coverdale & Colpitts.

Mr. Rosier. Did you consult them at the time this modification
was made as to whether or not there was an adequate margin of
safety if the fixed charges of the railroad were jacked up by $2,300,0007?

Mr. Eckzr. I have no doubt we did, but I could not testify to it
now.

Mr. Rosier. Do you recall that at the time you promulgated the
original plan in June of 1925, that Coverdale & Colpitts wrote a
letter which was included in the plan itself?

Mr. Ecxer. Well, if it is there of course I accept it.

Mr. Rosier. It is in the plan, as I think you will find on page 23,
Mzr. Swaine.

Mr. Swamwe. Of the original plan?

Mr. Rosier. Yes.

Mr. Swaine. Yes; I now find it.

Mr. Rosigr. Mr. Iicker, would you take a look at the plan and
follow me?

Mr. Ecker. All right.

Mr. Rosier. On page 24, you will note, next to the last full para-
graph—and, incidentally, this letter is dated June 1, 1925, at the time
when the original plan was promulgated.

Mr. Ecker. Yes.

Mr. Rosmer. I quote from it:

We have carefully studied the plan of reorganization which has been prepared
by you. In our opinion, in the light of the knowledge which we have acquired

of tthe whole situation, it adequately meets the financial problems of the St. Paul
system.

It is apparent that the first requisite of any plan of reorganization must be to
provide a means for financing these necessary capital expenditures and to bring
the fixed interest charges well within the prospective earnings. These ends the
plan accomplishes—

And then it goes on to describe them as you will see.

Mr. Ecker. Yes.

Mr. Rosier. Do you know whether Coverdale & Colpitts were
approached in November of 1925, at the time the modifications were
made, to write a similar letter with respect to the charges proposed
under the modifications to the plan?

Mr. Ecker. T have no recollection of it. They may have or may
not have been. I assume that it was a matter of so much importance
it was discussed with them:.

Mr. Roster. You do not know whether they were asked to write a
letter about that? :
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Mr. Iicker. T do not.
Mr. Rosier. This document which I have in front of me and which
i called, “Plan and Agreement, dated June 1, 1925, with modifications
of plan dated November 19, 1925,” ! is one complete document, con-
taining both the original plan and letter of Coverdale & Colpitts, and
the modifications of the plan that occurred in November of 1925.
Tt contains no subsequent letter of Coverdale & Celpitts with regard
to the modifications, does it?
Mr. Ecxrr. I assume it does not il it is not there.
Mr. Rosier. Mr. Swaine, do you know whether it contains a letter
on that subject from them?
Mr. Swamne. I do not know. I have not looked for it, but I do
find a statement on page 2 of the modifications: 2
That the reorganized company should have moderate fixed interest charges and

a financial siructure that will enable it to raise the money from time to time
required for capital purposes—

and so on. And following down I find:

All these requisites are met by the modified plan. Under the modifications, the
position of the financing mortgage is unchanged. While fixed inlevest charges
are increased by $2,309,508, they arc well within present carnings as well as the
lowest estimates of future earnings.

Mr. Rosier. But there is no letier from Coverdale & Colpitts on
the modified plan?

Mzr. Swamng. I cannot tell you whether Coverdale & Colpitts wrote
a letter or not. I know that Mr. Colpitts was consulted, but whether
he wrote a letter or not you would know better than I.

Mr. Eckrr. Is there an estimate of earmings in the record, Mr,
Swaine? :

Mr. Swaine. I do not know. Since you went into this matter and
say you want the facts, I think it would be well to make the report of
Coverdale & Colpitts a part of your recerd.

Mr. Rosier. We think it is too large.

Senator Truman. We can take it by way of reference, and the com-
mittee when it meets will consider it, and if thev think it should be
done they will order it done. You may proceed, Mr. Rosier.

Mr. Roster. Mr. Ecker, do you know how long pricr to the actual
date whoen the modifications were agreed on—and they were agreed
on, as you will note from the plan, a copy of which you have before
you, on November 19, 1925—do you know how long before that the
negolialions were going on between your committee and the reorgani-
zation managers and other committees, and the Roosevelt-Iselin com-
mittees? Would it be matter of a month or 2 months?

Mr. Eekrr, I wouldn’t attempt to say how long, but there had
bheen negotiations.

M. Roster. Mr. Chairman, I should like to offer for the record at
this time a telegram from Mr. W. W. Colpitts to W. H. Coverdale,
dated November 3, 1925.

Senator TruMaN. It will be received in evidence.

(The telegram referred to was marked “Exhibit No. 2046” and is
included in the appendix on p. 7090.)

U quently entered as ‘“Exhibit No. 2280" Hearings, Part XVII, p. 7492,
L,
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Mr. Rosier, Would you say that at the time you were considering
the modified plan, or may I read this in order to Tefresh your recollec-
tion [reading from “Exhibit No. 2046”]:

Preliminsry study of change in St. Paul plan leads me to believe it will weaken
plan in that safeguard against lean years will be lessened unless offset by rate

Increases, which ol course problematical. Will study change further today and
wire a definite opinion later. Expect to arrive office Thursday.

1 am sorry that I haven’t an extra copy of this telegram to furnish
you.

Mr. Ecker. 1 have heard it read.

Mzr. Rosizr. Had you seen a copy of that telegram before today?

Mr. Eckrr. No.

Mr. Swains. It must be obvious that it weakened it, and Mr.
Ecker so testified 2 weeks ago. Of course it weakened it to add
$2,300,000. Everybody was reluctant to have that weakening, but
the fact that it was wealcencd does not mean that it made it weak.

Mr. Rosier. May I rcad from a memorandum by G. W. Burpee to
Mr. Colpitts, dated November 4, 1925? Mr. Chairman, I am only
going to read an extract from the memorandum, but am offering the
entire memorandum for the record.

Senator TruMan. The memorandum will be recerved in evidence.

(The memorandum referred to was marked “Exhibit No. 2047”’ and
is included in the appendix on p. 7090.)

Mr. Rosier. I read as follows:

I am attaching copy of 2 memorandum on the results of the proposed modifica-
tion of the St. Paul Reorganization Plan. This memorandum was prepared
after considerable discussion with Mr. Coverdale. You will notice from the
conclusion in paragraph 9, that I have not attempted to statc any categorical

conclusion.
I talked to Lewis Strauss

He was a partner in Kuhn, Loeb & Co. was he not, Mr. Swaine?
Mr. SwaiNg. I do not think he was a partner in the firm.
Mr. Rosier. Is he the Mr. Strauss who is a son-in-law of
Mr. SwarNe (interposing). It is pronounced S-t-r-a-u-s-s.
Mr. Rosier. Well, 1s he a son-in-law of Mr. Hanauer?
Mr. Swaine. That is right.

Mr. Rosier. I continue reading:

I talked to Lewis Strauss, on the telephone this morning, and told him that you
expected to be in the office tomorrow. Xuhn, Loeb & Company realize that the
proposed modification will seriously weaken the plan but wish Coverdale &
Colpitts to say whether the plan is likely to fail on account of the proposed
modification. It looked to Mr. Coverdale and ‘me, after going through these
figures, as if they might get away with the change, although it greatly reduces the
margin of safety. Mr. Kahn will, undoubtedly, want to talk to you about this
before you write the letter and Mr. Strauss will probably expect to hear from you
sometime tomorrow. Kuhn, Loeb are, of course, extremely anxious that no ink-
ling of this get outside but rumors have already appeared in the press.

Mr. Ecker, were you at one time in 1925, at or about the time that
the modifications were being discussed, in November of 1925, were you
aware of this memorandum or of any opinion from Coverdale & Col-
pitts to the effect contained in this memorandum, namely, that the
modifications would result in a weakening of _the pian, or to quote:
“will seriously weaken the plan’” and “they might get away with the
change, although it greatly reduces the margin of safety?”
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Mr. Ecxer. 1 have no recollection of having information of these
specific statements. But I cannot see how they could do otherwise
than say it would weaken the plan.

Mr. Rosizr. Mr. Ecker, the reference is “to seriously weaken the
plan.” And, again, that “they might get away with the change”—

Mr: SwaiNe (interposing). Wait a minute, Mr. Roster. This is
an interoffice Coverdale & Colpitts memorandum, as is shown, so how
could we know about it? If you have a further memorandum, why
don’t you bring it out? 1f there is any such memorandum jt will best
show what Coverdale & Colpitts, the authoritative people, knew
about it or said. _

Mr. Rosmer. Mr. Chairman, may I state that I have been unable
to find any memoranduin on the agreement following this memoran-
dum, and I assume therefore that there is no such memorandum on the
modifications ol the plan, that there was not any memorandum written.
But if you can supply the subcommittee with a copy of such memo-
randum, Mr. Swaine, I would be glad to haveit. Incidentally, at this
time I should like to state, that Mr. Colpitts, the member of the firm of
Coverdale & Colpitte, to whom this memorandum was written—and
he wrote the previous telegram—was requested to come to the hear-
ings this week, but he said he had a very pressing engagement in
Louisiana, and that on account of that pressing engagement he re-
quested us not to have him down here. It was as a result of that
request that we permitted him to remain away from this hearing.

Mr. Ecxer. It is my recollection that Coverdale & Colpitts were
consulted on everything that you have presented, and this seems to
confirm that.

Mr. Rosier. But you do not recall that they wrote any letter such
s is referred to here. If you will refer to the memorandum you will
note that it states [reading from “IExhibit No. 2047"]:

Mr. Kahn will undoubtedly want to talk to you about this before you write
the letter—

Mr. Ecxzr. I have no recollection of such a letter being written.
1 do know that they were consulted. _ )

Mr. Rosrer. Do you know whether at any time prior to the actual
fvrmation of the new company, in January of 1928, either the Inter-

«le Cammerce Commission or the court, or any other body, was in-
tormed that in the opinion of the experts who had been engaged by
ihie Bondholders’ committee, of which you were the head and chair-

thal, the modifications in the plan would seriously weaken the

"

“w M e T have no such recollection of the word “seriously’”
.t w..l 1 amsure they could not do otherwise than say it would
woe o the plan,

Mre R ! Do you have a recollection that any statement was
tmiwle thal it bad weakened the plan, or that the plan was weak, by
reeson ol thad faet?

Mr. Fexker, Noj it was not weak by reason of that fact. It neces-

ily wenkened it, and it was for that reason we were reluctant to
v ol the modilieations.  But we felt justified in doing it because we
w « rous of completing the plan of reorganization; there had been
' "ol of controversy about it, and it was our judgment, based
L. ab carnings of the property and the forceasts made by
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these experts, that we were justified in the circumstances in accepting
the modifications.

Mzr. Rosigr. Mr. Icker, are you familiar with the fact that Mr.
Hanauer, sometime in 1926, in testifying before the Senate Committee
on Interstate Commerce, and in answer to a question propounded by
Senator Couzens, referred to the St. Paul plan—and this was in 1926,
after the modifications had been agreed to—as a very sound plan of
reorganization?

Mr. Eckrr. Of course, I have no knowledge of that.

Mr. RosieEr. Mr. Swaine, you were here I believe sometime in the
early part of November, with Mr. Buttenwieser, in connection with
the Missouri Pacific matter?

Mr. SwaiNe. Yes.

Mr. Rosier. Do you recall that an excerpt from Mr. Hanauer's
statement before the Senate committee was introduced into our
record, I believe as “Exhibit No. 163177 !

Mzr. Swaine. I have no recollection of that.

Mr. Rosier. You say you have no recollection of that?

Mr. Swaine. No.

Mr. Rosier. May I state for the record at this time, Mr. Chairman,
that that is an exhibit in our record?

Senator Truman. All right.

Mr. Rosier. Would you say, Mr. Iicker, that you were or were not
familiar with that statement of Mr. Hanauer?

Mr. Ecker. 1 do not recall it.

Mr. Rosisr. Mr. Chairman, I also want to offer for the record an
excerpt from a letter written by Mr. W. W. K. Sparrow to Mr.
Hanauer, dated December 17, 1925, approximately a month after the
modifications had come out.

Senator TrumaN. It will be received in evidence.

(The letter referrcd to was marked “Exhibit No. 2048 and is in-
cluded in the appendix on p. 7093.) '

Mr. Rosier. In this letter Mr. Sparrow states:

I do not think the tinkering with the plan, while you were away, has strength-
ened it at all. Giving the disturbed bondholders 20 percent in fixed interest-
bearing securities I think has the opposite effect and really does not give the
bondholders anything more than they already had. Of course, getting the
Roosevelt opposition out of the way has been helpful, particularly in the investi-
gation hearings now taking place.

Senator Truman. Mr. Swaine, I have examined this statistical
table. Have you any way of informing the subcommittee what per-
centage of the operating expense goes to labor, and what expense goes
otherwise?

Mr. Swaing. It is shown on the graph as nearly as I could get it.
It is pretty difficult to just pull out the labor. I tried to incorporate
that information on one of the lines of the graph, and did it as best I
could, but it is an approximation.

Senator Truman. I was just personally interested in it.

Mr. Swaine. Wages separately are not shown, but I took out items
that would not involve that sort of thing, and gave you a line that
shows what was most affected by wages. It has other factors there.
Answering your question, I thought you would be interested in that,
and I tried to get it, but was told 1t would take 2 months to get it out.

1 8ee Hearings, Part XIII, appendix, p. 5819.
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Senator TrRuman. Probably you could get it for us sometime in the
future.

Mr. SwaiNe. They said it would take a force of men 2 months to
segregate wages and just give the wages alone.

Senator TrRuMan. All right. You may proceed, Mr. Rosier.

DIRECTOR POTTER’S CONTENTIONS THAT THE MANAGEMENTS FAILED
TO EFFECT ECONOMIES THROUGH COOPERATION AND COORDINATION

Mr. Rosigr. Mr. Potter, you became a director of the reorganized
company in 1928, did you not?

Mr. PorTER. Yes.

Mr. Rosier. The reorganized company, as Mr. Swaine has said,
had earnings in 1928 and 1929 which were adequate to meet the
interest charges?

Mr. Porrer. I do not recall the figures, but that is my recollection.

Mr. Rosier. In 1930 do you recall whether the earnings declined?

Mr. Porrer. I do not recall that now.

Mr. RosiEr. You do not know whether the company was able to
carn all its interest charges, including f{ixed and accumulated contin-
gent charges, in 19307

Mr. PorreEr. I would not make a statement in that regard.

Mr. SwaiNg. Itis all shown on that table I just introduced. I just
read the round figures in millions of dollars, but it is shown on that
statistical table in complete figures, .

Mr. Rosier. I thiuk the figure you read was about $17,000,000,
Would that conform with your recollection, about $17,000,0007?

Mr. Swaine. Yes; something over $17,000,000.

Mr. Rosier. Assuming that that figure is approximately cor-
reet ——

Mr. SwaiNE (interposing). It is almost $18,000,000, being $17,-
901,000 and some odd cents.

Mzr. Rosier. That was not a sufficient amount of earnings to meet
hoth {ixed-interest charges and cumulative contingent-interest charges,
wny 1l, Mr. Potter?

Mr. PorreR. 1 have no recollection of that.

vie Swaine. It paid 1% percent that year.

" Roster, Isn’t 1t true that both fixed and cumulative interest
clou . ware approximately $22,000,0007

Moot w Nk, That is my recollection.

Mr, Koo, Mr. Potter, in 1930 do you recall advising with the
11 “dent, or Gthe directors of the board concerning effecting possible

wmi in the operation of the St. Paul Railroad property?

e Porren. That subject was up frequently and almost continu-
« A the meetings in one way or another.

mor, Rosmer. Between what general dates, would you say, Mr.

obler?

Mr. Porrir. Ol, most of the time.  Generally, I will say, there was
i fooling of concern on my part, at least. I remember that at one
(", »fle- having discussed certain policies with the president and not
I.. blo to convinee him that a certain line of action was required,
Lo oo d n communication to the directors on the subject.

' . Ry the president, you mean Mr. Scandrett?
T . 1... Some months later I think I sent another one.
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Mr. Rosier. You sent a series of communications, did you not?

Mzr. Porrer. Yes; I think, finally a third, all of which you have. 1
do not remember the dates. 1 think I have them here with me, as a
matter of fact.

Mr. Rosier. By the way, Mr. Potter, do you recall that sometime
in 1927, while you were still receiver of the property, but before you
became a director of the reorganized company, the Chicago, Mil-
waukee & St. Paul opposed a merger or unification project for the
Great Northern and Northern Pacific?

Mr. Porren. The receivers opposed it?

Mr. Roster. The representatives of security holders opposed it.

Mr. Porrer. I do not recall at the moment. I recall the subject
being up; I do not recall just what was its nature.

Mr. Rosier. You do not recall whether it was or was not opposed?

Mr. Porrer. It would be a guess, but I would say it was opposed.
It seems to me that is my recollection.

Mr. Rosier. Do you recall whether or not it was opposed, among
other things, on the ground that greater economies, or at least as
much economy could be eflected, if the unification did not go through,
by cooperation and coordination between the Great Northern, the
Northern Pacific, and the St. Paul?

Mr. Porter. My recollection is perfectly clear about that now.
My recollection is perfectly clear that a policy of cooperation and
coordination which could and, I thought, should be accomplished
without reorganization would be preferable. If that is what you are
trying to get at, that is my recollection.

Mr. Rosier. Can you tell us just what you mean by coopcration
and coordination?

Mr. Porrer. That is a great big job.

Mr. Rosier. Briefly. Would you say that it would include, for
example, consolidation of terminals such as the use of one terminal
by several railroads instead of several terminals?

Mr. PorTEer. Yes; it would include a great many things. Funda-
mentally and basically it would have been &n arrangement for the
division of traffic and earnings, with the idea that the traffic would
move irrespective of ownership of lines over that route which made
for the greatest economy; and that would take traffic away from
certain limes which, under the competitive conditions, were striving
for it, and they would have to be compensated {or surrerdering it.
My opinion was, and the results of my study were, that if that policy
had been pursued all of the carriers, including those that surrendered
traffic, would be very much better off, and in the end the policy would
_make for enhanced value of securities, better earnings, better wages,
and lower freight rates. That was the basic principle. That carried
with it, of course, plans with respect to shops. It contemplated that
the repairs for all of the lines would be made in the most efficient
shops, which would be run at maximum capacity. Expenditures for
maintenance and operation of shops would be greatly reduced. It
meant that the lines of greatest efficiency and economy would be used

teferentially, which, I recall, in our case meant that the St. Paul
electrified lines would be used more extensively and with great benefit
to all concerned, to an extent that would have proven that the elec-
trification of the St. Paul extension was a good thing for all of the
lines; and the policy meant that an enormous amount of disgraceful
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o pptitive solicitation for traffic, which is nothing in the world bug
nneffort of one competing line to steal business from another, and
then for the other to steal it back, would have been stopped. ’

Mr. LowenTaAL. May I interrupt you for just a second there?

Mr. Porrer. Certainly.

Mr. LoweNTsaL. Do I gather that your thought is that the solici-
tation does not increase the total volume of business for the railroad
industry as a whole, but merely results in the shifting of existing
business from one road to another, and then back again?

Mr. Porrer. Exactly.

Ilt/[/[r. %OWENTHAL. Thank you.

r. PorTer. And it meant that the extravagant displa; i
and traffic offices in the large cities would all beg shut dgwg. of freight

Mr. LowentraL, Would you briefly indicate what that involves
that kind of display? ’
_Mr. Porrer, You know better than I do. You know
Fifth Avenue in New York the St. Paul has a very expensivtehﬁ%i((:)en
which T was largely to blame for. I favored doing it because other
lines had them, and we were forced to. On the block above the
Northern Pacific and the Great Northern had offices. Everyi)ody
was compelled to go in and do things because the other fellow did
We were compelled to be wasteful and extravagant and foolish
bec%usﬁ t}éebo ther felg)wbwas ﬂ and there was no cooperation, no intelli-
gent eflort bemg made the management to s i 1
'”Klft isLWhat I had in miirld generall?. top those crying sins.

r. LoweNTHAL. There was a reference here a day or tw
n report by the Federal Coordinator of Transportati}(;n tran(s)n?igt(zirfg
u report of some of the staff on the subject of fiscal agencies, giving
some of the smaller economies that might be eflected. I wondered
il you had had occasion to read that report.

Mr. Porrer. No; I donot think I did. I had 1t, but I do not think
I rendit.  You say it was dealing with fiscal agencies?

Mr. LOWENTHAL. Yes; a recommendation made to the board and

|:mmmcated by him to the regional coordinating offices, that the

! us have a jointly established agency operating at cost, instead
' hanks and trust companies in New York for the performance

* " wmn (inancial services. Perhaps you have heard of the report?
R, I do not recall it.  That is a pretty big question, and

I ownd be glad at some time, at the proper time, to give yoﬁ my
‘o such operations. I would not want to do it in a moment,

L. NrraL. T'did not want to interrupt you. Proceed.

o e, I think I have answered your question. I could
. : ) )

wir. b waine. We have had our own fiscal agency. We have not
“upl iy bank or trust company as fiscal agents. '

M v. towenriat. It deals with many things besides that technical
torm “oreal neeney” Tt deals with the use of trust companies as
lll(;\l/"l(«,‘.’,'ll[l':)(‘» Lru (r““]"’_ “nd S(ilon.

r. Porrir. I am willing to admit that I was thought

enik, and T think probably the thought was right, on thge su{;)?e(l:)fo?
-ooneration and coordination. I got on the bad books of every
el et exeeutive in the United States. The only man who kept me
no b eaileond and gave me an opportunity to make that fight was

nner,

L}



6948 RAILROADS AND HOLDING COMPANIES

Mr. LowenTHAL. Was Mr. Eastman also on the bad books, for
some similar reason? ,

Mr. Porrer. No; I do not think so. I think all the railroads had
a lot of confidence in Eastman, and I think they considered at the
outset that he was going to do some great things. But the trouble
was that at the Jast moment the Congress put a provision in the
coordination bill which stopped intelligent progress and made econ-
omies impossible by not allowing reduction in the item of wages.

Mr. LowenNTmaL. Mr. Potter, on the subject of fiscal agencies, if
you have time—1I do not know whether it would be possible for you
to do so, before the hearing on the St. Paul matter is concluded—but
we have a copy of that report available if you care to peruse it after
the scssion today.

Mr. Porrir. I would be glad to peruse it at any time, and I will
be glad to give you my impression. There is nothing about this
railroad situation that I am not willing to talk sbout and give you
my views on. I have been working on this subject for 25 years.
I began this idea of cooperation and coordination when I was presi-
dent of the Clinchfield road and had relations with the Southern
Railway, the Atlantic Coast Line, the Seaboard and the Louisville
& Nashville. I made suggestions along that line which would have
been very constructive and helpful, but I was blocked because the
big systems said they could not afford to admit that the little Clinch-
field could haul traffic cheaper than they could; and I never got any-
where. I took the receivership of the St. Paul Road mainly for the
purpose of getting a chance to have a crack at those practices, and
I continued as director for that purpose, and I fought in season and
out of season with everybody, particularly with the railroad execu-
tives, to that end. About the only support I had was Mr. Hanauer.
He could have kicked me off if he had wanted to, but he did not do it.

Mr. LowenTtaaL. Off the board of the St. Paul?

Mr. Porrer. Yes. He did not ask me to go on the board.

Mr. Rosier. You say he asked you to go on?

Mr. Porrer. No; I did not say he asked me to go on. If this is
the proper time I would like to put this all in. Probably this is not
the proper time for it. But I wish, after you get through, you would
give me an opportunity to tell you about the railroad picture as I
saw it.

Senator Truman. We would be glad to have that.

Mr. Porrer. I would like very much to do it. With that under-
standing, I will just answer your questions as briefly as you wish.

Mr. Rosier. At any rate, you did send a series of letters to Presi-
dent Scandrett and to other members of the board concerning your
views on what could be effected and should be effected by way of
cooperation and coordination?

Mr. PorTER. Yes.

Mr. Rosier. Those letters, would you say, were sent as early as
1930 and 19317

Mr. Porrer. The first one here was sent April 23, 1931.

Mr. Roster. I have here a letter dated December 15, 1930. Per-
haps you have not a copy of that letter. Just to fix the date I will
offer that letter into evidence. Those are excerpts from the letter
that you have there.
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Mr. Porrer. I remember, now, writing that letter, and it was
because Scandrett and I did not agree that I wrote to my directors.
Thot is a fact.

Senator TrumanN. The letter will be received in evidence.

(The letter referred to was marked “Exhibit No. 2049” and is
included in the appendix on p. 7093.)

Mr. Lowenrtmar. That is regarded as entirely proper practice,
is it not, for one of the directors to communicate with all the others
as to his views? '

Mzr. Porrrr. Oh, I think that would be a director’s right and,
perhaps, duty.

Mr. Rosier. I have offered the entire letter for the record.

Mr. Porrer. I did not stop to consider proprieties very much.
I wanted results, and I think it was all right.

Mr. LowentHaL. I think you are right, Mr. Potter.

Mr. Porrer. Thank you, sir. »

Mr. Rosier. Mr. Chairman, I would like to offer into evidence at
this point a letter from Mr. Potter to Mr. Scandrett dated May 25,
1931, on this general subject. I will offer the entire letter into
evidence and read certain excerpts from it.

Senator TrumaN. The letter will be received.

(The letter referred to was marked “Ixhibit No. 20507 and is
included in the appendix on p. 7096.)

Mr. Rosier. T will read from the third paragraph [reading]:

I do not want to be regarded as riding too hard. I am much concerned over
the present situation. If I could feel that good times were going to return speedily,
I would not be so perplexed. I am apprehensive that net earnings are going to
remain down for a long period—

This was in May 1931, that you wrote this letter, Mr. Potter?

Mr. Porter. Yes.

Mr. Rosier [continuing reading from ‘‘Exhibit No. 2050™]:

n period through which certain carriers may not be able to live and so long as even
lo menace the financial structure of the Milwaukee. If there is anything I can

do, 1 want to do it. I perhaps have a desire to get in the clear and be in position
Lo nay I did all T could.

Mr. ?OTTER. Why not read the next sentence, while you are
ding?

nmr. Rosier [reading]:
I« vlly believe a legitimate desire to be helpful is my most important impulse.

Y ou felt very seriously about this problem, did you not, Mr. Potter?
Mr. Porrer. Indeed I did.
Mr. Roster. You felt that this was the only way in which the rail-
<y, and the Milwaukee, could keep alive through the depression
i which you foresaw at that time might continue for a long
i
Mo Porren. Yes; and what T suggested for a long time had been,
t . nnd now 18, and always will be the problem; and whether
v b ive or die economically depends upon how that very
S iz roing to be worked out. And on that point I think,
w At your committee is the last hope for the carriers.
Muman. T hope we can arrive at some solution. That
1 oo Lrying to get information.
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Mr. Porrer. I would like to help you, and I think I can if you will
give me that opportunity.

Senator Truman. We will give you that opportunity.

Mr. Rosier. Mr. Potter, at or about that time the carriers were
applying for a rate increase, were they not?

Mr. PorTER. Yes.

Mr. Rosigr. You did not feel at that time that the carriers were
doing all they could in the way of paring down expenses, did you?

Mr. Porrer. I certainly did not.

Mr. Rosier. And you felt the same thing was true of the Milwau-
kee, of which you were a director?

Mr. Porrer. Yes; and of every other railroad in the United States,
particularly the strong railroads who did not need any help.

Mr. Rosier. Mr. Chairman, I would like to read from a letter
from Mr. Potter to Mr. Pierpont V. Davis, dated January 12, 1931,
and introduce the entire letter into the record.

Senator TrRuman. The letter will be received.

(The letter referred to was marked “IIxhibit No. 2051” and is in-
cluded in the appendix on p. 7098.)

Mr. Rosier. Who is Mr. Davis, Mr. Potter?

Mr. Porrer. Mr. Davis then was a vice president of, I think, the
National City Co., which was one of the companies in the National
City Bank outfit. He was the man who went along in the reorganiza-
tion work in a manner somewhat similar to that in which Mr. Hanauer
functioned for Kuhn, Loeb & Co. The two institutions were joint
managers.

Mr. Rosier. 1 would like to read excerpts from the letter, of which
you have a copy in front of you, Mr. Potter, beginning on page 2, the
last two paragraphs [reading from “Exhibit No. 2051”]:

I believe that within their proper function railways operating with proper
cooperation can meet the competition of other facilities and survive with increas-
ing prosperity. Critics of railroads, who are c¢lamoring for lower rates, really
could say more than they do say if they knew what to say and how to say it.

Mr. LowenTHAL. From what portion are you reading now—on the
first or second page?

Mr. Porrer. It is on the second page.

Mr. LowenTaAL. Where on the second page?

Mr. Porter. Next to the last paragraph.

. Mr. LowentaaL. Thank you.

Mr. Rosier (continuing reading from ‘“Exhibit No. 2051"):

There is a lot in the notion that with proper management present rates are not
too low but in fact are too high, and that with proper management even lower
rates could be put into effect while a fair return would provide for all. You aptly
say that present conditions ‘““present a challenge to railway management.”

Some time or other the facts will come out. If they are not recognized and
corrected by the carriers, they will be discovered by others and other means
to correct them will be found. Carriers can be managed privately with proper
coordination. If thev do not so cooperate, I believe government ownership will
be the inevitable end; and disliking government ownership and disbelieving in
it as I do, I have become convinced that under government ownership the roads
can be operated more successfully than they are being operated today.

Mr. Potter, what is it that the public does not know, that you
know, that is referred to in that letter? Will you just straighten us
out on that? :

Mr. PorTEeRr. I can give you a brief answer, but I would like to go
into it more fully that I can at this time.
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Ser ator TRumaN. We want you to go into it fully; but make your
nn wer as brief as you can.

Ar. Porrer. I had in mind the general inefficiency of the railroads
.. their collective relation in matters of operation. The railroads
wdividually were operated with greater skill than at any time there-
tofore. e had more skillful and competent railroad managements
than we ever had for an individual property. We had better manage-
ment than we ever had. But in the collective relation, and taking
the industry as a whole, the railroad industry, in my judgment, is
more inefficiently operated than any other industry in the country,
with the possible exception of the bituminous-coal industry. That is
what I had in mind.

I have not tried to be a reformer, and when anybody has asked my
opinion he has gotten it, and it has been that. You will observe that
this letter was written because of the reason shown in the first para-
graph, ip which it is stated {reading from “Exhibit No. 2051"]:

It was very kind of you to gend to me your letter of the 9th, inclosing a study
which you have just completed.

Except for the receipt of his letter, my letter would probably never
have been written.

Mr. LowexnTHaL. Mr. Davis himself was not a member of the
St. Paul board, was he?

Mr. Porrer. No; he was not & member of the St. Paul board, but
he was very happily referred to by Mr. Scandrett as a sort of an
cx-officio member. :

Mr. Lowentuar. He was an official of the company which had been
one of the two reorganization managers in the 1925-28 reorganization?
Mr. Porrer. Yes. May I just say one more word right there?

Mr. LoweNTHAL. Yes.

Mr. Porrer. I was sorry to see the criticismm of that reference,
“ox-officio director.” This was the fact. The National City Co.
nnd the Kuhn, Loeb outfit had been the spokesmen, as it were, for the
vnrious committees. Someone had to be the head and lead. After
conference with these various committees the reorganization plan
wns worked out and put into effect. Those two concerns had a lot
« [ responsibility.  'When we came to operate under that plan, I, as
1 uirector, was very eager to keep their feet in the water just as far

| could, and I was delighted to have them sit in and help us carry
{ .. responsibility. And that is all they did.
nator Truman. Do you believe that this same situation would
« ply to the present application for rate increases?

Mr. Porrer. Do I what? .

Senator Truman. Do you believe that the situation referred to in
" . letter of yours,-of January 12, 1831, would apply to the present
t bolieation of railroads for a rate increase?

Mr. Porrer. I want to be guarded in answering that. I will answer
il tl v wany. The need for cooperaticn is just as present; the resulting

‘o aure just as great. Whether, notwithstanding that fact, there

. for a rate increase I am not in position to determine. Whether

it {weible to bring about this coordination promptly, particularly
w e present attitude of the Congress toward labor, particularly
.. 1 don’t know how to characterize it with an adjective, but

ih «~ {that labor has with Congress—whether it is possible to
do tho “ thing T do not know. I have a very distinct idea as to
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what ought to be done, but I do not want to judge the other fellow; I
do not want to blame the Congress or the Commission. It may well
be that there is need for a rate increase. But I do say that in my

judgment if the right policies had been pursued in the past you would.

have had a gradually descending rate basis instead of an increasing one.

Mr. LowenTHAL. Apart from the problem of labor to which you
refer, there are economies such as those that T think you mentioned,
by way of illustration, economies in solicitation, whether those would
increase in a smaller or larger amount, could they not be put into
effect anyway?

Mr. Porrer. Noj; they could not. Theoretically they could, but
they could not, practically, for this reason. Under the present com-
petitive system. every road management has upon it its duty to fight
for business. It cannot voluntarily surrender to some other line. It
cannot shut its doors or reduce its activities; and it never can unless
and until you bave agreements for the routing of traflic and for the
division of earnings, which will accomplish all the savings and, at the
same time, take care of the lincs which need revenue. The trouble of
it is inefficiency, extravagance, and waste. You have got to tackle
those problems, and you will never get anywhere until you do.

Senator TRumMAaN. Proceed.

Mr. Rosier. Mr. Chairman, I would like to offer for the record a
letter from Mr. Potter to each member of the board of directors of
the Milwaukee, dated May 18, 1932, and I would like to read certain
extracts from 1t. Do you have a copy of that, Mr. Potter?

Mzr. Porrer. Yes; T have.

Mr. Rosier. This letter is addressed to each member of the board of
directors, is it not?

Mr. Porrer. Yes.

Senator Truman. It will be received. )

(The lotter referred to was marked ‘“Exhibit No. 2052” and is
included in the appendix on p. 7101.)

Mr. Rosigr [reading]:

I have felt that perbaps I had pressed too hard to bring about reforms that
would be beneficial to our company, and that I would make no further effort. At
the moment, however, I have a feeling that I am not justified in abandoning the
cause.

There is a rule of law to the effect that where directors are guilty of neglect in
failing to perform their duties, they may be held liable to the corporation for
damages in suits brought by stockholders on behalf of the corporation. It is so
clear to me that there is a lot that can be done to forestall disaster and prevent loss
to shareholders that I am a bit apprehensive that this rule may be used against us.
It certainly puts it up to us to do everything we can.

Mr. LowentrarL. Would it be a fair thing to say that that, in
effect, said to the directors that if they did not do their job with
reasonable care they might be sued for failing so to do?

Mr. Porrer. That was the thought I wanted to bring to their
attention; yes.

Mzr. LowentrAL., Thank you, Mr. Potter.

Mr. Rosier (continuing reading from “Exhibit No. 20527"):

Some months ago I gave notice that I intended to ask for a joint committee

representing the Northwestern lines to study cooperation.
The Northwestern lines are the Great Northern and the Northern
Pacific. Were there any others, Mr. Potter, that you had in mind?
Mr. Porrer. Read the sentence again. What was the sentence?
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Mr. RosIgr (reading):

Some months ago I gave notice that I intended to ask for a joint committee
» resenting the Northwestern lines to study cooperation.

Mr. PorreR. Now, you ask me what?

Mr. Rosigr. What were the Northwestern lines?

Mr. Porrir. The Northern Pacific, the Great Northern, and, I
think I had in mind, the Burlington also.

Mr. Swaine. And the Chicago & North Western?

Mr. Porrrr. The Chicago & North Western; yes.

Mr. RosiEr (continuing reading from “Exhibit No. 2052"):

At the board meeting I deferred pressing the motion for this because there
seemed to be a feeling that such action by the board would embarrass the presi-~
dept, and because of the assurance of the president that he would endeavor to
bring about the appointment of such a committee, and that he could do as much
without the resolution as with it.

What was the meaning of the reference to the possibility of embar-
rassing the president, Mr. Potter? Do you recall? Why would the
action of the board in passing a resolution for the appointment of a
joint committee embarrass the president?

Mr. PorTEr. I hardly know how to answer that. T think probably
1 lelt that if the board took it into its hands and that for him to go
to the other lines and say, “The board has directed me to do so and
s0’" would not be as pleasant to him as to go to them, as it were, of
his own initiative and suggest it. That was the thought I had in mind.

Mr. Swarne. May I interpolate here?

Senator TRuMAN. Yes.

Mr. Swaing. I think Mr. Scandrett at that board meeting said
lln;s amlria]ady had numerous conferences with Mr. Kenney and Mr.

onnelly

Mr. Rosier. Who were they?

My, Swamne. They were the two presidents of the two northern
hnenlooking toward this very study; and, as Mr. Potter will remember,
I vhudy was made.
My, Rosier. Mr. Potter, this letter is dated May 18, 1932, almost
n and a half after the first letter which I put into the record,
o December 15, 1930, was written?
t orrer. The one to Scandrett?
L\ uk. Yes. This particular letter of May 18, 1932, was
S "1t a year and a half after the first letter which I introduced

t g
At i, Being the letter addressed to Mr. Scandrett?
Mo ami. Yes,
A e ! i, Y.(‘;S.
Mie 1t t. Id you feel at the time you wrote this letter that any

tertour or ~enuine clforts had been made to effect economies by - vup-
eral ot nnd coordination up to that time, May 1932? '
Mr. Porvee, I would not say that I did not think any scrious
efforts had been made; no. T think Mr. Scandrett was hanl_ﬂing the
itler s he thought 1t ought to be handled. I even contempluted
ne possibility that he might be right about it. But I felt there wns
b enough heing done. That is why I wrote the directors. 1 wan
more alarmed than Scandrett was. ™ Scandrett had a [eeling Lhal
rrood times wore coming baek and we ought not to press too hard,
that the thing to do was to maintain cordial relntions and hao
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tactful, and in the end all would turn out right. He was not so appre-
hensive as I was.

Mr. Roster. Mr. Potter, in 1932, you may recall—and I believe
Mr. Swaine so testified this morning—the company had an operating
deficit? ‘

Mr. PorreR. I do not remember.

Mr. Rosier. Is that correct, Mr. Swaine?

Mr. Swamne. That is correct.

Mr. Rosizr. I believe that is shown on Mr. Swaine’s graph.

Mr. Swamve. It is shown on both the graph and the table. The
red line goes above the black lines.

Mr. Brown. Not in 1932.

Mr. SwaiNg. Yes; up at the top [indicating].

Mr. Rosrer. Mr. Chairman, I would like to introduce into evidence
8 letter from Mr. Potter to Mr. Swaine dated June 1, 1932,

Senator Truman. It will be received.

(The letter referred to was marked ‘“Exhibit No. 2053” and is
included in the appendix on p. 7104.)

Mr. LowenTuaL. As I read the excerpts from your letter of May
18, 1932, to all the directors of the road, you seemed to have the
opinion that the operation of the roads under the Director General
had proven desirable in certain respects, as shown in certain desirable
practices and lessons, and had not been really the failure that it has
sometimes been called. Is that a fair inference?

Mr. Porrer. It would be hard for me to speak approvingly of the
Director General’s handling of the railroads, but I did feel that there
was a whole lot of virtue in certain things he did, that he ought to be
credited with. I did not think that the handling of the roads by the
Director General at all indicated that the railroads could not be run
by the Government.

Mr. LowenTHAL. I was thinking of the sentence on the second
page of these excerpts, in which you say [reading from “Exhibit
No. 2052”].

Make no mistake about it, a Director General can run the roads far more
efficiently than they are now being run.

Mr. Porrer. Yes. Isay that right now, with very great emphasis.

Mr. LowentaaL. Thank you, Mr. Potter.

Mr. Porrer. But I would not say it can be done with the kind of
Director General that we had then, working in an atmosphere of
politics and political ambition.

Mr. LowenTHAL. What did you think of Mr. Eastman’s suggestion
on that general subject?

Mr. Porrer. I do not recall that. What was it?

Mr. LowenTHAL. Well, perhaps that is getting a little far afield.
We will perhaps come back to that later.

Mr. Porrer. It would be hard for you to get any criticism of Mr.
Eastman out of me; and yet Commissioner Eastman has very decided
limitations when it comes to handling railroad problems. - He ought
to have a little more of the McAdoo in him.

Senator TruMaN. Proceed.

Mr. Rosier. Reading from the letter of June 1, 1932, Mr. Chair-
man, from Mr. Potter to Mr. Swaine [reading from ‘“Exhibit No.
2053":

I think it altogether likely that T am stale so far ay il'lﬂ‘ll(‘l)('.(\ with the 8t. Paul

RAILROADS AND HOLDING COMPANIES 6955

=~ having ridden too hard. You are in a very different position, and in one
wiiere you will be listened to.

* * * * * * *

Our president overstressed—in fact magnified out of all proportion the labor

d the difficulties in connection with cooperation. In fact, cooperation will
lessen labor and difficulties.  All of the difficulties of the railroad today are due
to their independent competitive operation, and to their endeavor to get ahead
against one another. Cooperation means simplification, not complication. It
mcans ease, not labor.

* * * * * * *

Our President has had and has wasted the biggest and best opportunity that
cver came to the railroads. He should have been the leader in the plan which
has been adopted in England. If and when disaster comes to our country, and
that disaster is certain, unless something is done, the president and general
managers will bear all the blame—except such as may attach to the directors for
not insisting upon proper action. i

Mr. Swaing. I think it only fair that the entire letter, rather than
excerpts from it, be introduced.

Mr. Rosier. It has been introduced, Mr. Swaine.

Senator TrRumaN. In each case the entire letter has been introduced.

Mr. Porrer. I think that, and I wanted it particularly with
relerence to one of my letters here [rom which you read excerpts.

Mr. Roster. The complete letter is already in evidence.

Mr. Swaine. Of course you appreciate that when you pick a para-
graph out, without the paragraph in front of it, it may be given a
dilferent atmosphere.

Mr. LowenTHAL. May I go back to your letter of May 18, 1932,
where you referred to the fact that there might be quite a few receiver-

1iips? “Receiverships seem inevitable.” Do you find that?

Mr. PorTER. Yes.

Mr. LowenTHAL. As a matter of fact, you were in the highest

n .2 prophetic on May 18, 1932, when you wrote that letter. hat
“+ just before the period when they began to flood into the courts,

‘ouds going into receivership and bankruptey?
1\;1 l‘:'l)OTTER. If that is your opinion, I have no desire to quarrel
10,
. oweENTHAL. You would agree with that?

n  PorrER. Perhaps that is true.

A +081ER. Do you recall that it was at or about that time that
th v nwaukee went to the R. F. C. for a loan, in 19327

“ ‘orieR. 1 do not recall that.

M 7 uir, Is not that correct, Mr. Swaine?

‘vAINE. Yes.

'« »uk. I know I pointed out at one time that if the Milwau-
. «th would bring about cooperation, they would greatly strengthen
ne ition with the R. F. C.

CONUIRNING EFFORTS TO PERSUADE POTTER TO DISCONTINUE HIS
CHARGES

-

“t1 k. Mr. Chairman, I would like to offer for the record a

1 v June 2, 1932, from Mr. Swaine to Mr. Scandrett. This
~“nalter the previous letter which we have just introduced,
fiom . diapr {o Mr. Swaine.

' "t .t maN. The letter will be received.
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(The letter referred to was marked ‘“Exhibit No. 2054” and is
included in the appendix on p. 7106.) )

Mr. Rosier. The letter reads as follows [reading]:

I am beginning to get considerably worried about our record on the question
of cooperation. Potter has just written me another letter, hotter and more

extreme than any of the past ones, and I have very little doubt that he has been
talking to some of the members of the Interstate Commerce Commission—

Mzr. Porrer. But I had not.

Mr. Rosier (continuing reading):
and that they are being thoroughly indoctrinated with his view of what is hap-
pening or rather what is not happening. Would it not be helpful if we had a talk
about the matter—a leisurcly one, over a highball, and not onc subject to the
pressure and interruption of a few minutes in a business day? If you agree,
won't you and Bert—

That is Mr. Sparrow?

Mr. Swaing. Yes.

Mr. Roster (continuing reading from ‘‘Exhibit No. 2054""):

If you agree, won’t you and Bert plan to come out to my farm with me either
the evening of June 21, before the Executive Committee meeting, or the evening
of June 22, before the Board meeting?

Mr. Porrer. I said that I had not talked to some of the members
of the Interstate Commerce Commission. I want to change that.
T did talk frequently to members of the Commission, and I think on
some occasions I wrote to the members of the Commission and was
guilty of the presuinption of suggesting to them certain lines of action;
but I failed with them about as ignominiously as I did with the
railroad.

Mr. LowrnTHAL. You do not think you indoctrinated thern at all?

Mr. Porrer. No, sir.

Mr. Rosier. Mr. Swaine was too apprehensive

* Mr. Swaing. No; I do not think that is a fair statement. I do not
know whether you are going tointroduce the rest of my correspondence
or not-

Mr. Rosier. I am going to introduce a good portion of it. If you
feel that T ought to introduce any others, I will be glad to put them in.

Mr. Swaing. I think Mr. Potter was very much unaware of what
our people were doing along that line, and I do not belicve that when
Mr. Potter said there was no intelligent effort being made he intended
to indict the management of the St. Paul, because the management of
the St. Paul, I think, at that time was doing more than any other
railroad management that I had any contact with, to try to develop
coordination projects with the other railroads. There was a disagree-
ment as to method. I felt that Mr. Potter was making a record
which was very unfair, both to our management and to the board, and
giving the impression that things were not being done which were in
fact being done at the time. I agreed—I think Mr. Potter will recall,
and I had said so in one of the letters—I agreed entirely with Mr.
Potter's basic idea, and I was, within my limited capacities on the
board, doing all I could do to press for study of these coordination
projects, and very much more was being done than Mr. Potter’s
letters would indicate was being done, or even this testimony here
this morning would indicate was being done. Mr. Scandrett, I think,
should be brought here again, no matter when the time may be, to
show to your committeo exactly what was being done in tho way of
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coordination studies at that time; and I think when he does appear he
will demonstrate that we were doing very much more than Mr. Potter
thought we were going to do.

Senator TrRuman. He will be given that opportunity. The reason
he is not here today is that he was called out of town on account of an
operation.

Mr. Swamne. I know. I think, however, that some time in the
future he should have an opportunity to tell you what he was doing
at this time. _

Senator Truman. He will be given an opportunity to do that.

Mr. Porrer. I just want to say this, Senator, that it has been
perflectly obvious that my letters deal with the picture that I saw. I
do not recall what Mr. Scandrett was doing. But I would not have
written thosc letters without a purpose. I think the purpose is shown
by the letters. They were friendly letters; they were fraternal letters;
they were not written with the idea that they were going to be brought
out in this hearing, and I never had any idea that they would be
brought out. I wrote them because it was my duty, as I saw it, to the
property and to the directors. If there was something being done
that I did not know about, I am sorry that I did not know about it.

vr. LowmnTuarn. You were entitled as a director to know every-
thing that was going on, were you not?

Mr. Porrer. That was my theory of it.

Mr. Swaine. The president was reporting at the board meetings.

Sonator Truwan., Proceed.

Mr. Rosier. I would like to offer in evidence a letter from Mr.
HSwaine to Mr. Potter, dated June 14, 1932, in answer to Mr. Potter’s
lotler to Mr. Swaine of June 1, 1932.

Benator Truman. It will be received.

(The letter referred to was marked “Exhibit No. 2055 and is
inclided in the appendix on p. 7106.)

Mr. RRosier. The letter reads as follows:

A reply to your letter of June 1 has been delayed by reason of the pressure of

' “lems of another railroad than the St. Paul.
. iknow, T am in agreement with you upon the principle that there should
of cooperation between our railroads and that undue executive jealousies
. Ihe past frequently prevented cooperative efforts which were otherwise
. .ble and wise. However, I feel that you are not giving the St. Paul
o« andequate eredit for what they have been and are doing. I think, too,
© w o theynay appear to you to be magnifying the difficulties, you appear
-t !, T eonfess, sometimes to me) to be minimizing the difficulties. They
oo eevintimated in one of your letters, seeking instances in which there

1" v perntion, but, T am entirely certain from my own personal observa-

n, i illy seeking instances in which cooperation will be possible and

to wmost 1o effect such cooperation. I felt that Mr. Scandrett’s oral
tidard, © " our last meeting showed real progress along this line, and I have
vodonbil Lhnd, ho will be able to report more progress at our next meeting.

" e ol thoe letters that you referred to, Mr. Swaine?

Muv. s waine. Yes, That is substantially what I just said.

Mr. Rosmisr, Do you recall whether you had had your meeting
.. rn highball at that time? '

Mre. Swamng, Yes; I still remember that.

Mr. Rosier. Do you know whether or not any other members of
(k. honrd were present at that time?

A ‘werN They were not.  No, apparently not. The letter

bt rend was June 14, was 1t not?
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Mr. Rosier. Yes. _

Mr. SwaiNe. No; my highball meeting was June 21.

Mr. Rosier. Mr. Chairman, I would like to introduce into the
record a letter from Mr, Swaine to Mr. Ecker. That is, Mr. Frederick
H. Ecker. The letter is dated June 14, 1932, the same date that Mr.
Swaine sent the previous letter to Mr. Potter.

Have you a copy of the letter, Mr. Ecker?

Mr. Ecker. I have not; no.

Mr. Rosier. Have you a copy of that letter, Mr. Potter?

Mr. PortER. No.

Mr. Rosier. Have you, Mr. Swaine?

Mr. Swaine. Of what?

Mr. Rosier. The letter of June 14 to Mr. Ecker; a letter from you
to Mr. Ecker.

Mr. SwainE. Are you giving it to me now?

Mr. Rosier. Yes. Those are excerpts from it.

Senator TrumaN. The letter will be received.

(The letter referred to was marked ‘“Exhibit No. 2056” and is
included in the appendix on p. 7107.)

Mr. Rosier. The letter reads as follows:

I have been somewhat disturbed about the record Mr. Potter is making in the
St. Paul Board on the question of cooperation between the St. Paul and competing
lines in its territory. Herewith is a letter which I have received from him,
together with a copy of my reply. Will you be good enough to return Mr. Potter’s
letter after you have read it.

I am also sending you a copy of a memorandum prepared by Mr. Sparrow in
reply to Mr. Potter’s letter of May 18 addressed to the Board. ) )

Of course all the members of the Board, including the two operating executives,
are anxious to effect whatever cooperative arrangement with other roads may be
in the interests of the St. Paul, and from my contact with the situation I think
Mr. Scandrett and Mr. Sparrow are making sincere efforts to discover and work
out such arrangements. It is therefore to be regretted that-Mr. Potter should
continue to indicate that he thinks nothing is being done, both hecause it is harm-
ful on the record an because his attitude tends to inspire a defensive state of mind
in the operating officers which is much less conducive to getling results than
would be commendation for what they are doing.

I think it would be helpful, if you could find time, with all your many other
pressing engagements, to Iunch with Potter some day in the hope that you micht
be able to “get him on the track.” If you think my presence would be helpful I
will be glad to join you whenever at your convenience you can arrange it.

Mr. Swaine. This is a species, Senator, of what I said the other
day, when I said I conceived it to be the lawyer’s job not to be the
motivating force, but to try to give direction to forces of different
people that were good. I was trying to bring about cooperation within
the board and among. the officers instead of antagonisms that were
developing. )

Mr. Rosier. You were a director yourself, Mr. Swaine.

Mr. SWAINE. Yes.

Mr. RosiEr. Besides being counsel.

Mr. SWAINE. Yes. :

Mr. Porrer. If that letter pointed to a duty on Mr. Ecker’s part,
he failed to perform it, because he never made any effort to get me
“hack on the track’ or interfere with me in any way. )

Mr. Rosier. Do you recall, Mr. Potter, whether he succeeded in
persuading you not to write any more letters on the subject?

Mr. Porrer. Mr. Ecker?

Mr. Rosier. Yes.
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Mr. Porrer. He never endeavored to.
Mr. Swainve. T would like, Senator Truman, to have made a part of
record the memorandum of Mr. Sparrow n reply to Mr. Potter’s
v or of May 18, which is referred to in this letter.

Mr. Porrer. May I have a copy of it? I am sorry, I have never
seen it.

Mr. Rosier. That is May 18, 1932?

Mr. SwaiNe. Yes: Mr. Sparrow’s memorandum of May 18.

Mr. Rosier. T will offer that for the record.

Senator TRuMAN. It may be received.

(The memorandum referred to was marked “Exhibit No. 2057’ and
is included in the appendix on p. 7107.)
~ Mr. Swamve. I do not think the memorandum is dated May 18.
1t is a memorandum in reply to Mr. Potter’s letter of May 18.

Senator Truman. Have you any other copies?

Mr. Rosier. This is the only copy I have of that.

Senator TrRuman. Very well. Put it in the record. Do you want
to see it, Mr. Potter?

Mr. Porrer. Ishould like to have a copy of it, yes. Mr. Sparrow
was very cordial to my endeavors on the subject of coordination, and
in one of my letters here, excerpts of which you have put in

Senator Truman. The whole letter has been put in.

Mr. Porrer. I referred to an activity of Mr. Sparrow’s as a very
fine one, indicating what should be done.

Senator TrRuman. Proceed.

Mr Rosigr. Mr. Chairman, I should like to offer for the record a
«ony of a letter from Mr. Ecker to Mr. Swaine, dated June 29, 1932.

mator TrRumAaN. It may be received.

t 'hoe letter referred to was marked ‘“Exhibit No. 2058 and is in-

“ided in the appendix on p. 7112.)

Mr. Rosier. Do you have a copy of that, Mr. Ecker?

Mr, Icxer. No, I have not.

Mr. Roster. This letter is in response to the letter from Mr.
‘ fn.i_ni\ to Mr. Ecker of June 14, 1932 [reading from ‘“Exhibit No.

LI

"irn herewith the correspondence with Mr. Potter which accompanied
w1 e of June 14th. )

| 'n 80 busy with other matters that I overlooked telling you of the

ITITI ith Mr. Colpitts and Mr. Potter after the last Milwaukee board meet-
n I ... n good opportunity to talk over the whole situation and for me to
mo oo reato Mr. Potter's letters.
| U of the conversation he (Mr. Potter) said he felt convinced that
oo necomplished by the committee that had been appointed, con-
. latives of the railroads, and that his efforts had not accomplished
b " hoped for. It was his conviction that millions of dollars could
----- imbier were undertaken in the right way.

v "‘.lhc was through writing, that he would not send any more
Ie 1 bhnd

. ool that letter, Mr. Ecker?

- “iit, 'T'his refreshes my recollection, yes.
Mot o Does it refresh your recollection, Mr. Potter?
N r Correr, T think T was wrong in saying that I had no conversa-

.+ w''h Mr, Ecker. Of course, that is true. I think now I recall a

~a..lion, but T recall very distinctly that Mr. Ecker did not

v «fTort to tone me down or call me off.
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Mr. Swaine. The whole letter is going in?

Senator Truman. The whole letter is going in.

Mzr. Ecker, did this situation with Mr. Potter have any influence
on the regulation of the board proposed in the Missouri Pacific plan,
which required three directors to initiate business?

Mur. Ecxer. I do not recall that it did.

Senator TruMaN. I thought this might have had some influence on
that.

Mzr. Ecxer. Noj; but every member of the board—and I can spesk
for myscll—gave the most serious consideration to Mr. Potter’s
sugeostions. I have known this man for 25 years or more.

Senator Truman. I was just thinking about whether this effort of
Mr. Potter’s, which had evidently caused everybody so much worry,
was tho reason for the provision in the Missouri Pacific regulation
which required three directors to initiate business.

Mr. Ecxrn. 1 do not know that it was.

Mr. Lowrnrrar. In the St. Paul board every director was allowed
to spoak as fully as he liked, and to make any motion he wished?

Mr. Ecxer. I can only speak for myself. I never had any hesita-
tion, and I never saw any on the part of anyone else.

Mr. LowenNTtHAL. Is it usual in boards of directors that any and
every cirector is permitted to make any motion he desires, or to
" initiate or bring on any business he would like to bring before the
board?

Mr. Ecker. Surely.

Mr. Lowenraar. Is it your view that that is a sound practice?

Mr. Ecker. So far as 1 have experienced, it 1s a sound practice.

Mr. LowentsaL. You have had a great deal of experience on
boards of directors?

Mr. Ecker. So far as I have had experience, that is true.

Mr. LowentAL, And on the boards of rather large companies.

Mr. Ecxer. In some instances; yes. _

Mr. LowenTHAL. Mr. Ecker, has your attention been called to the
fact that in the Missouri Pacific reorganization plan that was under
discussion before this committee some weeks ago there was a provision
that so far as the ordinary directors of the company were concerned,
no ordinary director could bring on a motion or initiate business, and
that before ordinary directors could bring business before the board,
they would have to sign a written petition to that effect, and have
thiree of the directors sign it?

Mr. Ecker. I am not familiar with that provision, nor do I know
its purpoese.

Mr. LowenTHaAL. 1t was referred to at the hearings some weeks
ago as an attempt to impose a gag rule on individual directors.!

Mr. Eckgr. I am not acquainted with that. You are telling it to
me for the first time.

Mr. LoweNnTHAL. It was a plan that was agreed to by a committee
en which the Metropolitan Life was represented by one of its vice
presidents.

Mzr. Ecker. That is true; but while matters of general policy and
any matter that may be considered of sufficient importance is brought
to my attention, that particular thing was not.

! See Hearings Part XIV, p 6071 et seq|.
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Y+« AJJITIES IN EFFECTING ECONOMIES THROUGH COOPERATION AND.
COORDINATION—BURDENSOME MORTGAGE PROVISIONS

. Rosier. Mr. Swaine, do you recall that it was at or about the
1e ol these latter letters we have read—that is, around the summer of:
[ 32 4hat the northern roads did get together with the Milwaukee,
nnd did make very substantial efforts to effect economies through
« uperation? '
Mr. Swarne. They have been trying to get together for some time.
Mr, Lowenthal rcferred, for example, to the matter of coordination
with the two morthern lines. I Lknew that the St. Paul had been trv ing:
Lo arrange some coordinating arrangement with respect to termninals
with the northern lines for a number of years, but the two northern
lines had a competitive advantage over the St. Paul, and they were.
unwilling to enter into such a coordinating arrangement. I say that
o no cnticism.  Under a competitive system I suppose they were
I and to take advantage of the superior terniinals that they had.
Take another illustration. We needed new yard facilities in Chi-
engo. We knew that the Chicago & Northwestern had a yard called
the Proviso Yard, which was cousiderably better than it necded, much
coeader capacity than it needed. We made every effort to effect
‘e kind of a coovdinating arrangement with the Chicago & North-
western for the use of the Proviso Yard. There again, they felt
that they had a fine competitive facility, in Chicago, and thaf they
should not give it to us on any terms, except, as I remember, on the.
B-® of our paying a very laurge proportion of the charges on that,
terminal, and that made it probibitive.
Another illustration: The Chicago & Northwestern had put in a.
. livestock service from Omaha to Chicago. I think there are.
i, Iines from Omaha to Chicago. There is the Northwestern, the
I ock Tsland, the Burlington, the Illinois Central, and the St. Paul,
" .n Omaha to Chicago. They put in a very fast livestock service.
wom Omaha to Chicago. Every one of the five roads immediately
“d, “Well, we will have to meet that competition.” To meet that
~pelition required heavier rail, heavier ballast, and new locomotives.
toon as I neard about that, T went to Mr. Scandrett about it, and
* «I that Mr. Scandrett was alrcady on the job. I do not remem-
I+ ne exact date, but I think it was about this time, or it may have
| I "ore. T found that Mr. Scandrett was already on the job, to.
e . .. could not do something to stop the initiation of five services.
Voo tIwtudies showed that there was not business enough for five
- v That meant terrific capital expenditures on the part of
v of those five roads. I know of my own knowledge that Mr.
+ ndrett did everything he could to do something about that, but.
he could not, because the Northwestern said, “We have got the jump.
v, You cannot criticize the Northwestern. They were in
th business (o compete for that traflic, and if they developed the idea
. mebscoviee and made the capital expenditure necessary to put in
' [nlonerviee, under a competitive. system they certainly were.
ot lin holding their advantage.  But that does not say that we.
ol (rying to minimize it, and trying to avoid having to meet it.
Vo Eoally did meet it.
v onrene Did the other roads meet it?

\

CHIE o A 0
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Mr. Swarve. I.think they all did. I do not know that all-five of
them did. I know the Burlington did, and I know we did something
about it. ) ) o

Senator TRuMAN. So far as your experience with coordination and
cooperation has gone, there seems to be only one way to have 1t done,
and that is by legislative action which will relax a great many of the
barriers to it now. ‘ o ) )

Mr. Swaine. 1 think you have got to have legislative action which
will make it easier. ) .

Mr. Rosier. Mr. Swaine, referring to barriers, is it fair to say that
one of the barriers is the provision in the mortgages of the various
railroad companies which prevents or makes very difficult the release
of parts of lines, portions of railroads, and the taking over of joint
trackage rights or leaschold rights in other railroads? o

Mr. Swarne, That is true as to some classes of coordinative
efforts. It is not true of terminals, for example. It would not have
been true of an attempt to pool traffic in some way on this freight
thing. I think that was one of the suggestions. I cannot remember
the details, but I think one of the suggestions was that since the
Northwestern had gotten itself in a position to handle this fast com-
petitive business—and I think the Burlington was well under way—
that the fast traffic should be handled by them, and the slow traffic
taken by some of the other roads, and that the traffic be pooled,
along the lines of Mr. Potter’s idea. The point you made, with
tegard to the difficulties about the mortgages has to do with places
where, in the competitive era, railroads built parallel lines.

Tor instance, going into Council Bluffs, Towa, the Rock JIsland
and the Milwaukee run for a great many miles—I cannot tell you the
exact mileage—I should guess 20 miles, right alongside of each other.
Trom a business standpoint it seems silly. Mr. Potter is quite right
about that. It seems silly that they should keep up these two lines
for that distance of 20 miles. You will find places like that all over.
"We run right alongside the Northern Pacific, out through the West.

Senator TruMaN. You did cooperate with the Rock Island on your
double track into Kansas City. ] _

Mr. Swaing. Yes. That is one that we succeeded in worlang out.
It was one of the cooperative arrangements we studied at this time.

On that question, when these mortgages were created the bond-
holders wanted a lien upon a system which was an entity, which was
an entirety. You will find, in the older mortgages, and in the mort-
gages which came out of this very reorganization, the so-called main-
stem covenant.

Mr. LowsnTHAL. When you speak of the bondholders and the
creation of these mortgages as of what period are you speaking?

Mr. Swaine. I am talking about the period up to about 1932 or
1933. In fact, I think you will find in practically every corporate
mortgage that is extant now, a similar provision. ) )

Mr, LowentaAL. I was wondering if what you said applied also
to the Ecker committee in the 1925 plan.

Mr. Swaing. Yes.

Mr. LowentaaL. Thank you. . )

Mr. Swarne. Not only to them; it is universal. I cannot swear
to it, but I think you will find it in the New York Central mortgage,
with which other bankers and other lawyers had to do. It was the
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universal custom to put into those mortgsges mainstem covengnts.
By that I mean a covenant that the continuity of the main lines
would not be broken up, so that if a railroad went into receivership
the bondholders would not wake up and find that they had some
pieces of detached line, with an intervening piece of line that had
belonged to some other carrier which had gone into bankruptey, and
as a result of that the receivers or trustees in bankruptcy had repu-
diated the trackage agreement on that intervening line, leaving the
bondholders utterly at the mercy of the receivers of the bankrupt
estate. Do I make my point clear? Practically all railroad mort-
gages contain this mam-stem covenant. When we started out to
try to work out cooperative arrangements in respect of parallel
lines such as I instanced going into Council Bluffs, we found that
the covenants of the mortgages would not permit us to abandon
the various lines that had to be abandoned in order to produce-that
arrangement, because you could not substitute a trackage contract
for. a fee line when the bondholders recognized that that trackage
contract would be subject to repudiation by the receiver in bank-
ruptey of the line which gave the trackage contract.

In the earlier days it was thought that the necessity of maintaining
the continuity overrode the economy factors that would lie in coordi-

nation. If you look at the 1935 St. Paul plan you will find that Mr.

Potter’s ideas had borne {ruit, because the board of directors of the
St. Paul decided that at least so far as the board of directors was
concerned, the desirability of effecting these coordination arrange-
ments was more Important than maintaining continuity, and one of
the modifications which we said we were going to make in our mort-
gages was a provision which would allow us to do this very thing.
But I still point out to you that that puts the bondholders under:the
disadvantage that might result from having detached pieces of line.
Perhaps Mr. Ecker would not like it.

Senator Truman. Could not the Commission compel railroads to
go ahead with their agreement, even if they did go into receivership?

Mr. Swarve. No. '

Senator Troman. Could not the law be so modified that that could
ha done?

Mr. Swaing. I have substantial doubt whether Congress could
compel any railroad, after bankruptcy, to give a trackage right on

1ms that had been agreed upon previously, because I think it might
bo depriving the owners of that piece of property of their property
without due process.

Mr. Rosier. Mr. Swaine, instead of a trackage right, how about
ilio question of a joint interest in a part of the line of the railroad?

Mr. Swawve. If you have studied this file, you will notice that
throughout all these efforts that was what I was trying to eflect.
I ymve nn opinion that despite -the main-stem covenant, an undivided
onoe hall interest in one of these lines could be substituted for an
entire interest, because 1 thought that was a fee interest and could
v bo disturbed. That is, it was a tenancy in common. But the
Aifliculty there was that the other fellow had mortgages that his

nsel told him would not let him give us an undivided one-half

e A

Mr. Rosier, At this point, Mr. Chairman, I should like to intro-
' "y the record a letter from Mr. Swatland to Mr. Sparrow,
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dated April 12, 1933, bearing on the question that Mr. Swaine testi-
fied to.

Senator TruMAN. It may be received.

(The letter referred to was marked “Exhibit No. 2059 and is
included in the appendix on p. 7113.)

Mr. Porter. Mr. Chairman, may I say a word here now, that I
am afraid T will forget?

Senator Truman. Go ahead.

Mr. Porter. 1 do not want anything T have said to be a criticism
of Mr. Scandrett.

Senator TruMan. We understand that.

Mr. Porrer. I want to go further. Mr. Scandrett was and is my
very dear personal friend. ~When Ileft the Commission I invited him:
to come to New York and become my partner. That is what I
thought of him. He would have come if the Union Pacific had not
increased his salary and made him vice president. You have seen
what I thought about him, when I recommended him to Mr. Hanauer.
1 thought he was the man to uproot this old practice; and I want to
say to you that Mr. Scandrett would not have been pleased by any-
thing in the world more than to find himself in accord with me. He
would have been delighted to adopt my ideas, but Mr. Scandrett
would not do anything that he did not think was right for any living
human being. It was just an honest difference of opinion between
him and me. He may have been right. I did not think so, and I
do not think so.

Senator Troumaw. I think the record amply shows what you think
of Mr. Scandrett. There is no intention on the part of the committee
to enter into any personalities. All we are trying to get are the facts
and figures for the benefit of the Congress.

Mr. Swarne. Is this whole letter going in?

Senator TruMaN. This whole letter is going in.

Mr. Swarne. Tt shows that other counsel disagreed with my opinion
that an undivided one-half interest could be substituted.

Mr. Porrer. I think all this talk about banker control is folderol.
Tt is not worth a halfpenny in the way of a solution of the great rail-
road problem. You are on the right track, and you will get some-
where if you keep this up.

Mr. LoweNTHAL. Mr. Swaine, when you say that other counsel
held a different opinion, you mean your partner, Mr. Swatland, and
you held somewhat different views?

Mr..Swaine. No; I do not mean that at all. If you look through
this entire letter, you will find that another firm of lawyers, repre-
senting one of the trustees, had a little different view.

Mr. Rosier. I think it was the Great Northern that Mr. Swatland
was discussing.

Mr. Swarne. It was an attempted coordination with the Great
Northern.

Mr. LowenTHAL. I got the impression that Mr. Swatland in this
letter was indicating that it might be possible to get rid of restrictive
provisions in the mortgages by going into bankruptcy under section 77.

Mr. SwainE. Yes; L agree entirely with that. I have not the slight-
est doubt that I saw and approved this letter before it was sent out.

Senator TrumAN. Proceed.

Mr. Roster. Mr. Chairman, I should like to offer for the record a
conv of oxtracts from various letters and teleerams.  The first one is
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an extract from Mr. Sparrow’s letter of December 23, 1927, to Mr.
Swatland. The second is an extract from Mr. Swatland’s letter to
Mr. Sparrow of December 28, 1927, in answer to the first letter. The
third is a telegram from Mr. Swatland to Mr. Sparrow, dated Decem-
ber 29, 1927.

Senator Truman. It may be received.

(The extracts referred to were marked, colléctively, “Exhibit No.
2060”" and are included in the appendix on p. 7114.)

Mr. Rosmer. These letters, Mr. Chairman, deal with the preparation
of the new mortgages of the St. Paul, under which the new company
began to operate in 1928, and they show that Mxr. Sparrow was alive
to the burdensome provisions which subsequently went into the
mortgages of the St. Paul and indicated that they would be a hindrance
to cooperation and coordinative efforts.

The extract {rom Mr. Swatland’s letter to Mr. Sparrow of December
28, 1927, reads as follows {reading from ‘“Exhibit No. 2060"']:

The main stem provisions of the release articles are necessary. The mortgage
ought to be a floating charge on the enterprise but not a floating cha'ge on a
floating enterprise. I will, however, endeavor to get Mr. Hanauer’s consent to
changing the provision so as to permit the substifution of joint interests, or
trackage rights, or leasehold interest, ete. for owned lines.

The telegram from Mr. Swatland to Mr. Sparrow, of December
29, reads:

Hanauer would not agree modification of main stem provisions.

Mr. Swaine, you have stated before that a great many of the
difficulties which yon had in connection with coordination and
cooperation were due to the fact that other lines also had mortgage
provisions which prevented the abandonment or release of property,
similar to the provisions in your mortgage.

Mr. Swaine. It was the universal custom, and that was vndoubtedly
why Mr. Hanauer would not consent. The institutional bondholders
were accustomed to having a mortgage on an entity. Just as Mr.
Swatland says, they were not willing to have a lien on a floating
enterprise, an indeterminate enterprise.

Mr. Rosigr. Mr. Ecker, do you recall whether this particular
problem was presented to you in 1927, the date of these letters and
telegrams?

Mr. Ecxer. No; T do not recall, but it is quite possible that it
was, and my thought about it at that time would be the same as it
is now, that in looking at the security for the mortgage we should
have a property which would be, as Mr. Swaine has described it,
an entity, having perhaps the same thought about it as the holder
of & mortgage on a piece of real estate, that if we had the real estate
as security, we would want it all. We would not want to take the
risk of having some important part of it taken out in case of difficulty.
_ Mr. Roster. Mr. Ecker, you remember Mr. Swaine’s statement a
little while ago that in the plan which was filed with the Commission
in 1935, the new plan—which has subsequently been abandoned—
provision was made for relaxation of these restrictive provisions with
respect to the mortgage. You were a member of the board at the
Lime that plan was filed, were you not?

Mr. liexer. Yes.

M r. l\'();\'l I~III;. Did you support that particular provision as it went

Y4 B |
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Mr. EckEer. I do not recall'it. It would be my desire to do every-
thing that would bring about a better situation, and recognize that
in the railroad field there are broader questions, sometimes, than the
mere technical protection that a mortgage gives on a specific property.

Mr. LowenTtHaL. Did you yield on that point to the other directors?

Mr. Ecker. I do not recall it, but T know that that would be my
disposition. If, in the protection of the interest-that we have there,
something of that kind should be done, I would be sympathetic with
it—sympathetic with doing anything that would aid the situation.

Mr. Swaine. Senator Truman asked me if this exhibit which I put
in showed the amount for wages. I have since consulted some of the
accounting officers and they advise me that about 60 percent of the
figures indicated by the red line on that graph represent wages as sucl.

Senator Truman. We will take a recess until 1:30. We will meet
at that time in the Interstate Commerce Committee room in the
Capitol. It is on the gallery floor of the Senate Chamber.

(Whereupon, at 12 noon, a recess was taken until 1:30 p. m.)

ATFTTERNOON SESSION

The subcommittee resumed the hearing at the expiration of the
recess, at 1:30 p. m., in the hearing room of the Senate Committee on
Interstate Commerce, in the Capitol, Senator Harry S. Truman
presiding.

Senator Truman. You may proceed.

TESTIMONY OF FREDERICK H. ECKER, CHAIRMAN OF THE BOARD,
METROPOLITAN LIFE INSURANCE CO., NEW YORK CITY; TESTI-
MONY OF MARK W. POTTER, FORMER RECEIVER OF THE CHI-
CAGO, MILWAUKEE & ST. PAUL RAILWAY CO.; AND TESTIMONY
OF ROBERT T. SWAINE, OF CRAVATH, DE GERSDORFF, SWAINE
& WOOD, NEW YORK CITY—Resumed

POWER OF SHIPPERS TO ROUTE TRAFFIC—UNWHOLESOME EFFECT ON
RAILROAD BARNINGS

Mr. Brown. Mr. Potter, in this morning’s testimony you said that
4 railroad “cannot shut its doors or reduce its activities; and it never
can unless and until you have agreements for the routing of traffic
and for the division of earnings,” and so forth. I believe this com-
mittee is interested, possibly from a legislative point of view, in those
matters, and I wondered if you could give a little more detail about
what you mean by the routing of traffic. How large a factor is that,
to your mind, in the railroad picture?

Mr. Porrer. I can tell you what I have in mind. I do not know
whether I can give you figures. Under the competitive system
various routes are competing for traffic, competing with one another—
the long route, the short route, the efficient route and the ineflicient
route.

They are all striving to get business, and they are soliciting traflic
from the producers of the traffic, and they are fighting one another,
Every important shipper has dozens of traffic people running to him
all the time.
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Mr. Brown. May T interrupt just at that point to get clear on the

~ord: Does the shipper have the power to route his traffic?

Jr. PorreRr. Yes.

Mzr. Brown. There is no question as to that whatsoever?

Mr. Porrrr. That is subject to modification. The Commission
has certain powers; but by and large the right of the shipper to route
his traffic is generally recognized. That naturally results in a division
of the traffic. The shipper will give the traffic at one time to one
road and at another time to another road, depending largely upon
friendships and relations that may be built up.

Mr. Brown. May I interrupt again? If a shipper is only on one
road Ei?oes he have the power to route his traflic beyond the interchange
point?

Mr. Porrer. Yes. That means in actual practice that the traffic
moves over hundreds of different routes, in fact. You would be
amazed to see the way the traffic moves in this country. It is just an
cconomic absurdity, the way it is moved. It is moved that way
because each railroad is fighting for its life; each traffic man is fighting
for his position, to hold it. They won’t give up the traffic or allow
it to go to some other road unless they are protected in giving it up.
Therefore the way to run the road efficiently is to decide how the
traffic ought to move economically, ignoring ownership.

Mr. Brown. May I interrupt again? You say they won’t give it
up. Do I understand that to mean that where, for instance, railroad
A terminates at a certain point and it can physically interchange with
rallroads B and C, either one, to the same point of destination, rail-
road A has the power to decide whether it will turn over the traffic
to railroad B or to railroad C?

Mr. Porrer. In the absence of routing instructions by the shipper;

yuv'.
Mr. Brown. And is not the traffic usually routed by the shipper?
Mr. Porrer. Yes; a very large part of it 1s; perhaps most of it is.
Mr. Brown. I suppose it frequently happens that railroad A which
-1 nates the traffic, though routed by the shipper, makes an arrange-
( with railroad C, and then induces the shipper to route over rail-
. () and if railroad A desires to change the routing for some
w1, they go back to the shipper and say “Change your routing
i vihe gver railroad B”?
1rOTTER. Yes; that is done all the time.
~ "nrown. Is it your opinion that at least with the majority of
m . sized shippers the railroad’s request as to which way they
route the traffic is determinative?
Mr. Porter. T would not want to say that.
Mr. Brown. Is it influential?
Mo Porrir. They are making requests of that sort all the time,
Ay,
i1 mwN. Do you think they are influential with the shippers?
T 1 re Oh, yes; very largely.
1 “wn. Do you think they would be influential with the great
« I " Armour and Swift and the steel people?
. 1..ranre That would go into a great many things that go to
v i of the practice.  What influence would cause Armour
to .. e 7 T mething that T do not know.
N Buow o er ooy interruptions,
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Mr. Porrer. The thought I had in mind was that you will never
get away from this routing over expensive routes untl you get into
4 position where you can say to a shippers, “No matter how this
traffic goes, whether you route it for me or against me, I am going
to get a share in the earnings, which are and will be increased by
routing the traflic over the economical route.”

Mr. Brown. A pool, in other words?

Mr. Porrer. I would not call that exactly a pool. It isin a sense
1 pool, but it is what the Transportation Act calls and authorizes as
an agreecment between carriers for the routings of tvaffic and the
«divisions thereol. A pooling is a little bit different, perhaps, but they
amount to about one and the same thing.

Mr. Brown. To make sure I understand you: You spoke about a
more expensive route. Say there are four routes between point X
and point Y. They cost the shipper the same?

Mr. Porrer. Yes.

Mr. Brown. It may cost one of the railroads a good deal more to
haul that freight than it would cost another one?

Mr. Porrer. Yes. Omne may be able to handle it for, say, 40 cents,
and it might cost the other 80 cents.

Mr. Brown. Do you think that is a strain and burden on interstate
commerce?

Mr. Porrer. Yes, decidedly, because it unnecessarily increases the
«cost, to the shipper of handling the aggrecate traflic.

Mr. Brown. Do you consider that so, Mr. Swaine?

Mr. Swaine. I am not a traffic expert.

Mr. Brown. No; but as to the law point, the extra cost to some
railroad to haul freight that another railroad could haul cheaper—do
you consider that a strain and a burden on interstate cominerce?

Mr. SwaiNe. I just do not know enough about the problem to
pass an opinion about either the factors of the bLusiness or the result
invelved.

Mr. Porrer. The Transportation Act goes very much further, in
answer to your question. For instance, the Transportation Act
provides that in the division of through rates, that is, the rate from
the point of origin to the point of destination, where the traffic moves
over several lines, the roads may agree upon divisions of each line.
If they fail to agree, the Interstate Commerce Commission may {ix
the divisions.

Mr. Brown. May I interrupt again? Am I correct in believing
that the division is the proportion of the through rate that one railroad
takes?

Mr. Porrer. Yes. It is referred to in common parlance as divi-
sions. The act provides that in fixing divisions the Commission may
take into consideration not merely service and relative service, but
the necessities of the carriers. That was put in the act of 1920, and
the strong carriers claimed that that was unconstitutional and revolu-
tionary. The first case that came up under that law was a case brought
up by the New England railroads asking the Comimission to give them
a larger proportion of the through rate than would be suggested by
the mileage or service rendered by the lines. There was an awful
fight over that case. The Commiscion, in the first place, decided
it against the New England lines. I happened to be on the minority
side, and I dissented. Later the New KEngland lines applied for a
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rehearing before the Cominission, and it was granted, and on the
rolhiearing one of the Commissioners changed his vote, and the in-
creased divisions were accorded to the New England lines, not based
on service but on necessities, because of the need to mold the rate
structure so as to preserve the transportation agencies that the public
needed. On the rchearing, as I say, the Commission decided it the
other way. One of the Commissioners switched, and the Commission
increased the divisions to the New England lines.

That raised pandemonium. The strong carriers said everything
that you could say about a body, about the Interstate Cominerce
Commission, and they said the courts would brush it aside overnight.
They fought it and took it to court. It was tried in New York, and
then by the Circuit Court of Appeals and by the Supreme Court of
the United States, and the Commission’s decision was sustained in
every court.

If you are interested on the question as to how far the Commission
can go in regulating divisions and the handling of earnings in order to-
sustain all the agencies, read Mr. Justice Brandeis’ opinion in the New
England Divisions case, and it is all the “bible’” you will need. The
principle of that deecision can be applied to work out a proper relation:
among all the carriers

Mr. BrRown. You believe it can be applied to routing also?

Mzr. PorTeEr. Yes.

Mr. Brown. Under the present law, Mr. Potter, you stated, I
believe, that where the shipper routes, his routing governs in general,
with a few modifications?

Mr. Porrer. Yes.

Mr. Brown. Where the shipper does not route, who has the power
to route?

Mr. Porrer. The carrier of origin, the initial carrier.

Mr. Brown. Absolutely and unqualifiedly at the present time?

Mzr. Porrer. That is the practice; yes.

Mr. Brown. I believe you also testified that to a very considerable
extent the desire of the railroad influences the routing as designated by
the shipper—the desire of the originating carrier?

Mr. PorTERr. Yes.

Mr. Brown. Do you think that the Commission should have power
to route all traffic, whether routed by the shipper or not? :

Mr. Porrer. I think so; yes.

Mr. Brown. What principles of routing would you lay down for
the Commission to apply?

Mr. Porrer. If I were to guide in the matter of legislation I would
want to give it pretty careful thought and work it out with consider-
whle care.  The basic principle is the public interest.

Mr. Brown. Would you care to comment on defining public inter-
ocl any further?

Mr. Porrer. I would not undertake to do so now; no. But my
ideais to handle the traffic of the country over the most efficient and
¢vnomicnl and least wasteful route. It requires that there be ap-

lind to the railroads the ordinary principle of sound business that.
roplies to everything else except the railroads today.

Mr. Brown. Mr. Swaine, have you any comments on Mr. Potter’s
tectimony that you care to make?

A Ca W A N().
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FURTHER DIFFICULTIES IN EFFECTING ECONOMIES THROUGH
COOPERATION AND COORDINATION

Mr. BRown. Mr. Swaine, you discussed this morning the question
of trackage and common tenancy. Do you feel that is a large prob-
lem still in the railroad situation?

Mr. Swaine. I do not understand your question.

Mr. BrownN. Many of the questions this morning were directed to
possible economies, particularly in connection with the Milwaukee,
and you testified considerably about joint trackage and trackage
rights. My question is directed back to that testimony.

Mr. Swaing. I think there are a great many places throughout the
United States—St. Paul is just one of many—where there are parallel
lines which furnish a capacity beyond the requirements of any present
traffic, and if one of those lines could be abandoned and the traffic of
both properties carried over a single retained line, considerable savings
in operation could be effected. I gave you one of the obstacles, which
is a legal one, because that happens to be my approach. But reference
was made to another obstacle that I think is perhaps even more serious
from a practical or, shall I say, political angle, and that is that every
one of these projects involves a cutting down of labor, and you find
intense opposition.

Senator Truman. And it also involves, to some extent, if it were
carried to its logical conclusion, the cutting down of the official families
of railroads as well as of labor?

Mr. Swaine. Not if you just took pieces of track; and that, I take
it, is what the counsel is talking about now, just taking little pieces of
track. I do not understand you to suggest an abandonment of an
-entire system.

Senator TruMaNn. Suppose you had coordination of the Northwest-
ern lines, as was suggested by Mr. Potter this morning: that would
necessarily involve it, would i1t not?

Mr. Swaing. If you have complete consolidation; yes. But I am
talking about

Senator TruMaN (interposing). Naturally it affects everything in
connection with the road, labor as well as everything else, does it not?
I think we have got to stare that squarely in the face.

Mr. Swaine. Consolidations would undoubtedly eliminate a great
deal of railroad officialdom; and maybe that is one of the reasons why
it has not made as much progress as it might have. But coordinations
do not involve officialdom at all. They involve the men who work on
the track, maintenance-of-way employees, and that sort of employees.

Senator TrumaN. What I have in view as a member of this com-
mittee is a solution of this problem, if we can arrive at it, no matter
what it takes, because the transportation system of the country is one
of the most important things we have, and it must be saved. I am
trying to save it and keep the railroads from becoming a problem for
the Government. That is the only thing I have in view.

Mr. Swaine. Mr. Potter this morning pointed out one of the obsta-
cles to the coordination efforts, and that is the provision in the act
itself that none of these arrangements shall involve any reduction of
labor beyond the amount employed on a certain date.

Senator Truman. We have got to meet the situation squarely.

Mr. Swarne. The primary objective is to save labor; and if you
cannot save labor there is not much point in making it.
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Senator TRumaN. That is the reason I was asking you this morning
how much of the overhead operation of the railroad was labor.

Mr. SwaiNe. About 60 percent.

Mr. Brown. If it were on a very large scale it would also mean
shrinking the rate base, would it not?

Mr. Swaine. Yes.

Mr. Brown~. And that is regarded askance in some quarters, as
well as shrinking the job base, shall we say?

Mr. Swaine. I suppose so.

Senator Truman. Proceed.

Mr. BrownN. Do you feel it would be in the public interest, Mr.
Swaine, for the Interstate Commerce Commission to have broader
powers than it now has to compel the granting of trackage or com-
mon tenancy rights for joint terminal facilities, or whatever would
be called for by the needs of the occasion? Let us leave out for the
moment the practical problem of dealing with the management and
with labor, and let us just consider whether in your mind it would be
abstractly more desirable, if you wanted to do these things, to have
more power than anyone now has to do them. :

Mr. Swaine. Well, I do not know whether to give the power of
compulsion would do it. TProbably, yes. I think that the first thing,
however, should be to remove -the obstacles to voluntary action.
Maybe that is because of my general philosophical antipathy to com-
pulsion and the belief that businessmen can work out their problems
if they are not unduly obstructed. I think the first effort should be
to remove obstructions, subject always to the Commission’s power
to regulate what they do when it is affected by a public interest.

Mr. Brown. As I recall your testimony, there were two concrete
cases, one of which depended on the legal interpretation of the mort-
gtages ;n regard to the entrance to Council Blufls. That is correct, is
1t not?

Mr. Swaine. Yes.

Mr. Brown. The other, in regard to the use of the Northwestern’s
vard in Chicago, would appear to be something in which a club over
the Northwestern would have been useful to you.

Mr. SwaiNe. You run into a very difficult legal question there, a
« sfitutional question. The Northwestern had built that yard at

expense of some $16,000,000. We, the Milwaukee, were anxious

o gret the use of that yard on a basis of our use and—I do not know
1 3t how to put it—on a wheelage basis, on a charge per car in the
vatd. The Northwestern’s attitude—and I want again to say that
his 1s not critical; perhaps I would probably have done the same
ihing if T had been in their situation—was that they had spent
. '4,000,000 on this yard, and they said, “If you are going to use it,
1l your use is half the use, you must pay half of the cost of carrying
16,000,000, although our use of it, under the then-existing traffic
smdiftons, business being low, might not have been worth to us more
l.lm(n ;,)Il((;()i(l]lterest on two or three millions of dollars, not the interest on

.000,000.

' nm not at all sure that to give the Interstate Commerce Com-

1.ton the power to tell the Northwestern that it had to let us use

o K16,000,000 investment on the basis of what it was worth to us,

Heothan what it cost the Northwestern, would have been valid

“w 7 husiness wise, I moan. I certainly would not want to say



6972 RAILROADS AND HOLDING COMPANIES

offhand, without giving it a lot more thought than I can give it here.

Mr. Brown. Have you any comment, on that, Mr. Potter?

Mr. Porrer. My comment exactly coincides with Mr. Swaine’s.

Mr. Brown. Mr. Swaine, moving to another subject, merely to
clarify the record in regard to the two exhibits that you introduced
this morning, the chart and statistics of earnings of the Milwaukee,t
I notice that for the years 1918, 1919, 1920, and 1921 you have
included approximately $80,000,000 of funds from the Ioderal Gov-
ernment. That i1s correct, is it not?

Mr. Swaine. That is right. That includos the return from Federal
control.

Mr. Brown. Can you briefly stato on what conditions those
moncys were roceived from the FFedoral Government?

Mr. Swaine. That was rontal paid for the road.

Mr. Brown. What was the basis ol the rental?

Mr. Swarng. Past earnings experience.

Mr. Brown. So that the earnings and fixed charge coverago for
those years are not as shown on your chart

Mr. Swaine (interposing). Do you mean, actual carnings by the
Director Geuneral?

Mr. Brown. Yes.

Mr. Swaine, I do not know. My associate tells me that those
figures that you are talking about now are in the {octnote.

Senator Truman, Just for the record and for the benefit of the
reporter, I would like to get the names of the two gentlemen who are
with you,

Mr. Swaine. R. J. Marony, vice president of tho St. Paul and
financial representative of the trustee, and the other is my assistant,
Mzr. Gilpatric.

Mr. Brown. AsI understand this chart, these figures at the bottom,
of coverage of fixed charges—this top purple line [indicating], the
second from the bottom line, includes the rental payment from the
Federal Government?

Mr. Swaine. Yes; for those 4 years.

Mr. Brown. And that was not based on operations for those years?

Mr. Swaine. No; because the road was substantially operated as
an eotire FFederal system.

Mr. Brown. So that in considering the past fixed charges on the
St. Paul, do you not think it might be wise to make some allowance
for the fact that in those years

Mr. SwaINE (interposing). I had a notation on the figures.

Mr. Brown. The notation shows no correction or adjustment of
the curve as a result of that. Isitnot possible that the actual coverage
of fixed charges on the basis of operations of those years was not so
great as your chart shows?

Mr. Swaing. The figures are there. If you want to make a sep-
arating line in there, you can draw another line to show the other set.
of figures.

Mr. BrownN. But in estimating future earnings in the light of past
earnings, is not that correction essential?

Mr. Swaine. I do not think so, because I think the character of
operations during Federal control was so different from the character
of operations under private operation. -

1 See “Exhibits Nos. 2044 and 2045,” appendix, p. 708
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Mr. Brown. Just to touch upon a subject which I believe the
committee will go into later, it became necessary, did it not, to write
dolwn the value of the equipment of the St. Paul by 35 or 36 million
dollars?

Mr. Swaine. Mr. Wilson, who is the controller of the trustee, tells
me it was $31,000,000.

Mr. Broww. During the same years the St. Paul retired several
million dollars worth of equipment which had not been fully depre-
clated ; is not that correct?

Mr. Swarnm. Yes. That is part of the retirement. I do not know
the details ol all this.

Mr. Brown. Would you give us those figures, Mr. Wilson, and
would you idontify yourself for the record?

Mr. Wison. I will have to get them; I do not have them [referring
to memorandal.

Mr. Brown. If you can just give round figures it would be suffi-
cient.

Mr. Wiuson. I find I have not the figures. In 1934 we retired
about 5,600 units of equipment.

Mzr. Brown. In the 3 or 4 years prior to that you retired a good
many million dollars worth of equipment, did you not, charging 1t to
profit and loss?

Mr. Swaink. That was the $31,000,000.

Mr. Brown. That was the $31,000,000? At the same time you
wrote down, did you not, the value of the equipment?

Mr. Wiuson. The $31,000,000 was not charged to profit and loss.
Tt was charged against the equity in the no-par stock.

Mr. Swaine, As I understand it, you are getting into technical
accounting questions which I do not purport to understand, but I
think I can give you what 1 think the board understood was happen-
ing.
ng. Brown. Iixcuse me just a moment. We do not really at this
time want to go into that question. We are going into it later.

Mr. Swaink. I know; and that is why I want to bring out that it
does not have anything to do with it. That was really a revaluation
of the property. When the company started out in 1928 it had a
certain amount of equipment and put a figure on its books. A few
years later it became apparent that that figure was wrong, and it
was reduced; and, as Mr. Wilson says, it was my understanding at
the time that the amount was charged to investment in capital ac-
count. It was in effect a revaluation, and as I understand and under-
stood at the time, the effect of that was to reduce the stated value
of the no-par value common shares, and it had nothing at all to do
with the earnings of the property after 1928.

Mr. Brown. I understand. But why was the figure too high in
19287

Mr. Swains. Partly because at that time it was thought they did
not have too much equipment—indeed, we thought we did not have
enough.. It turned out that in certain lines there was more than
enough equipment, and locomotives were put into white lead and stood
on the tracks, and it turned out not to be as valuable as we thought.

Mr. Brown. Is there not another factor in there, Mr. Swaine?

Mr. Swamwe. What do you mean?

Mr. Brown. Tho low depreciation rates of the past.

Mr. Swaini, The Commission required henvier deprecintion.
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Mr. Brown. But aside from the Commission’s requirement, is it
flot your own opinion that the depreciation in the past had been too
ow?

Mr. Swaine. I have not given adequate study to tell that.

Mr. Wilson, counsel asks us whether depreciation in the past had
been too low. You can answer that better than I can.

Mr. Wirson. Depreciation on new equipment is now approximately
the same as it has been since about 1925. 1 think that was the date
of the Colpitts report.

Mr. SwaiNE. You mean, after the Colpitts report the depreciation
rate increased?

Mr. Winson. Yes.

Mr. Brown. About how much—by two or three times?

Mr. Wirson. The depreciation on equipment acquired in the reor-
ganization. The rate of depreciation on the old equipment was some-
what raised.

Mr. Brown. Was it raised very considerably?

Mr. WiLson. I would not say it was raised considerably. It was
raised—1I think I can give you those rates.

Mr. Swaine. Would you like a readjustment of the income over a
back period based upon an application of the depreciation rates as
later put into effect?

Mr. Brown. I think it would be more useful than this statement
[indicating]; yes.

Mr. Swang. I do not know that it would be any more useful, but 1
can get an additional statement which will show the earnings during
those years had the rates of depreciation been in effect which are now
in effect.!

S Senator Truman. We will appreciate it if you will do that, Mr.
waine.

Mr. Swaine (addressing Mr. Wilson). Will you see that those are
furnished? I have got to ask the trustees for that. I have no control
over that, you understand.

Senator Truman. This committee will ask the trustees to furnish it
for the record.

Mr. Rosigr. Mr. Chairman, I would like to offer in evidence a group.
of 23 letters, bearing on the subject that was discussed this morning,
the subject of cooperation and coordination, and ask that they be
separately identified.

Senator TrumaN. They will be received.

(The letters referred. to were marked “Exhibits Nos. 2061 to 2083,””
inclusive, and are included in the appendix on pp. 7115-7138.)

THE POWER CONTRACTS—MR. COLPITTS' FEE

Mr. Rosier. Mr. Ecker, do you recall that at some time shortly
after the company came out of reorganization in 1928, some time after
that the new company was able to revise certain power contracts? Do
you recall that?

Mr. Ecker. Yes; I do recall that.

Mr. Rosier. The question of those power contracts had been one
of the subjects of inquiry in the Commission’s investigation of the
St. Paul in 1925 and 1926, had it not?

L This data, as later furnished, was marked “Exhibit No. 2257"" and is ineluded in the appendix on p.
7088 immaediately following “Fxhibit No. 2044.""  1n {hig connection see Hearings, Part, X VLI, p, 7230
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Mr. Ecker. I have some recollection of that; yes.

Mr. Rosizr. Do you recall that some time in 1929 and 1930 the
company was able to obtain a revision of those power contracts?

Mr. Ecker. I have a recollection that there was a revision. The
exact details of it I cannot tell you without referring to the records.

Mr. Rosizr. As a result of that revision the amount of money that
the com{)any had to pay for its power was less than it had been
previously?

Mr. EckEr. I understood that the rcvision was advantageous to
the railroad.

Mr. Rosier. Do you recall, Mr. Ecker, that independent engineers
were engaged by the company to determine which of several plans for
the revision of those contracts would be more advantageous to the
railroad company? Specificially, was Coverdale & Colpitts

Mr. Ecker (nterposing). My recollection is that Coverdale &
Colpitts were consulted and made studies and reports. But, again,
I would like to go by the record rather than by my recollection.

Mr. Rosier. Mr. Ecker, do you know of your own knowledge
what work Coverdale & Colpitts did in connection with those power
contracts?

Mr. Ecxer. Beyond the fact that they made a study, no.

Mr. Rosier. Mr, Colpitts, by the way, at that time was a member
of the board of directors?

Mr. Eckrr. He was.

Mr. Lowentian. Was Mr. Colpitts one of the men who was put
on the board shortly after or at the time of the reorganization in 1928?

Mr. Eckxrr. I could not tcll you what time he came on. It may
have been right from the beginning. The record would show that,
and of course I would accept the record.

Mr. Roster. I think the record so shows. That is the fact, is it not,,
Mr. Swaine?

Mr. Swaine. Mr. Hanauer so testified.

Mr. Rosier. Did you know that the organization of the new com-
pany, the operating staff, had itself done a lot of work in connection
with the revision of those contracts?

Mr. Ecxer. Only this, that we were impressed by the capacity of
the organization that had to do with operating the road over the
clectrified sections, and while I have not a distinct recollection of what
they had to do with this change in the contract, it is my impression
that they were a part of the investigation that was made at the time,
which led to the amendment of the contract.

Mr. Rosier. Do you by any chance recall how much Mr. Colpitts
was paid for his work in that matter?

Mr. EckEgr. I do not recall.

Mr. Rosier. Mr. Chairman, I would like to offer for the record &
lIetter from Mr. Scandrett to Mr. Colpitts, dated January 3, 1930.

Senator TrRuman. It will be received.

(The letter referred to was marked ‘“Exhibit No. 2084” and is
included in the appendix on p. 7140.)

Mr. Rosier. The letter reads as follows:

As requested in vour letter of December 30th, I am enclosing herewith voucher

“h--k in favor of Coverdale & Colpitts for $20,000 in payment of bill for services
- 1 expenses in connection with the power contract matter.
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Does that refresh your recollection at all, Mr. Iicker, that he
received $20,0007?

Mr. Ecker. No. That must be 7 or 8 years or more ago, and I
would not remember that detail. If I was present at the meeting
when that was authorized, I undoubtedly voted for it. Again 1
would have to go by the record as to whether I was there.

Mr. Rosier. I would like to offer for the record, Mr. Chairman,
another letter from Mr. Scandrett to Mr. Colpitts, dated the same
date, January 3, 1930. This is a copy of the original letter found in
Mr. Colpitts’ files. The letter is dated the same date as the previous
letter that was introduced, and is addressed to “Dear Walter” and is
signced “Henry.”

Senator Truman. It will be received.

_ (The letter refcrred to was marked “Ixhibit No. 2085”7 and is
included in the appendix on p. 7140.)

Mr. Rosier. The letter reads as follows:

Because your letter of December 30th calls for an expression of my opinion
about the bill of your firm for services in connection with our power contract
matter, and becausc our long friendship malkes it our duty to at all tiines be
absolutely frank and candid with each other, I am telling vou that the bill is much
larger than I anticipated it would be. I, of course, do not know how much time
was expended nor how much expense incurred by your organization and if I did it
might change my opinion.

Before I presented {o the Board the proposals for a new contract a great deal of
work had been done by our officers and there had been extended negotiations with
officers of the power companies in which I, to some extent, participated. In point
of fact the negotiations had been so extended that the power companies would not
have agreed to any substantial modification of their different proposals and the
work of your firm resolved itsclf largely into the question of which of the different
pronosals seemed to be the hest for the Railroad Company.

The report prepared by your firm was an excellent one and the recommendation
of the report was to accept the proposal which I and the other officers felt was the
best basis for the new contract. While I do not anticipate any question will
ever be raised as to the propriety of our action, if it is we will be fortified in having
the opinion of your firm. Even though no question is ever raised, it is a satisfac-
tion to me to have our opinion so fortified.

I would have liked to have had an opportunity to go over this personally
with you in advance of payment of the bill, but because of your request for
prompt payment I have not waited to do so. As I have stated above, I of course
do not know the amount of work which was done by members of your organiza-
tion, and in the last analysis the man who does the job and knows just what has
gone into the doing of it is in the best position to say what it is worth, and so I
am leaving it entirely to you. I have written you as I have because I know that
you would want me to tell you just how the bill impresses me.

Mr. LoweNntraL. Mr. Potter, did you know at all of this corre-
spondence between Mr. Scandrett and Mr. Colpitts prior to this date?

Mr. Porter. I do not recall that I ever saw it or heard of it.

" Mr. LowentgaL. You do not recall that the president informed
the board at any time that he had paid a bill of Mx. Colpitts’ firm?

Mr. PorTER. T do not recall. By that I do not mean to say that
he did not advise the board. He may have, and I may have approved
of it; but I do not recall anything about it.

Mr. LowenTrAaL. Did Mr. Scandrett have the power to pay a bill
of this size without first getting the authority of the board of directors?

Mr. Porrer. I do not know that the board ever defined by resolu-
tion or by bylaws any limitation on the authority of the president.

Mr. LowentHAL. Do you remember, Mr. Ecker?

Mr. Ecxer. No; I do not. I would suppose in this case it would
depend upon the authority when it was given by the board to have the
work done. T have no recollection about it.
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Mr. LowenTtHAL. You do not know whether or not Mr. Scandrett
had the power to make such a payment to Coverdale & Colpitts with-
out first getting the authorization?

Mr. Ecker. I do not know that he did so. As a matter of fact,
was it not authorized by the board?

Mr. LowenTtHAL. Do you know, Mr. Swaine?

Mr. Swaine. I do not know. You are speaking of the question of
power. I think he probably did have the power. I would expect to
find that a good many bills of this size had been paid without ever
having been submitted to the board.

Mr. LowrNTHAL. Was there any rule that you can remember,
Mr. Ecker, that required that in the case of the payment of a bill to a
director or to a firm of which he was a partner, or to a corporation with
which he was connected, that in such cases at least the bills must first
come before the board for approval prior to being paid? Do you
know whether there was any such resolution of the board?

Mr. Eckrr. I do not recall whether there was or not.

Mr. LowenTran. Do you know whether or not there was any rule
that might have been of that nature for bills of over a certain amount?

Mr. Ecxer. Only as'it relates to the budget forecast for the year,
which was always approved by the board, and that budget always
gave the officers some latitude 1n the expenditure of the authorization
of the budeet, depending upon developments as we went through the
year. All T recollect of this is that the whole subject was one that
was brought to the board’s attention. The question of amending or
changing the contract and the detail of it and the bills in connection
with it I do not remember.

Mr. LowenTEAL. Do you remember, Mr. Potter, whether there
was any rule or resolution of the board which required submission
to the board or to its executive committee of bills tendered by directors
or firms or corporations with which they were connected, prior to being
paid, whether all such bills were bills above a certain amount?

Mr. Porrer. Haviug in mind what I have always understood, or
Jdid, years ago—1I am a little bit rusty on my law—the general rule, as
| have understood it, was that a director rendering services was not
_ntitled to compensation for services unless there was a specific agree-
- -ent made to that end.

Mr. LoweNTHAL. An agreement between whom?

Mr. Porrer. The company and the director.

Mr. LoweNTHAL. You mean, it might apply simply to an agree-
mont between the president of the company and the director, or would
it have to be ratified by the board?

Mr. Porrer. The rule would require that the board approve of the
employment of this man, and I would think it would carry with it the
idea that the board would approve of the compensation.

Mr. LowentaaL. That is, that the compensation would have to
1o approved by the board before it was paid? ) .

Mr. Porrer. I would think it would carry with it the idea that the
hoard would approve of the compensation. )

Mr. T.owenTHAL. That is, that the compensation would have to
I approved by the board before it was paid?

Mr. Porrer. I would think so, unless in the nature of the employ-

i, there was some idea what it would be, perhaps. I am speaking
¢ ne roneral rule,

L 1 . ]
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Mr. LoweNTHAL i
IIt/I/Ir. EOTTER. AL You are speaking of the general rule of law?
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rule adopted by the board of dj the St. Py M0 general
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r. LoweNTHAL. Do you think it w i
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r. Porrer. Yes. T

Mr. LoweNTHAL. With respect to contracts between the COIPOra-

paid you would submit before you would i
; pay it?
Mr. PorrEr. Yes; T would do that, T think. I do in every case

Mzr. LowenTtHAL. Do ink i
. L. you think it would be desirable in t
railroad corporations to require that in paying bills ?)f1 nﬁizgsrze c())llf

yes.

I\I\;[II{‘ LoweNTHAL. What do you think, Mr. Ecker?

M I:CKER. I would think 1t good business practice.

M EOCTIIZ'IE;Il;ITFII)AeL._ Akr)lld z}, desirable thing for the railroads?

i sR. Desir i >t i
tol\t/}le (KR, able for any corporation. T would not Bmit it
r. LOWENTHAL. As a matter of fact, M T
NTHAL. >t, Mr. Ecker, is th

rule or practice in the banking world that before a, loan g;(ralr}looetlsg)argg

-to a director of a bank it must be approved by the board of the bank

or Ii/gs ej':iecutive committee?
r. EckEr. It is my impression that there is ¢i
. . A 3 . € 15 €1t
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Mr. LowentaaL. That is, to leave it to the president to adjust
with the person performing the services what the amount should be?

Mr. Ecker. I do not say it was done, but I say it was possible that
it was understood in this case.

Mr. LoweNTHAL, You think that might be the proper way to
handle it?

Mr. Ecker. Again, I say it depends on the circumstances, and it
might have been, with the full explanation to the board, that what-
ever was done must have appeared to the board to be appropriate at
that time.

Mzr. LoweNtrAL. Did you know, Mr. Ecker, that Kuhn, Loeb &
Co. had called Mr. Colpitts’ firm into this receivership situation about
19252

Mr. Ecker. Prior to the receivership?

- Mr. LoweNTHAL. Yes.

Mr. Eckxzr. 1 do know that they had; yes.

Mr. LowenTHAL. And that they performed services which were

aid?

P Mr. Ecxer. They performed services. 1 do not know about the
payment. I presume they were paid.

Mr. Lowentnar. Do you remember, Mr. Swaine?

Mr. SwaiNe. They were called in by the company originallv.

. Mr. LoweNnTtaAL. They were paid out of the receivership estate?

Mr. SwaiNge. Yes. .

Mr. LoweNTHAL. About $70,000?

Mr. SwaiNe. I do not remember.

Mr. LowenTtrar. Do you have any recollection as to whether it
was in the neighborhood of $70,0007

Mr. Swaine. No. You have the figure there.

Mr. LoweNTHAL. Subject to correction, our records show that
Coverdale & Colpitts received $72,000 for their services.

Mr. Ecker, have you heard that there was testimony before this
subcommittee to indicate that Kuhn, Loeb & Co. had considerable
to do with bringing Mr. Scandrett in as president of the St. Paul?!

Mr. Ecker. I do not know the testimony that has been ¢iven, but
T do know that the bankers had much to do with bringing Mr. Scand-
rett 1n.

Mr. LoweNtHAL. Was he reelected president from time to time, or
did he just continue without any reelection?

Mr. Swaine. He was reelected every year. :

Mr. Ecker. I would say the minutes must show what the practice
was. 1 would suppose he was reelected from year to year.

Mr. LowentaAL. He was reelected every year by the board of
directors?

Mr. Ecker. If the minutes show that, I would assume that he was.

Mr. LoweNTHAL. And one of those directors was Mr. Colpitts?

Mr. Ecker. Oh, yes.

Mr. Rosigr. Mr. Chairman, I want to offer for the record at this

" o a group of letters, the first of which is from Mr. Byram to Mr.

.y, president of the Union Pacific Railroad Co., dated July 19, 1924;

 of a letter from Mr. Goetz to Mr. Byram, dated April 8, 1925;
.y ol aletter from Mr. Byram to Mr. Greer, dated August 18, 1925;
v of a lettor from Mr. Byram to Mr. Greer, dated September 22,

[ ] N A [T RUATTI
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igg?, copy of a letter from Mr. Byram to Mr. Harrison, dated April 6,

Mr. Porrer (interposing). What Mr. Harrison is that?

Mr. Rosizr. Mr. Fairfagx Harrison. * that?

Also copy of a letter from Mr. Byram to Mr. Pollock, vice president
and general manager of the Boston & Maine Railroad Co., dated
August 12, 1926; copy of a letter from Mr. Byram to Mr. Gillick
dated October 5, 1927; copy of letter from Mr. Pierpont to Mr. Byram’
dated October 18, 1927; copy of telegram, signed “J. L. B.”, dated
October 25, 1927; copy of letter from Mr. Frank C. Jones to Mr.
Scandrett, dated July 3, 1928; copy of letter from Mr. Scandrett to
W. B. Storey, president of the Atchison, Topeka & Santa Fe Railway
Co., dated July 21, 1928; copy of letter from Mr. Byram to Mr. Dietz
dated June 14, 1930; memorandum signed “W. A’ D.” for Mr. Har-
stad, undated; copy of letter from Mr. Scandrett to Mr. I'red W
Sargent, president, Chicago & North Western Railway Co., dated
October 21, 1933; copy of letter from Mr. Sargent to Mr. Scandrett
dated October 27, 1933; copy of letter from Mr. Scandrett to Mr.
Sargent, dated November 1, 1933; copy of memorandum from Mr.
Scandrett to Mr. Gillick, dated May 27, 1934; copy of response from
Mr. Gillick to Mr. Scandrett dated May 31, 1934; copy of letter from
Mr. Scandrett to Mr. Sargent, president of the Chicago & North
Western Railway, dated August 15, 1934; copy of letter from Mr
J. J. Osley to Mr. W. B. Dixon, dated October 10, 1934, .

Senator Truman. The documents will be received.

(The documepts referred to were marked “Exhibits Nos. 2086 to
2105”, and are included in the appendix on pp. 7141-7147.)

Senator Truman. The subcommittee will now talke a recess for
about 10 minutes, and meet again at quarter of 3.

(A brief informal recess was taken, at the conclusion of which the
following proceedings took place:)

PROBLEM OF SALARY REDUCTION FOR COUNSEL TO BOARD OF
DIRECTORS

Mr. Roster. Mr. Swaine, do you recall that in the summer of 1933
an effort was made on behalf of the Chicago, St. Paul, Milwaukee
& Pacific to have their interest rate on the loans from the Reconstruc-
tion I'inance Cerporation reduced? :

Mr. Swaing. Yes.

Mr. Rosier. And in that connection the Reconstruction Finance
Corporation requested that before there be an interest-rate reduction
certain salaries would be reduced? ’

Mr. SwaINE. Yes.

g SIXII‘. 'ROSIEtlj. £0 ygu r_ecallft}iat t{w-re was, in that connection,
ussion as to the reduction of the s |
Cossion as to, alary of yourself, Mr. Swatland,

Mr. Swaine. Yes.

Mr. Rosier. Who were counsel to the board?

Mr. Swamnm. Yes.

. Mr. Rosier. Do you recall; Mr. Swaine, that Mr. Scandrett con-
ferred ‘_w1_th Mr. Jones, the chairman: of the Reconstruction Finance
Corporatloq, about that matter, and wrote some correspondence?

Mr. Swaing. 1 attended no such conference. I know Mr. Scandrptt

told me he had. I might say that as soon as tho (uestion eame up
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I said to Mr. Scandrett, and said to the board, that I would be very
happy to resign as counsel for the board, or I would be very happy
to have the services rendered without salary and on a basis of quan-
tum meruit, after the services were rendered, in an amount to be
fixed by the members of the board.

Mzr. Roster. Do you recall, Mr. Swaine, what figure Mr. Scandrett
was attempting to have the Reconstruction Finance Corporation agree
on with respect to your fee?

Mr. Swamne. I do not. So far as I was concerned I did not want
him to agree on any amount, and I so stated to the board—not merely
to Mr. Scandrett, but to the board.

Mr. Rosier. Do you recall that the figure was $17,5002

Mr. Swaine. No; I do not recall that.

Mr. Rosizr. Mr. Chairman, I should like to offer for the record at
this time a copy of a letter from Mr. Scandrett to Mr, Jones, chairman
of the Reconstruction Finance Corporation, dated June 28, 1933.

Scnator Truman. It may be received.

(The letter referred to was marked ‘Iixhibit No. 2106”7 and is
included in the appendix on p. 7148.)

Mzr. Rosicr (reading):

In accordance with our telephone conversation on Monday, I shall put into
effect July 1st the reductions in salaries as arranged at our meeting Washington
on the 16th.

I of course regret the necessity for making another reduction in the salaries of
officers who are working harder and more efficiently than ever before, but they
are all good soldiers and are taking the reduction in the best of spirit.

I do want you to know I appreciate your cordial, friendly attitude and the
consideration you accorded me in this matter. I realize something of the diffi-
culties of vour position and I am happy to do my part in the emergency situation
which confronts us all.

Mr. Chairman, I should like to offer a copy of a letter from Mr.
Swaine to Mr. Scandrett, dated July 1, 1933.

Senator Trumawn. It may be recetved.

(The letter referred to was marked “Exhibit No. 2107”7 and is
included in the appendix on p. 7148.)

Mr. Rosier (reading):

Thanks for your note of June 26. As I told you when we talked the matter
over, we want whatever is paid us to be entirely satisfactory to you, and we
greatly appreciate that the amount finally agreed upon is above the minimum
niount for which we said we thought we could afford to do the work.

With this reduction, I assume that it is understood that should any major
financial transaction develop, as, for example, a readjustment under the Bank-
vaptey Act, we would be entitled to spectal compensation. Of course, should

1ich a matter develop it would be agreed in advance that it was one coming
wilthin this understanding.

Mr. Swarng. I think, if you are going to introduce those letters,

» a1t ought to introduce all the other letters and the record before the

' ard, where I stated—and I state it now—that I would very much

-+ preferred to resign as counsel for the board of directors of the

1" ul at that time, because of the character of question that was

rm a. | think, if you look at the minutes of the board meeting, you
1" "ad that T only remained at the insistence of the board.

—.tor ""'ruman. Mr. Swaine, if there are any letters that are not

e 1ot this timo, that you carc to have introduced, they will

pu. tha reeord,
ir N Your examiners, Senator Truman, took copies of all
II‘I-'-'
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Mr. Rosier. Mr. Swaine, there are quite a number of letters in
this connection.

Mr. Swaine. You did not worry about that when you introduced
thirty-odd letters about Mr. Scandrett’s private car. There are about
5 or 6 letters here that you have, and I request that you introduce the
copies you have. I do not have them here.

Mr. Rosier. Mr. Swalne, I am sure that we can supply them for
the record later.

Mr. Swaine. Please do so.

Mr. Rosier. If you will tell me which ones you want.

Mr. Swarmne. T want all the correspondence and all the records of
the board with reference to this matter of my remaining as counsel to
the board, and my salary. You have all those letters.

Senator Truman., We will introduce as many letters as you want
put into the record, Mr. Swaine. Proceed.

Mzr. Rosrer. I should like to offer for the record at this time, Mr.

Chairman, a copy of a letter from Mr. Scandrett to Mr. Jones, dated
August 28, 1933.

Senator TrRuMaN. It may be received.

(The letter referred to was marked ‘“Exhibit No. 2108 and is
included in the appendix on p. 7149.)
Mr. Rosier (reading):

I am asking you at this time to consider further the guestion of compensation
for Messrs. Swaine, Wood, and Swatland, Counsel for Board of Directors of
this Company.

At the time of our discussion in Washington on Junc 16th their salary was
$28,300. It was originally $35,000 and was reduced to $31,500 on October 1,
1931, and further reduced to $28,350 on I'ebruary 1, 1933, at which time corre-
sponding reductions were made In the salaries of all officers of this company in
excess of $3,600. At our conference you fixed their salary at $17,500, which was
just 509, of the salary they received prior to October 1, 1931. I ought so say
in justice so Messrs. Swaine, Wood, and Swaltand that prior to the time I met
with you they themselves brought up the propriety of a further reduction in
their salary because the volume of work they were doing for us was somewhat
lighter than it had been in prior years. I ought also to say it would be entirely
agreeable to them if they were paid on a fee basis instéad of a fixed annual salary.
In my view, however, it is better for the company and more economical to have
them on a salary basis.

As to the desirability and, in fact, necessity of this company having lawyers in
New York, there can, I think, be no question. The meetings of the Board and
of the Executive Committee are held in New York and the Board has occasion
frequently to ask advice and eall for opinions. Our New York office also has
frequent occasion to consult these lawyers, as do I when I am in New York and
also by correspondence. They went through fhie reorganization of the company
and have been active for the new company from its inception. They are thor-
oughly familiar with our financial set-up and their advice on questions arising
thereunder is most valuable to us.

I understand the only question there has been in your mind is as to whether
they should be on a salary or a fee basis, because, of course, you recognize that
if the Board of Directors of the Company feel they should have a lawyer or firm
of lawyers in New York City they should act on their judgment in the matter.
The Board feels strongly, as I do, that the salary basis is the more satisfactory
arrangement, and I am also of the opinion, as stated previously, it will work out
more economically, I very much hope, therefore, you will approve a salary of
$17,500 per annum.

Another letter, Mr. Chairman, that I should like to offer for the
record at this time is a letter from Mr. Scandrett to Mr. Swaine,
dated August 28, 1933.

Senator TrRumAaN. It may be received.
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. ’ .
(The letter referred to was marked “Exhibit No. 2109 and 1is
included in the appendix on p. 7149.)
Mr. Rosier (reading): ) N
i i i lled me on the
ir of the Reconstruction Finance Corporation, ca e
telggﬁg£a§nJ§§§§;'day and in the course of the congl_?lrsatg)n ia(;lr?ﬁglea;g g;ll;(; qu%se
tion of New York lawyers for our Company was st un er con -
i i ; biect, and I told him I had not. ¢
asked me if I had changed my view on the subject, a him L had not. e
d that I write him a letter incorporating my vie have
tc’i}:)i\r:a z.usgggftae»ttached copy, which, of course, 18 only stating in a somewhat differ
ent way the substance of what {is'aidhi_:o him in mtyogrt‘a:;guissllse%tgg. I told him I
The onlv figure he mentioned in his conversabl ,000. - 1 Jhim 2
) \ ference in June of $17,500 was as lo
thought the figure he had set at our con 1 : o low a5
etajner on a fee basis, with a ma 1
he should go. He asked my view of a re net on . fee DS, e practicable n
of $15,000 or possibly $17,500. I told him id no LIt was D e
fee basis to make any limitation on the amount, :
Eﬁew:al.]lgfy? 8t')a.(s}ies would be more satisfactory as well as moret economical. He
indicated I would hear from him shortly after receipt of my letter.

KUHN, LOEB PARTNERS REQUEST FAVORS OF ST, PAUL OFFICERS

g i i is ti in evidence a copy
- Chairman, I should like at this time to offer in evl _
of 12\1/[1retter from Mr. Hanauer to Mr. W. W. K. Sparrow, dated January
% Gone T 1t may be received
RUMAN. It ma . . )
?’%rﬁztﬁtter referred to was marked ‘Exhibit No. 2110 and is
i in the appendix on p. 7150.) ) )
m(i\l/?ge%{érslmﬁ. ’IPﬁ)at was a few days, Mr. Ecker, prior to‘} tge time
when the new company started functioning—January 9, 19287
Mr. Ecxir. Yes.
Mr. Rosier (reading):

i f the Union Trust
ter from Mr. Rawson, Chairman of the Board o 18
Colm};aavneyairllei(;lﬁgcargo, saying that he hope?l thatkth% ne::.;‘ Shtls ﬁggip(;(i‘n;pm}yh\; ‘1]1‘;
i i wi .
continue the account which the_Rec_e1ver§ ave kept - Dis company . oyt
i is i tt hich is entirely in your hands, but g ay t
reoﬁll%gatth‘?ﬁi:}gg&sp:n??s g;ewof the very important and influential compantes 10

Chicago and they are very good friends of ours. ' '
Do you know, Mr. Ecker, whether the St. Paul continued their
account at the Union Trust Co. In Chicago? 1
Mr. Ecxer. I do not recollect. I go by the record.
Mr. Rosier. Do you know, Mr. Potter?
Mr. Porrer. No. o
Mr. Rosier. Do you know, Mr. Swaine?

o t know. )
l\l\;llf‘ %vggg; idg?élﬁairman, 1 should like to offer for the record at

this time a copy of a letter from Mr. Mortimer L. Schiff to Mr.

Scandrett, dated JamIlary 241)1928. od
TruMAN. It may be recerved. o )

%’%‘Ikllit(ile‘tter referred to was marked «Fxhibit No. 2111”7 and is
j in the appendix on p. 7150.)
m(i}llge%g;mr{. I\I;II; Schiff was a partner of the firm of Kuhn, Loeb
& Co., Mr. Eck%r?

Mr. EcrER. Yes. - .

Mr. Rosier (reading from ‘“Exhibit No. 21117°):

[ sun permitting myself to give this letter of introduction to you to Mr. W. B.

I'rne g _Parry Company, advertising agents. .
I”]t"l‘})']’ S)lfl:(ml(l’(:; T\:?hcg’m 1 ﬁla.ve known’ favorably for a number Olf };eghrs,clﬁic\;eroy
vous of H}&;tlll‘illg an opportunity to figure on the publicity work of the 20,



0934 RAILROADS AND HOLDING COMPANIES

Milwaukee, St. Paul and Pacific Railroad Company. I have explained to him
that these are matters which arc in the hands of the operating officials and that
we would not venture to even make suggestions as to who should be employed
for such a purpose. I have thought it due him, however, to give him an oppor-
tunity to be heard by you, if you will be good enough to extend such an oppor-

tunity to him. :

Mr. Chairman, I should like to offer for the record at this time a
copv of a letter from Mr. Mortimer L. Schiff to Mr. Scandrett, dated
March 5, 1928.

Senator TrRumaN. It may be received.

(The letter referred to was marked ‘“Itxhibit No. 2112” and is
included in the appendix on p. 7150.)

Mr. Rosmer (reading):

We have been asked by valued friends to say a word on behalf of the Bettendorf
Company, of Bettendorf, Iowa, manufacturers of railroad ecars who have partici-
pated in the car business of the Chicago, Milwaukee, St. Paul and Pacific Railroad
Company in the past. I understand that they are located on your lincs and that
they are very reliable people. I hope, therefore, that you will be able to give
them the opportunity they seek for a portion of the equipment which I am told
you are about to order.

I should like to offer, Mr. Chairman, Mr. Scandrett’s response to
M. Schiff, dated March 8, 1928.

Senator TrumaN. It may be received.

_ (The letter referred to was marked “KExhibit No. 2113” and is
included in the appendix on p. 7151.)

Mr. Rosier (reading):

I have received on the line today your letter of March 5th in regard to the
Bettendorf Company. T have no doubt they will be given every opportunity to

bid on our equipment requirements, but in order to be certain I am today writing
our Chief Purchasing Officer.

USE OF PRIVATE CARS

Mr. LowoNtaan. Mr. Ecker, will you tell us the States which
represent, the eastern and western termini of the St. Paul Railway?

Mr. Ecxer. Eastern and western?

Mr. LowenTHAL. Yes.

Mr. Ecker. Subject to correction, I should say Illinois

Mr., Swamne. How about the Chicago & Terre Haute?

Mr. Eckrr. The Chicago & Terre Haute goes into Indiana. ’

Mr. LowENTHAL. Mr. Swaine, would you suggest that the eastern

State is Indiana?

Mr. Swaine. I do not know. A straight line drawn due north from
the eastern terminus would go up into Michigan. We have a line
in Michigan. I do not think it gets that far east. I should guess
that Indiana was probably the farthest east.

Senator TruMaN. Indiana and Michigan are about on 2 level.

Mr. LowentrAL, And the western State, Mr. Ecker?

Mr. Ecksr. The State of Washington.

Mr. LowenTrAL. Mr. Ecker, would you tell us the State in which
is the eastern terminus of the principal or main line of the St. Paul?

Mr. Ecxer. Illinois.

Mr. LowentraLn. That would be at Chicago.

Mr. Ecxer. At Chicago.

Mr. Lowentaan. Mr. Ecker, where did the board of directors of
the St. Paul Railway hold its meetings?
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ing, 1 i t sure

Mr. Ecker. As a general thing, in New York City. Tam no
that every meeting was held thgre, because I think there were some
occasions when they were held in other places.

Mr. LOWENTHAL. Bui;f m(fstly in New York?

Mr. Ecxer. In New York. ] .

Mr. LowenTHAL. Were most of the directors of the St. Paul, in ‘LPhe
period between 1928 and the bankruptcy of 1935, New York men

Mr. Ecxgr. Mr. Van Dyke was not, surely.

Mr. LoweNTHAL. I say ‘“‘most.”

Mr. Ecker. Most of them were; yes.

Mr. LowentaAL. You had a director In Seattle.

Mr. Bexer. Joshua Greene was in Seattle; yes. . ,

Mr. LowenTHAL. He was what was called an on-line director?

Mr. Ecker. It would be an appropriate term; yes. )

Mr. LowznTHAL. That is to say, that term has been used in some of
the documents that were put into the record of the subcommittee.
Is that a customary phrase in the railroad world?

Mr. Porrer. It 1s new to me. S )

Mr. Ecker. I have never used it, but I think it is appropriate.

Senator TRUMAN. It was used in connection with the Missour!
Pacific. )

i : tatives of the

Mr. LowrNTtHAL. I think, Mr. Ecker, the representati ;
Stedman committee in the Missouri Pacific referred to their desire to
have some on-line director}sl. for it

_Ecxer. I can see the reason forit. = )

%\\;[Ii. ESWENTHAL. Mr. Ecker, do you think it desirable or unde-
sirable, in the case of a railroad such as the St. Paul, geographlcally’
situated between Indiana and the Pacific coast, to have the directors

ines mostly in New York? )
mel\e/It;'I.lgECKER. )‘Looking at the complexion of the Board, I would say
. ,1\/31738 LowenTaAL. Do you think it is desirable for the railroad, and
from the point of view of the public interest?

Mr. BckEr. 1 see no objection to 1t. ,

Mr. LowentaaL. Mr. Potter, do you agree!

Mr. Porrer. T think it was desirable in this case, yes. .

Mr. LoweNtaaL. Mr. Chairman, I should like to offer for the recng
a series of copies of letters, the first of which is a letter from Edwsll)r .
Brundage, receiver, to Mr. H. E. Byram, receiver, dated November 6,
e T 1t be received

Senator TrRuMAN. 1t may o o

(The letter veferred to was marked ‘“Exhibit No. 2114 and is in-
cluded in the appendix on p. 7151.)

Mr. LoweNTHAL (reading): : oot

i i include Judge Wilkerson, want to go to Ushgos

N (ﬁfgrﬁg' (i{)f;f&g‘iir?’ghll\%vrgg}gé?%fst? hIf ?t?is }i)&oscsiible;hcptu}ode Ip}é)aé\s’ieblfget(l)lsren Oafk 2

i ; i t ? nd will i ) ;
}:;;;ﬁ;%rgigtisoée}nggg %}Eiocaa,c'gccf %aml%%?zh V\'%é[s‘tern, leaving on their three o clock

i ber 21st.
ol h, and returning from Oshknsh one PM Novem
t’mll’n ggzg?lggflrls%tl \fr?derstand tigckets will have to be purchased for the guests

pecompanying me.

Mr. Potter, the receivers were entitled to travel on the St. Paul
without paying transportation, were they not?

Mr. Porrer. Yes.
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Mr. LowenTHAL. And if they used a private car and had friends
wi’i{h them, the friends would have to pay the regular charge for a
ticket?

Mr. Porrer. Yes. _

Mr. LowentaaL. I should also like to offer, Mr, Chairman, a copy
of a letter from H. E. Byram to Mr. Brundage, dated November 6,
1925.

Senator TrRuMaN. It may be received.

(The letter referred to was marked “Exhibit No. 2115” and is
included in the appendix on p. 7151.)

Mr. LowenTaaL. This letter is headed “Proposed Trip to Oshkosl,
Wis.” [Reading:]

Replving to your letter of November Gth: .

We shall be glad to furnish a private car for the party referred to covering the
proposed trip to Oshkosh, Wisconsin, and return, and I have placed car “Mil-
waukee” at your disposal.

Mr. Potter, that was one of the private cars of the St. Paul?

Mr. Porrer. Yes.

Mr. LowenTHAL. How many private cars did they have during
the period of the receivership, do you remember? That was between
1925 and 1928.

Mr. Porrer. As a guess, I should say three or four or five, perhaps.

Mr. LowentaAL Does that include, or not, business cars?

Mr. PorrEr. Yes.

Mr. LowenTtrAL. That is, the private cars and the business cars
numbered some four or five, or perhaps three?

Mr. Porrer. I should say possibly as many as four, or perhaps five.

Mr. LoweNTHAL., A business car is something on the order of a
private car, but it is run at a different part of the train, is it not?

Mr. Porrer. No. The words “business car” and “private car’’ are
really interchangeable in railroad parlance. Railroad people call
them business cars. They really have not any private cars.

Mr. LowentraL. T should like to offer, Mr. Chairman, a copy of a
letter to Mr. Byram from Mr. Fred W. Sargent, headed “Chicago and
North Western Railway Company,” indicating that the arrange-
ments were made by Mr. Byram with the North Western to take care
of the private car to carry the party referred to in Mr. Brundage’s
letter of November 6, 1925.

Senator TRumaN. It may be received. -

(The letter referred to was marked “Ioxhibit No. 2116”7 and is
included in the appendix on p- 7151.)

Mr. LoweNtHAL, Mr. Potter, you would not remember, or erhaps
have known, whether that trip in that private car was ta ken, as
requested by Mr. Brundage?

Mr. Porrer. I do not think T ever knew of it.

Mr. LowentaaL. You would not be informed whenever any of
your coreceivers or others were using private cars during the period
of the 1925-28 receivership?

Mr. Porrer. No.

Mr. LoweENTHAL. MT. Chairman, I should like to offer for the rec-
ord a copy of a letter from Mr. Byram to Mr. J. T. Gillick, chief
operating officer, dated June 10, 1926.

Senator TrRuMaN. It may be received.

(The letter referred to was marked “Exhibit No. 2117” and is
included in the appendix on p. 7152.)
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Mr. LowENTHAL (reading):

herewith itinerary of Mr. Brundage’s trip to Californig. Please
arrIar?gnedfoosretheea movement of gusiness car “Milwia’,.ukee” occupied bv himself and
family from Chicago to Omaha on train No. 7, leaving here at 6:10 p. m. Saturday,

2th. . .
Ju?)?l la,rrilval at Omaha the car is to be delivered to the Union Pacific for move-

ment to San Francisco on their trains Nos. 5-9.
Mr. Potter, when a private car of one railroad is routed over the
line of another railroad, does the first road pay to the second the
charges for transporting that private car? :
Mr. Porrer. I think not.
Mr. LowentaL. You think not?
Mzr. Porrer. I think not. . ) . .
Mr. LoweNTuAL. That is to say, in this case the Union Pacific
would haul that private car without charge?
Mr. Porrer. Yes. ) o .
Mr. LoweENTHAL (continuing reading from “Exhibit No. 21177):
The car will move deadhead from West Yellowstone to Butte

Deadhead meaning without passengers in it?
Mr. Porrer. Yes. o )
Mr. LowEeNTHAL (continuing reading):
and on arrival at Butte should move direct to Three Forks—

and so forth. ) .
I shall not read the balance of it, except the last sentence:
Arrangements have already beeu made xyith the Union Pacific and Southern

Pacific for movement of the car over their lines. . .

On the basis of your testimony, Mr. Potter, the Union Paplﬁc' qnﬂ
the Southern Pacific would each be drawing that private car, in whic
Mr. Brundage and family were traveling, without cost to the St.
Pa,UI? . . . 0 . ’
Mr. Porrer. Yes. That is right, is it not, Mr. Wilson? We did

ot pay the other roads? )

= NFI‘.}%NILSON. That was true. It is not the case now. Charges are

made now. )

Mr. LowenTAL. When did that chan%e come, Mr. Wilson?

Mr. WiLson. I do not remember; several years ago.

Mr. LOWELNTHAL. Was it after the Interstate Commerce Com-
mission had objected to what had been done in the past?

Mr. WrLson. I think it was. o

Mr, LOWEliITI-IAL. Do you remember Commlsgloner Mahaffie made
some very vigorous objections to the old practice? )

Mr. W};LsgN. I do not know whether it was on that occasion or not,
but it was changed. ) ) ) ]

Mr. LowenTHAL. It was some time during this decade, was it not?

Mr. Winson. Yes; within the last few years. )

Mr. Porrer. There was a tightening up in the.use of private cars

wbout that time. .

, Mr. LoweNTHAL. I should like to offer for the record, Mr. Chair-
an, a copy of a letter from Mr. T. B. Hamilton to Mr. Byram, dated
iptember 13, 1926, I . ved
Senator TruMan, It may be received. . .
(I'he lotter 1refv.rmd to was marked “Exhibit No. 2118”7 and is

“eluded in the appendix on p. 7152.)
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Mr. LowentHAL. Do you remember, Mr, Potter, who Mr. J. H.
Hiland was? '

Mr. Porrer. 1donotrecall.

Mr. LoweNTHAL. Was he in the employ of the receivers?

Mr. Porrer. J. H. Hiland?

Mr. LoweNTHAL. Yes.

Mzr. Porrer. Idonotremember.

Mr. LowenTtHAL. He is referred to in this copy of a letter as a
retired vice president. Do you know whether it was their practice to
permit retired vice presidents of the road to have private cars or busi-
ness cars?

Mr. Porrer. I donot know of any practice in that regard. I donot
remember Mr. Hiland at all.

Mr. LowentaaL. You do not remember whether there was any
rule against it?

Mr. Porrer. No; I am sure there was no rule against it.

Mr. LowenTtHAL. I should like to offer for the record, Mr. Chair-
man, a copy of a letter from Mr. Byram, as receiver, to Mr. Storey, as
president of the Atchison, Topeka & Santa Fe Railway, dated Decem-
ber 7, 1926.

Senator TrumAN. It may be received.

(The letter referred to was marked ‘“Exhibit No. 2119”7 and is
included in the appendix on p. 7152.)

Mr. LowenTHAL (reading):

Referring to telephone conversation with your office this morning regarding
the movement of C. M. & St. P. official car “Milwaukee’” occupied by Mr. Iidward
J. Brundage and family from Chicago to San Diego and return.

By the way, Mr. Potter, did the lines of the St. Paul run to San
Diego?

Mr. Porrer. No.

Mr. LownntHAL. The nearest point of the St. Paul lines to San
Diego was very far distant from San Diego, was it not?

Mr. PorTer. Yes.

Mr. LowextaaL. You would have to travel all the way down the
coast from Seattle to San Diego, Calif., or else go to the southwest,
would you not?

Mr. Porrer. Yes.

Mr. LowenTHAL. Over some other line.

Mr. Porrer. Yes.

Mr. LowenTHAL (continuing reading from ‘“Exhibit No. 2119”):

Mr. Brundage would like to leave here on your train No. 21 Sunday evening,
December 26th, and return on train No. 22 leaving San Diego 6:30 P. M.,
Wednesday, January 5th, and if you can consistently handle the car on this
schedule it will be very much appreciated.

Car “Milwaukee’ is of all-steel construction.

Trip pass requests covering transportation for all members of the party, the
car and attendants, are enclosed.

Mr. Potter, was it the practice to issue passes to attendants of the
person who was himself entitled to a pass, in a case like this?

Mr. Porrer. I do not recall the regulation in that regard.

Mr. LowenTHAL. Apparently Mr., Byram enclosed requests for
passes for all members of the party and its attendants and the car
itself, which covered Mr. Brundage, the Receiver, and his family.

Mr. Chairman, I offer for the record a copy of a letter from Mr.
Byram to Mr. Brundage, dated December 27, 1926.

1
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Senator Truman, It may be received.

(The letter referred to was marked “Exhibit No. 2120” and is
included in the appendix on p. 7153.)

Mr. LoweNTHAL (reading):

Peninsular Occidental Steamship Company will place transportation Key West,
to Havana and return with their depot ticket agent Key West to be called for.

Do you happen to know, Mr. Potter, whether passes on steamship
lines were ever made available for officers or receivers of the railroad
during the period 1925 to 1928?

Mr. Porter. Of the St. Paul Railroad?

Mr. LowenTHAL. Yes. I am just asking whether you know.

Mr. Porrrer. Idonot know. I donotrecall.

Mr. LowenTtrAL. I offer for the record, Mr. Chairman, a copy of a
letter from Mr. Brundage to Mr. Byram, dated February 19, 1927.

Senator TrumaNn. It may be received.

(The letter referred to was marked “Exhibit No. 2121” and is
included in the appendix on p. 7153.)

Mr. LoweNTHAL (reading):

I may want to have a car to bring the family home from i
Will it be possible to have the use ofgone withoﬁt incon\*gnier(l)crill?glt])gh%l;sépnl 4.

Is Ormond in Florida or California?

Mr. Porter. Florida.

. Mr. Lowe~ntaan. The St. Paul gets no nearer to Florida with its
lines than the State of Indiana or Michigan, does it?

Mr. Porver. No. Kansas City

Mr. LoweNTHAL. Possibly Kansas City might be nearer to Florida.

Mr. Porrer. Yes.

Mr. LoweNTHAL, A man traveling from Chicago to Florida might
go by way of Kansas City?

Mr. Porrer. He would not, ordinarily.

Mr. LowenTtHAL. I have a copy of a letter that I should like to
offer for the record, Mr. Chairman, apparently from Mr. Byram to
the officials of various railroads, dated March 9, 1927.

Senator Truman. It may be received.

. (The letter referred to was marked ‘“Exhibit No. 2122” and is
included in the appendix on p. 7153.)

Mr. LoweNTHAL (reading):

Trip—Mr. Edward J. Brundage & Family: Mr. Edward J. Brundage, one of my
co-receivers, plans on making a trip to Ormond, Florida, and return with his family,

using Chicago, Milwaukee & St. Paul Railway all steel official car “Montana’,

and if entirely consistent I shall be glad if you will arrange for movement of the
car on the following basis—

Then it gives the details—

Requests for t.ransport':a,tion covering the car and all members of the party over
your respective lines are inclosed. :
It is addressed to officers of the Illinois Central, the Atlantic Coast
line, and the R. F. & P. Railway Co. What would that be—Rich-
nd, Fredericksburg & Potomac?
Mr. Porrer. Richmond, Fredericksburg & Potomac.
Mr. LoweNrtHAL. Which would indicate that the trip to Ormond
. ..made, not by way of Kansas City, but east and south,
* r. Porrer. Through Washington.
Comator Truman. By way of the Capital City.  Proceed.
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Mr. LowenTEAL. It is addressed also to officers
Georgia, the Florida East Coast, and the Baltimore(g tohlfio(.)entral of
I also offer for the record, Mr. Chairman, a copy of a letter to Mr
Downs, President of the Illinois Central, dated April 19, 1927 '
Senator Truman. It may be received. ’ '
(The letter referred to was marked “Exhibit No. 2123” and is in-
cluded in the appendix on p. 7154.)

Mr. LowrntaaL. This is headed “Movement— Car Snoqualmie.”
Was the Shoqualmie one of the private cars of the St Paul road?
Mr. Porrer. Yes. .
Mr. LowentaaL (reading from “Exhibit No. 2123"):

Mr. E. J. Brundage, one of my co-receivers, has planned & trip to New Orleans

in"C. M. & St. P. official car Snoqualmie, and if entirely consistent it wi
. : , 3 ent it will -
ciated if you can arrange to handle the car on the following sclllecliu‘ll‘(;l—be appre

Then the schedule—

If it can be arranged conveniently Mr. Brunda 1d 1
parked for occupancy at New Orlean)s,. g would like fo have the car
Request for transportation covering the car and attendance is enclosed.

Do you know the occasion of that trip to New Orleans, Mr. Potter?
Mr. Porrer. I do not. T .
Mr. Lowentasr. Had you ever heard of it?

Mr. Porrer. No.

Mr. Lowenrtaar. Had you ever heard of any references to the
party that went down with Mr. Brundage on that trip?

Mr. Porrer. No, sir. I never knew of the trip.

Mr. LoweNrHAL. Do you know whether Judge Wilkerson was ever
on a trip in a private car of the company to New Orleans?

Mr. Porrrr. I have not the slightest idea. ‘

Mr. LowenTtHAL. I offer for the record, Mr. Chairman, a copy of a
letter dated June 17, 1927, from Mr. Brundage to Mr. Dietze, care of
Mr. Byram. ’

Senator Truman. It may be received.

(The letter referred to was marked “Exhibit No. 2124 and is in-
cluded in the appendix on p. 7154.)

Mr. LoweNTEAaL,. Who was Mr. Dietze, Mr. Potter?

Mr. Porrer. Mr. Dietze was an office assistant, perhaps in charge
of Mr. Byram’s office in Chicago, the receiver’s office. e was sort
of chief clerk and general factotum. ‘

Mr. LoweNTEAL (reading from “Exhibit No. 2124"):

I have written to Mr. Byram ing i i i
and my family to V-ancouv}éraove?sfﬁggéaf,nlag};%h%;l?i‘éec %rgriSIRfisrfn%z,;gcl)isﬁake e

Minneapolis is on the line of the St. Paul road?

Mr. PorTER. Yes.

Mr. LowenTHAL. Then the route from there over the Canadian
Pacific would be through what point, do you know?

Mr. Porrer. I do not recall.

Mr. LoweNTHAL (continuing reading from “Exhibit No. 21247"):

I want to be connected with the Bak i ing iti
and also a memorandum from Mr. %aalferrt;)l?cfév?rfgwt}ﬁeciga&mnﬁﬁt%s;: irllgngégg-’
tuievtlonl}iﬁ?ég %\(/)Il}rllgegpolis, Bsutlff, and I;alt{e Lc;uise.

v ou it
Robert (8), on the Canz}a,,diagePagiaﬁcsgggta,L Ilfr?nc(;l;sl\%l;sﬁi?er,%%dgggégg;?ltfﬁ: %?’lfi%g

Pass & Yukon Railroad; and if possible, the Alaska Railroad and the Ala;
N H ] sk
Steamship Company from Seward to Seattle on the steamship Yukon. *
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Mr. Baker has made all of the steamboat reservations but if transportation can
be extended it will save that much. I will talk later about the return home from
Seattle. I mentioned to Mr. Haynes before I talked to Mr. Baker the matter
of this trip and he had Mr. Schilling of the Passenger Department come and see
me. I am taking it up with him on account of the business car and I would
prefer that you would make the application for passes.

I offer for the record, Mr. Chairman, a copy of a letter apparently
taken {rom the president’s file of the St. Paul, dated June 12, 1927,
to Mr. H. W. Beatty, chairman and president of the Canadian Pacific
Lines. .

Senator Truman. It may be received. . )

(The letter referred to was marked “Exhibit No. 2125” and is
included in the appendix on p. 7155.) A

Mr. LoweENnTHAL (reading):

One of my co-receivers, Mr. Edward J. Brundage, has made plans for a trip to
Alaska with Mrs. Brundage and their son Robert.

This was not written by you, Mr. Potter?

Mr. Porrer. No. :

Mr. LoweNTHAL. So it must have been written by Mr. Byram.
He was the only other receiver. (Continuing reading from “Exhibit
No. 21257): , _

They will make the Grand Circle Tour, of the Baker Tours, leaving Chicago on
July 30th. Mr. Brundage will have one of our all steel business cars and will use
our line to Minneapolis, joining the party at that point.

" Ihave written to Mr. Jaffrey—
Is he connected with the Soo Line?

Mr. PorTER. Yes; he was then president.

Mr. LowENTHAL (continuing reading):

I have written to Mr. Jaffrey in regard to handling the car on their train No. 12
leaving Minneapolis at 12:25 P. M., Sunday, July 31st, and would like to inquire
if it will be consistent for you to handle the car through to Banff on that. train.

The Soo Line is connected with the Canadian road, is it? '

Mr. PorTER. Yes.

Mr. LowenTtman. That is, the Soo ILine is a subsidiary, or is
affiliated with the Canadian road?

Mr. Porrer: I have forgotten.

Senator TrRuman. Mr. Potter, was Mr. Brundage paid a salary
while he was a receiver of the Milwaukee road? _

Mr. PorTEr. He received a monthly payment.

Senator TRumaN. How much was that payment?

Mr. PorTER. $4,000 2 month.

Mr. LoweNTHAL. Mr. Brundage received $4,000 a month during
the receivership? ’

Mzr. PoTTER. Yes.

Mr. LoweNTHAL. And at the close of the receivership, which ran
Mr some 2 years and 9 months, Mr. Brundage received an additional
payment? _ ,

Mr. PorreEr. Of $100,000.

Mr. LowentHAL. How much?

Mr. Porrer. $100,000. I received the same monthly payment
1l the same allowance at the end. .

Senndor Truman. It is apparent, though, that you did not do quite
ni:  teh travoling as Mr. Brundage. You must have been busy
1.. nine the railroad while he was traveling around.
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Mr. Porrer. He will come to some travelin i

) g that I enjoyed.
Senator Truman. I believe I would like to be a receiv]eryfor one of
these big railroads. It is a very lucrative and pleasant job. Proceed

Mr. Porrer. There are pleasant aspects. '

Mr. LowenTHAL. I should like to offer for the record, Mr. Chair-
man, a copy of a letter from Mr. Byram to Mr. Smith, General
%ari%%(;r of the Alaska Railroad, at Anchorage, Alaska, dated June

?f‘ﬁ&ti)r TRUMfAN. It may be received.

The letter referred to was marked “Exhibit N 377 is 1
cluded in the appendix on p. 7155.) - 21267 and is in-
1 h(/{r. LolngNtTHAL. This 1s headed “Transportation.” In the rail-
road world “transportation” sometimes m :

ad world - trapspe eans passes, Mr. Potter?

Mr. LowenTHAL. It sometimes means passes.
ﬁr. EOTTER. Pass;;xs agllways mean transportation,
r. LowenTHAL. And transportation someti
Mr. LOWENTHAL. D metimes means passes.
Mzr. Lowentiatn. This was headed “T 'tation”’ i X
R AR e ransportation’ [reading {rom

One of my Co-receivers, Mr. Edward J. Brunda
. . . e, has : i
to Alaska with Mrs. Brund7age and their son Robertfg Theyrgv?lcli(in%ll?gilfgl (grg“g
Clrrcle Tour, of the Baker Tours, leaving Chicago on July 30th. i
_ The party_\\ull arrive at Skagway on the morning of August 10th. The itinerar
;ré%l:ltsi?gn% ttlgp ove}"dth%/lAlaEka Ic{iallroad and I would like to inquire if it would b}é
;o provide Mr. Bru ith i 1
S b R o (8), rundage with transportation for himself, Mrs. Brun~
I offer for the record, Mr. Chai
I , Mr. irman, a copy. of a letter from Mr.
Byram to Mr. Elliott, President of the White Pass & Yukon Railroad
with offices at Chicago. The letter is dated June 20, 1927. ’
Senator TruMaN. [t may be received.
 (The letter referred to was marked “Exhibit No. 2127” and is
mcl\l/}ldeg in the appendix on p. 7155.)
r. LowsNTran. This closes with a similar inquiry t i
. . O t
letter just referred to [reading]: ay hat in the

I would like to inquire if it would be consistent t i i
transportation for himself, Mrs. Brundage, and sonOIg;ggll'ge(sl)v.Ir- Prundage with

Mr. Chairman, I should next like to offer a co f
Mr. Elliott to Mr. Byram, dated June 21, 1927. py of a letter from
%’(Ia‘rﬁat(ir TRUM?N. It may be received.
) e letter referred to was marked “Exhibit N ” i
included in the appendix on p. 7156.) b No. 21287 and s
Coi\rgi.nléotvlslrEN;%AL. Mr(.lElhott bsays,1 ‘““we enclose herewith trip passes
o the railway and steamboat lines operated b i
they will travel in making the circle tour.”p y s, over which
lg/leartxmgTMr. Brundage, wife, and son.
enator TRuMan. Mr. Potter, di i
s r. Potter, did Mr. Byram travel around this
Mr. Porrer. Mr. Byram made some tri
i . ps, I have no d
he used a private car. I do not know to what extent. oubt, when
l%?naior TruMaN, Proceed. :

r. LowenTHAL. Mr. Chairman, I should like to offer for th
rgcord a copy of & memorandum or ietter ‘ byram.
signed with the initials “W. A. D.” » apparently, to Mr. Byram,

Senator TrRuman. It may be received.
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(The memorandum referred to was marked “Exhibit No. 2129”" and
is included in the appendix on p. 7156.)

Mr. LowrnTtHAL, “W. A. D.” was Mr. Dietze, Mr. Potter?

Mr. Porrer. 1 do not know.

Mr. LowenTHaL. Mr. Wilson, who is “W. A. D.”” Dietze?

Mr. WiLsoN. Mr. Byram’s secretary and chief clerk.

Mr. LowenTHaL. Are “W. A. D.” the initials of Mr. Dietze?

Mr. Wriuson. I do not know.

Myr. LowenTtHaL. This is dated July 16, 1927, to Mr. Byram [read-
ing from “Exhibit No. 2129”]:

The “Wisconsin’—

That was one of the private cars?
Mr. PorTER. Yes,
Mr. LowENTHAL (continuing reading)

The “Wisconsin’ is available for the trip west. Rather than hold the car on
the Coast during the three weeks Mr. Brundage is in Alaska, shall I have it

returned deadhead and line up the «gt Paul” for the return trip from Seattle?

The “St. Paul” was also one of the private cars?

Mr. Porrer. I do not remember.

Mr. LowentaaL. This was in July 1927. Do you recall the private
car “St. Paul”?

Mr. Porrer. I do not remember.

Mr. LowenTHaL. Do you remember, Mr. Wilson, whether there
was a private car named the “St. Paul”?

Mr. Witson. There was one named ‘“Milwaulkee.”

Mr. Porrer. There was the ‘“Milwaukee”, the “Montana’’, the
“Spoqualmie”’, and the «Wisconsin.” I remember them. I do not
remember the “St. Paul.”

Mr. LoweNtaAL. Mr. Chairman, I should like to offer for the record
a copy of a letter dated December 15, 1926 —or perhaps it s a memo-
randum—addressed to the presidents or vice presidents and other offi-
cers of various railroads—the C. C. C. & St. L., the Southern Rail-
way, the Central of Georgia, the Atlantic Coast Line, the Florida
East Coast Line, the Louisville & Nashville, the Nashville, Chatta-
nooga & St. Louis, and the Chicago & Eastern Illinois.

Senator TruUMAN. It may be received.

(The memorandum referred to was marked “Exhibit No. 2130”7 and
is included in the appendix on p. 7156.)

Mr. LoweNTHAL (reading):

This is to confirm my telegram of even date and telephone conversation with
Mr. Powell’s office regarding the movement of C. M. & St. P. Railway official
car “Milwaulkee” occupied by Mr. and Mrs. Edward J. Brundage, Maid (Nancy
Swanson), sons Edward J., Jr. (11 Yr.), Robert V. (7), daughter Margaret G
(9 yrs.), and Nurse (Alice Survais), on the following schedule:

Then follows a detailed schedule.

Is the Central of Georgia in receivership?

Mr. PorrER. I do not know. I think 1t is now.

Mr. LoweNTHAL. Do you know, Mr. Ecker?

Mr. Ecger. It is my impression that it is.

Mr. LowenTtHAL. The Fﬁ)orida East Coast is in receivership?

Mr. icker. Yes.

Mr. Lowe~taar. The Chicago & Eastern Tlinois is in receivership.
Mr, Berur. Yes.

T L
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Mr. LoweNTHAL. The transportation charges on that car might
have been a little helpful to those roads that were later to go into
receivership.

I offer for the record, Mr. Chairman, a copy of a letter from Mr.
Byram to Mr. Tarling, Western Representative—that was western
representative of the receivers during receivership?

Mr. Porrer. Yes.

Mr. LowenTtaaL. This letter 1s dated July 29, 1927.

Senator TrumaN. It may be received.

(The letter referred to was marked ‘“Ixhibit No. 2131’ and is
included in the appendix on p. 7157.)

Mr. Lowentmarn. Mr. Earling is the son of one of the previous
presidents of the St. Paul?

Mzr. Porrer. A brother, I think. ,

Mzr. LowenTaAL. Is that your recollection, Mr. Ecker?

Mzr. Eckgr. That is my impression. ,

Mr. LowentaL. The brother of a previous and deceased president
of the St. Paul.

Mzx. Porrer. A. 5. Karling was the former president.

Mr. LowentuAL. I shall not trouble to read that, Mr. Chairman.

Mzr. Chairman, I offer for the record a copy of a letter from Mr.
Byram to Mr. Brundage, dated November 28, 1927, headed “Trans-
portation’.

Senator Truman. It may be received.

(The letter referred to was marked “Exhibit No. 2132 and is
included in the appendix on p. 7158.)

Mr. LowenTHAL (reading):

Replying to your letter of November 28th—

They were in the same city, were they not?

Mr. PorTEr. Yes.

Mr. LowenTHAL (continuing reading):

I shall be glad to arrange for & car for your family to use on the trip to I'lorida
between Christmas and New Years if you will kindly advise me in advance
when they wish to leave Chicago.

That is headed ““Transportation”. That would refer to passes?

Mr. Porrer. Yes.

Mr. LowenTtran. Mr. Chairman, I offer for the record a copy of a
letter from Mr. Brundage to Mr. Dietze, dated December 2, 1927.

Senator TruMaN. It may be received.

(The letter referred to was marked “Exlubit No. 2133”7 and is
included in the appendix on p. 7158.)

Mr. LowenTtHAL., This letter reads:

Since speaking to Mr. Byram about the car we have changed our plans; instead
of going south, Mrs. Brundage is going to Europe.

If it is possible, without any inconvenience, would like the car to leave Chicago
the forepart of January in time to catch steamer sailing from New York the after-
noon or night of January 7th. Would like to have the car taken to Washington
}vlvhere I can leave the two children who are attending school there, and. thence

ome.

Senator TrRumaN. What was Mr. Brundage’s business before he
became receiver for the Chicago, Milwaukee & St. Paul?

Mzr. Porrer. Practicing law. :

Senator Trumaw. I thought he might be a traveling salesman.
[Laughter.]
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Mr. LowentzaL. Mr. Chairman, I offer for the record a copy of a
Jetter from Mr. Brundage to Mr. Dietze, dated December 8, 1927.

Senator TrRuMan. It may be received. ) )

(The letter referred to was marked ‘“Iixhibit No. 2134”7 and 18
included in the appendix on p. 7159.)

Mr. LoweNnTHAL (reading):

Referring to your memorandum of the proposed itinerary for the eastern trip»
I think the schedule will have to be set back a day as the steamer “I'rance”
upon which Mrs. Brundage is sailing leaves at 1 a. m. January 7th. Consequently
it will be necessary to be in New York the day before.

My sister, Mrs. Margaret Freisinger, is going to accompany us and T asl that
‘you be kind enough to have transportation jssued to her to cover the round trip,
that is, Chicago, New York, Washington, and return.

Senator Truman. His sisters and his cousins and his aunts all
made use of this transportation. I think that is rather disgraceful
1 cannot approve of that at all. This road was in receivership.

Mr. LoweNTHAL. Mr. Chairman, I offer for the record a copy of a
telegram from Mr. Earling, the western representative, Mr. Potter

Mr. Porrer. Yes.

Mr. LoweNTHAL. To Mr. O’Brien, at Portland, dated August 24,
1927. .

Senator Truman. It may be received. i

(The telegram referred to was marked “Exhibit No. 2135” and 1s
included in the appendix on p. 7159.)

Mr. LowentHAL. Who was Mr. O’Brien, do you know?

Mr. Porrer. I do not remember. )

Mr. LowenTtHaL. Mr. J. P. O’Brien. Do you know, Mr. Wilson?

Mzr. WiLson. No.

Mr. LowentaaL. At Portland. The telegram reads as follows
[reading from “Exhibit No. 21357]:

If convenient to handle will you please arrange for movement of cars “Mil-
waukee”’ and “Loemis’” with Mr. Byram and patty, on your train No. 583 leaving
Tacoma tomorrow, Thursday night, for Portland, returning from Portland on
your train No. 564 Friday night for Seattle. Please answer. A-211.

Senator Truman. Has the Interstate Commerce Commission ever
passed on this exaggerated use of private cars? o

Mr. LoweNTHAL. There were some suggestions by the Commission
on the subject in this decade, and we hope to produce some material
for the record on that, Mr. Chairman. ] )

This was to someone connected with the Oregon-Washington Rail-
way & Navigation Co. _

Mr. Porrer. I think, to answer your question, Senator, that the
Clommission dealt with it very critically. '

Senator Truman. Has it been substantially stopped? Do they
atill carry on this practice?

Mr. Porrer. I think it has been completely stopped.

Senator Truman. 1 hope it has. - ' : -

Mr. LowenTHAL. There are some loopholes, Mr. Pottér. I think
« will have some evidence on that, perhaps this afternoon.

Ar. Porrer. 1 see. : R : .
1r. LowentuAaL. | offer for the record, Mr. Chairman, in response
. M», Potter’s comment of a few minutes ago, & copy of a memo-
am headed “Receiver’s File No. 541.21, Company wire 7/12/26,
' This is addressed to “J. J. F. Davenport”’ and other people




6996 RAILROADS AND HOLDING COMPANIES

at Savannah, Ottumwa, and Kansas City, and initialed at the foot.

“J. L. B.”

Senator Truman. It may be received.
. (The memorandum referred to was marked ‘“Exhibit No. 2136” and
1s included in the appendix on p. 7159.)

Mr. LowENTHAL (reading):

. No. 25 from here tonight will have business Car Milwaukee next ah ’
i : > d of
the coaches with Mr. Potter and party for Kansas City to move Kan\sasacei%y t(;)o-

Chicago returning on No. 26 ahead of th h
Aoioago returning e coaches tomorrow P. M. arrange

Mr. Porrer. T am not certain, but I think that was in connection
with receivership business.

Mr. LowenTHAL. You think so?

Mr. Porrer. I think so. I am not certain about that,

Senator Truman. I am not quarreling with any trips that had to
be made by the receivers or any other officials of the road on official
business, but when you see all these other trips being made at the
expense of a road in receivership; certainly I cannot approve of it.

Mr. LowentrAL. I offer for the record a copy of a letter to Mr.
Byram from Mr. Potter, “per F. Kerster.”

Who is Mr. Kerster, Mr. Potter?

}\\/J/Ir. EOTTER. I do nl())t r%call that name.

r. LowenTHAL. “Per F. Kerster”, dated Augu .

Mr. Porrer. Is that from New York? veust 10, 1927

Mr. LowenTrAL. From New York.

Senator TRumAaN. It may be received.

(The letter referred to was marked “Exhibit No. 2137” and is in-
cluded in the appendix on p. 7159.)

Mr. LowEeNTHAL (reading):

Mrs. Potter and T are now planning to leave Buffalo on next Wednesday to go

with Commissioner Aitchison and his wife to Duluth over th L
Aitchisons will return by boat from Duluth. v the Great Lakes.  The

That was not a trip on a railroad, was it, Mr. Potter? That trip
from Buffalo to Duluth over the Great Lakes was by boat, was it not?

Mr. PorTer. Was that trip taken?

Mr. LowenTHAL. I do not know. Perhaps some of the further
correspondence will show.

I\&r. EOTTER. I think not.

Mr. LowenTHaL. In any event, such a trip would .

Mr. Porrer. Yes. Y P be by boat

Mr. LoweNTHAL (reading):

The Aitchisons will return by boat from Duluth.

Mr. PorTer. Yes.

Mr. I;ﬁVS;ED}IlTHAL. In fairness lto Commissioner Aitchison, it should
appear that they were not traveling on any railway pa i
appoar that | g y Y passes or anything

er. Porter. That is right. I do not think that trip ever took
place.

Mr. LowENTHAL (con tinuing reading from “Exhibit No. 2137.”):

Mrs. Potter and 1 hope to go on to the West. T have not as et decided ho
- . . ° e W
we “{ll] go.  We might like to go out over the Great Northern };o as to stop at
Glam‘er I"ark and come back over the St. Paul. Mr. and Mrs. Arthur G. Mever
on gns cll\’/cly,'air\ldd a ]cgouﬁ/xlné)f mine, Mrs. Herbert M. King, and a cousin of Mra,
otter, Miss May B. McCann, may meet us at Dulut} 1 ] s brip woes
with us.  Of course, these four will pny fare, e ke the trip west
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You were kind enough to say that you could arrange to have a comfortable car
for our use. I shall probably want the car to meet me at Duluth or St. Paul.
Perhaps, it could be arranged so that my four guests can occupy the car from
‘Chicago to the place where they are to meet me.

That is to say, they would be traveling in the St. Paul Railway’s
private car by themselves, and they would meet you when you landed
from the boat?

Mzr. Portrer., That was apparently in contemplation when that
letter was written. What happened was this: The plans were changed
and the party left Chicago i the private car—the party composed
of Mrs. Potter, Mrs. King, Mr. and Mrs. Meyer, and myself. This
may be as good a time as any to tell you about that trip, and where
we went. Would you like to have it?

Mr. LowenTtaAL. If you wish to put it on the record.

Mr. PorTer. We went {rom Chicago to Minneapolis or St. Paul
and spent a day there, and then went out over the Milwaukee road
to the Milwaukee entrance to Yellowstone Park. We left the car
there and spent a couple of days in the park, and in the meantime
the car was taken around to the west entrance—I don’t recall the
name, Mr. Wilson.

Mr. WrLson. West Yellowstone.

Mr. Porter. West Yellowstone. There we took the car and went
to Salt Lake City, where we spent a day, and from there we went
down over the Los Angeles & Salt Lake—now Union Pacific prop-
erty—to Los Angeles, and I think we went on to San Diego. From
San Diego we went north to Seattle. At Seattle we took the boat
to Vancouver, had the car sent to Vancouver, where we picked it up
again, and came back again through Banff, Lake Louise, and Winnipeg,
and down to St. Paul, where we left the car. I think that was the
only trip I ever took in the private car for personal convenience or
pleasure.

Mr. LoweNTHAL. Mr. Potter, your letter refers to Hynes. Was
he the private car steward? :

Mr. Wirson. He is a stenographer, Mr. Lowenthal—Mr. Byram’s
stenographer.

Mr. LowenTtHAL. I offer for the record, Mr. Chairman, a copy of a
letter to Mr. Potter, dated August 12, I think it is, 1927, which I
shall not bother to read.

Senator TrRumAaN. It may be recelved.

(The letter referred to was marked “Exhibit No. 2138 .and is
included in the appendix on p. 7160.)

Mr. LowenTHAL. 1 also offer, Mr. Chairman, a copy of a telegram
to Mr. Byram, for Mr. Potter, dated August 12, 1927, apparently on
the same subject. This copy is rather illegible.

Senator TRuMAN. It may be received.

(The telegram referred to was marked “Exhibit No. 2139’ and is

wluded in the appendix on p. 7160.) .

Mr. LowenTtHAL. I also offer for the record, Mr. Chairman, a

«apy of a telegram dated August 29, 1927, from Mr. Byram, to the

. resident of the Canadian Pacific Railway.

Senator TrRuman. It may be received.

(The telegram referred to was marked “Exhibit No. 2140’7 and is

“luded in the appendix on p. 7160.)

A Lownenrnatr. T also offer, Mr. Chairman, a copy of a letter
lre ) the chiol operating officer of the St. Paual, dated September 9,
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1925. to Mr. Potter. This was some time before the trip wi
> . ) e trip wit, -
family that you were discussing a moment ago. P h the
Senator TruMaN. It may be received. -
. (The telegram referred to was marked “Exhibit No. 2141” and is.
included in the appendix on p. 7161.)
Mr. LoweNTtHAL. This letter reads:

I am planning to start t : i
Sunday the 13(h for Mobsdgo on your hurfing trip, 10 * ™ the morning of
That was a few months after the beeinnine of t i 1

t > the recetvership.
Mr. Porrer. Would you mind readingbthat ggain? That gets mré..
(Mr. Lowenthal handed a paper to Mr. Potter.)
Mr. Porrer. 1 never went to Mobridge on a hunting trip.
er?. LoweNTHAL. Was there no trip, or was there some other
glgge. As to the other trip, you were not sure about your exact
s.
Mr. Porrer. This is a complet i e i
. plete enigma. Greer, chief operatin
officer, September 25—1 have no recollection of any such Izcrip. %
;:Islllrlm}?% 1m§_g1ne “ih'y I would have gone to Mobridge, and I do not do
ch hunting. just canuot account for that letter at
my megory is defective. etteratall. Perhaps
r. LoweNTHAL. I also offer for the record a copy of a m
randum, apparently, from Montreal sioned “Gra "Hall » to Mo
Byram, dated August 30, 1927. e b Hall,” to Mr.
Senator TRumMAN. It may be received.
_ (The telegram referrgad to was marked “Exhibit No. 2142”7 and is
m(i\l&ldeg in the appendix on p. 7161.) V
r. LoweNTHAL. I also offer a copy of a letter from Mr. B
to Mr. Brundage, dated September 7, 1927, bRy
?’?‘Illlat(ir TRUM}fo. It may be received.
. e letter referred to was marked “Exhibit No. 92143 is
1n(i\1(1[1deg In the appendix on p. 7161.)\ o 2187 and s
NT. LOWENTHAL. I offer a copy of a memorandum {
Dietze to Mr. Gillick, dated September 22, 1927, rom. Mr.
Senator TrRuMAN. 1t may be received.
(Thq memorandum referred to was marked “Exhibit No. 2144
anl(\i/fls Elcluded in the appendix on p. 7161.)
r. LOWENTHAL. I offer for the record g copy of a memorandu
m
{rg«;r? Mr. Greengard, at Seattle, to Mr. Dietze, dated September 10,
Senator TrumaN. It may be received.
(The memorandum referred to was marked “Exhibit No. 2145”
and is included in the appendix on p. 7162.)
Mr. LowenTHAL. 1 wish to read this, Mr. Chajrman.
Referring to attached di i i i
Colpitts and wife, from Sg:%file égngftsisarifis,u:td 0?1¥ rg;iegélzlon Pacific fo W. W.

We obtained this pass from the Union Pacific at the verbal request of Mr,

B - . - p
M);rﬁqlﬂétatgdl?gi]ﬂozz.glad if you will arrange for confirming request from the Pere

Will you please return attached papers, advising,

Mzr. Colpitts was not then a di
o C HPber, Jjis mot the rector of the St. Paul, so far as you
Mzr. Porrer. When was that?
Mr. LowENTHAL. September 10, 1927.
Mr. Porrer. He could not have been.
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Mr. Lowentaar. That was about 3 or 4 months before the new
company toolk over the property in reorganization.

Mr. Porrer. Yes.

Mr. LowenTtrAL. But apparently there had been a request by Mr.
Byram, one of the coreceivers of the St. Paul, to get Mr. Colpitts a
pass over another railroad. '

Mr. Porter. To where?

Mr. LoweNTHAL. From Seattle to Portland, over the Union Pacific.
He had, however, 2 years earlier been employed as consulting engineer
to advise the St. Paul Co.

Mr. Porrer. That was what was in my mind. My conjecture
would be that we wanted him to go out there for some reason, and the
convenient route for him to take was that route. That would be
my conjecture.

Myr. LoweNTHAL You say you conjecture that. Did you know
anything about 1t?

Mzr. Porrer. No; but he would not have asked for transportation
unless he had become entitled to it, because of some employment
he was under at the time.

Mr. LowenTHAL. Was he working for the receivers in September
19277

Mr. PorreEr. I do not recall; but it may well be that there was a
matter that we wanted him to look into. I do not remember anything
about it.

Mr. LowenruaL. Mr. Potter, was he working for the receivers or
for the Ecker committee, or for somebody else, or did he go out on a
business trip at all in September 19272

Mr. Porrer. I do not know; but he certainly did not ask us to get
him transportation unless he went out there on receivership business.
I will bet my life on that. ' ]

Mr. LowentHAL. I offer for the record, Mr. Chairman—we tried
to get Mr. Colpitts here, as I said, but he was tied up with a directors’
meeting in Louisiana that was to run all week during the weelk of these
hearings.

Mr. Porrer. He can explain that.

Mr. LowentaAL. I offer for the record a copy of a letter from Mr.
Powers to Mr. Byram, dated October 26, it seems to be, 1927.

Senator Truman. It may be received. .

(The letter referred to was marked ‘“Exhibit No. 2146 and is
included in the appendix on p. 7162.)

Mr. LowenTHAL. I offer also, Mr. Chairman, a copy of a telegram
from Mr. Scandrett to Mr. Byram, dated July 9, 1928.

Senator TrumAaN. It may be received. )

(The telegram referred to was marked “Exhibit No. 2147 and is
included in the appendix on p. 7162.)

Mzr. LowentHaL. That was after the receivership and when the

company had been reorganized.

Mr. Porrer. Yes.
Mr. Lowenraar. It is a cable to Mr. Byram, at the Hotel D’Iena,

Paris. [Reading from “Exhibit No. 2147"":]
What day will you wish car New York?

1 offer for the record, Mr. Chairman, a copy of a Western Union:
telegrum dated July 17, from Mr. Scandrett to Mr. Byram, at 52
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Wall Street, New York. Is that the fiscal office of the St. Paul in
New York?

Mr. Porrer. Yes.

Senator Truman. It may be received.

(The telegrain referred to was marked “Ixhibit No. 2148” and is
included in the appendix on p. 7162.)

Mr. LowentaaL (reading):

Welcome home. I cabled you tenth asking when you would want car in New
York but as T received no reply have not sent it assuming you will wish to return
Friday or Saturday. Sparrow and I will bring car Milwaukee to New York—

Sparrow was the vice president in charge of finances for the road?

Mr. Porrer. Yes.

Mr. LowentuaL. By the way, Mr. Potter, do you remember
whether Mr. Joshua Greene, of Seattle, attended many of the meetings
of the board of directors of the St. Paul? "

Mr. Porter. Yes; I remember. He did not attend a great many
meetings. Perhaps he attended a meeting once in 3 months.

Mr. LowenTHAL. Do you think as often as that?

Mr. Porrer. Well, I would think so. Perhaps not; perhaps once in
4 months, or 5 months. 1 do not know.

Mzr. LowentaarL. I offer for the record, Mr. Chairman, a copy of a
communication from Mr. Earling—he was the western representative?

Mr. Porrer. Yes.

Mr. LowentaaL, To Mr. Scandrett, dated October 20, 1928.

Senator Truman. It may be received.

(The communication referred to was marked “Exhibit No. 2149”
and is included in the appendix on p. 7162.)

Mr. LowrNTHAL (reading):

Myr. Greene left Seattle last night going to Bonilla, S. D., on his hunting trip with
car Snoqualmie.

That was one-of the private cars?

Mzr. PortER. Yes.

19%3 LoweNtHAL. Mr. Greene was a director of the road in October

Mr. Porrer. Yes. I should like to say a word about Mr. Greene,
Senator.

Senator Truman. All right.

Mr. Porrer. When the matter of selecting the directors was up,
I recall a conference with someone—I do not know—it may have been
Mr. Ecker; it may have been Mr. Hanauer; probably Mr. Hanauer
was present. Perhaps it was at a luncheon, where we frequently met
at the Mid-Day Club. The question came up as to the directors, and
either Mr. Hanauer or I suggested that it would be desirable to have
a representative man of fine standing out on the coast, and something
prompted me to select Mr. Greene, and Mr. Greene was accepted after
some Inquiry. I recommended Mr. Greene because he was a man of
the highest type, and enjoyed the highest possible standing on the
coast. He was a banker, a wealthy man, the owner of a very large
building there, and I believed, and still believe, that it was highly
desirable for the Milwaukee to have such a man. I always felt that
Mr. Greene’s indirect assistance in keeping us in a good atmosphere
on the coast, making friendships and keeping his ¢ye open, would be
of greator service to us than any attendanco at a board meeting.  1To
was ot as active as the rest of us ad bonrd matings, bhut he rendored

RAILROADS AND HOLDING COMPANIES 7001

very valuable service to us. He was alert and watchful and always
pushing for business and getting business for us—a fine western
representative.

Mr. LowenTHAL. In connection with the Commission investigation
of the St. Paul receivership in 1925 and 1926, I have a vague recollection
that there was some comment by one of the persons connected with
that investigation, or perhaps in the Commission’s report on that
investigation, as to why it was necessary for the wealthy man to get
the passes and the private cars instead of paying when such facilities
were used by him. You refer to the fact that Mr. Greene was a banlker
and a wealthy man.

Mr. Porrir. I do not attach importance to that, except that it
was evidence of his standing in the community. There was no
reason why a wealthy man should be given passes, of course, any
more than anyone else; but the practice that was followed at that
time was in accordance with the general custom, be that custom good
or bad. T think that the Milwaukee road extended courtesies to
other roads far in excess of the courtesies extended by other roads
to the Milwaukee.

Mr. LowmnTHAL. You mean the directors of other roads moving
in private cars, and so forth?

Mr. Porrer. I do not know about the directors so much, but
officials. I would suggest this, in response to your criticism, Senator.
I have very serious doubt whether that trip that I took to the coast,
on which there were three passengers that paid full fare, was an
abuse of the other roads or reduced their net income. 1 am inclined
to think that the fares which they received for those passengers
paid the extra expense of hauling that car, hauled, as it was, In a
regular train, by the crew that was employed otherwise. There was
1o cost except the coal consumed by the carrier and the oil and grease
if there was a hot-box.

Mr. LowentHAL. How many persons traveling in that car paid
fare? :

Mr. Porrer. Three.

Mr. LoweNTHAL. And there was yourself besides.

Mr. PortER. And Mrs. Potter.

Mr. LoweNTHAL. You were on a pass, as a director.

Mr. PorreER. Yes. There were four on the way back that paid
fare.

Mr, LowenTHAL. Do you think, Mr, Potter, that the ordinary
public traveling in Pullmans, if they wanted to travel four to a car,
would be permitted to do so, in case the company carrying that car
had other passengers who wanted to travel?

Mr. PorreEr. 1 will have to ask you to repeat that question.

Mr. LowenTHAL. Let me put it this way. Suppose four ordinar{
individuals offered to pay Pullman rates provided they got a car all
Lo themselves. Would any railroad in the country permit them to
do that?

Mr. Porrer. It could not under the regulations, which require
that 25 fares be paid under those circumstances.

Mr. LowuNrtaAL. Ifitisnot alosing proposition, or if it is profitable,
why would not the railroads do that?

Mr. Porrer. T do not know why. That is the regulation. I would
o iloresbed to have some transportation man figure it out. 1 still
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say that I am inclined to think that the fare for four passengers, at
the regular rates for hauling a car, took care of the extra out-of-pocket
expenses of the road hauling them.

Senator Truman. I still say, Mr. Potter, that receivers receiving
34,000 a2 month and a bonus at the end of that time of $100,000
would have been much better employed than in using the trans-
portation facilities of the Milwaukee Railroad for pleasure.

Mr. Porrer. Perhaps that is so.

Senator TRumAN. Proceed.

Mr. LoweNtHaL. Mr. Chairman, the exhibit introduced with re-
spect to Mr. Greene's hunting trip relates to a period subsequent
to the receivership, when the road had been reorganized and was out
to make good as a reorganized road. Subsequent exhibits to be
introduced relate also to that post-reorganization period and indicate
how recently in railroad history and the history of the St. Paul
private cars were used in this way. ’

I offer for the record a letter from Mr. Hamilton, of the Pennsyl-
vania Railroad, to Mr, Scandrett, of the St. Paul, with respect to a
private car for Mr. and Mrs. Byram and daughter.

Senator Truman. It may be received.

. (The letter referred to was marked ‘“Exhibit No. 2150” and is
included in the appendix on p. 7163.)

Mr. LowenTHAL. I offer also a copy of a wire from Mr. Dietze
to Mr. Scandrett in Washington, dated May 2, 1929, relating to a
trip of Mrs. Potter and three guests going to Kansas City.

Senator Truman. It may be received.

. (The telegram referred to was marked “Exhibit No. 2151 and is
included in the appendix on p. 7163.)

Mr. LoweNntaAL. I should like to offer, Mr. Chairman, the balance
of this bz(xitch of_{f,tfters! Ln view of the fact that you have to hurry
away, and we will furnish copies to counsel for ;
these be received? P unsel for the company.  May

Senator TRumaN. They may be received, and anybody who wants
copies of them can have them. If there is any correction to the record
by anybody who has been mentioned today or in the past, as I have
always said, the record is open for that purpose.

(The documents referred to were marked “Exhibits Nos. 2152 to
2166 and are included in the appendix on pp. 7163-7167.)

Senator TrumaN. The committee will now take a recess until
10 o’clock tomorrow, and I am serving notice that with conditions as
they are developing in the Senate now, there will be no session after
1 o’clock tomorrow. We will meet in this room.

. (Whereupon, at 4 p. m., an adjournment was taken until the follow-
ing day, Friday, Dec. 10, 1937, at 10 a. m.)

APPENDIX

Exmsrr No. 1887
Directorships of Jerome J. Hanauer from 1933 to December 6, 1937

[As given in Poor’s Register of Directors for the years 1933 to 1937, inclusive]

._.
©
&
3

1933 | 1934 | 1935 | 1936

American Sealcone Corporation_.__________._ .| |eoan
Hudson & Manhattan Railroad Company. ... ... X X
dllinois Central Railroad Company ... oo

X X X

X X X

X X X
Indiana & lilinois Coal Corporation.____ X X X X X
Mexican Central Railways Company, Ltd- X X X X X
Mexican National Construction Company. X X X X X
Mid-Continent Petroleum Corporation..___ | X X X X X
National Railways of Mexico. ... eeeeee X X X X X
National Railroad Company of MeXiCOua oo on o arceaececeee . X X X X X
Bealed Containers Corporation. . . . _ . .o oae|emaaan X X X
Westinghouse Acceptance Corporation__.__ X X X X X
‘Westinghouse Electric International Co. .. X X X X X
Westinghouse Electric & Manufacturing Co_. X X X X X
Yazoo & Mississippi Valley Railroad Co-- .. o X X X X X

IExarrr No. 1888
' [Copy of photostat taken from Treasury Department File—C. M. & St. P. Ry. Co. (Scc. 210)]

TREASURY DEPARTMENT,
Washington, March 16, 1925
Assistant Secretary—For the Files:

On Saturday, March 14, 1925, I had a conference with Mr. Carl DeGersdort!
of the firm of Gravath, Henderson and DeGersdorff, relative to the situation of
the Chicago, Milwaukee and St. Paul Railroad. Mr. DeGersdorff’s firm repre-
sents Kuhn, Loeb & Company. Mr. Guy Cary of the firm of Sherman and
Sterling represents the National City Bank. Apparently these two lawyers are
taking an active part in considering all problems relating to the Milwaukee road.

Mr. DeGersdorff presented certain financial data in accordance with the request
in my letter of March 10, 1925, which is attached hereto. Mr. DeGersdorff
stated that the possibility of a voluntary reorganization along the lines suggested
by Mr. Mitchell in his talk with Secretary Mellon seemed out of the question
because of the great variety of creditors. I asked for a balance sheet and he
did not have it. I asked what floating debt there was in the banks and he seemed
‘1 think that there is none. He stated, however, that the management of the

sad had been asked how many vouchers payable were outstanding and that the
first figure given had been something over a million dollars, but upon further
investigation it was found that this was nearer eight million. I asked if these
.ere of the kind of a claim which would be given priority in a receivership, and
1¢ said that he presumed that they all came within the six months’ rule.

I had asked Mr. DeGersdorff in the morning on the telephone who were to be
ho receivers, He stated that Mr. Byram would be one of the receivers and that
wy had given careful consideration to the appointment of a second receiver.

v "1y determined that there should be a second receiver and practically made
v, their minds that Mr. Mark Potter, who had just resigned from the Interstate
‘ nmerce Commission, would be an appropriate appointment. Mr. Potter is
wyer but very well known in railroad circles. Mr. DeGersdorff asked if the
ury would approve of this appointment. I agreed to speak to Secretary

.. lon nhont it Monday morning and have done so just before writing this
%o o adum, and Mr. Mellon has no objections to offer. 7003
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Mr. DeGersdorff stated that the Board of Directors would meet on Tuesday
or Wednesday of this week; that they had a considerable interest payment coming:
due at the end of this month on a bond issue—something over $1,000,000; that
the money was not in hand and that the situation might be forced by this small
payment now rather than forced by the large maturities of June 1. Apparently,
with this in mind, every preparation is being made. Preparations are being
made to form Bond Holders’ Committees, and my impression was that thc plan
to go into receivership was as definite as it might well be at this time.

I asked Mr. DeGersdorff as to the liens of the Puget Sound Iixtension 4’s of
which some 26,000,000 are outstanding in the hands of the public. He stated
that this lien would be diluted in case of receivership by the fact that some 154,-
000,000 of these bonds are deposited as collateral for the general and refunding
issue. The holders of the General and Refunding Bonds, therefore, would come
into possession of %, or thereabouts, of the first mortgage on the Puget Sound
Extension.

Mr. DcGersdorfl agreed to keep the Treasury fully posted and offered to send
any information that we desired. His impression was that the bond chart about
which I inquired in my letter of March 10 was substantially correct. .

I asked Mr. DeGersdorff if he thought it would do any good for the Trcasury
to demand other collateral at this time. He seemed to feel that the directors
would not be willing to put up more collateral with the affairs so closely approach-
ing a crisis. I asked him if he thought they would have a few weeks ago if the
Treasury had asked for it. He expressed the opinion that they might have but
was not sure.

Mr. DeGersdorff stated that he supposed that all the collateral held by the
Government could be pooled as being applicable to any or all of the three notes.
I stated that the Treasury so understood it. Mr. DeGersdorff stated that the
receivership would not contemplate disturbing general mortage bonds, of which
the government holds 18,000,000; that, therefore, this collateral was good and
that with 72,000,000 of the general and refunding mortgage bonds, the govern-
ment was almost fully secured, if not quite.

(Signed) Evior Wapswonri,
Assistant Secrelary.

Exnamsir No. 1889
-[Copy of carbon copy of telegram in Kuhn, Loeb & Co. File No. 1095}
98-F
June 2, 1925.
H. E. Byram,
Chicago, Milwakuee & St. Paul Railway Co.,
Chicago, Illinois:
Plan has been approved by all committees and will be announced tomorrow.
Am sending you copies.

MEG.

JEroME J. HANAUER.

Exuisir No. 1890
[Copy of carbon copy of letter in Kuhn, Loeb & Co. File No. 1095]

Jone 2, 1925,
H. E. Byram, Esq.,
Chicago, Milwaukee and St. Paul Railway Co.,
Chicago, Illinots.

Dear Mr. Byram: This is to confirm my telegram of today, advising you
that the Plan has been approved by the three Committees, and that we are going
ahead with it at once.

I am sending you herewith several copies of the Plan, and remain,

Very truly yours,

MEG.
Encl.

(Signed) J.J. HANAUER.
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Exusir No. 1891
[Copy of telegram in Kuhn, Loeb & Co. File No. 1095]

1925, Jun 3—A. M. 9:55.
Pine Street, N. Y.
13W AUT DH.
WasHINGTON, D. C. 906A, June 3, 1926.
J. J. HANAUER, ’ ’
Care Kuhn, Loeb and Co.,
52 William St., New York, N. Y.:

. fCongtratuIlations; plantis ﬁrstl class and will place St. Pauls’ financial position
In iront rank among western railroads and believe it will be acceptable t 'l

‘holders. ILxpect be in New York tomorrow. ceptable to security
H. E. Byrawm.

952A

Exumsir No. 1892
[Extract from Wall Streot Journal, June 5, 1925]
Favor St. PavLn PranN

Commenting on the proposed reorganization plan for the C. M. & St. P.
H.“E. _B}_fmnl, receiver of the system, said that he counsidered it a very good pla.n.’
If it is approved it will place the St. Paul in the front rank of roads from the
standpoint of capital structure,” Mr. Byram added “The Committee has worked
out a plan as equitable as possible for all concerned.

Exmmsir No. 1893
[Extract from New York Herald Tribune (Thursday) June 18, 1925]
Porrer Won To St. Paur Pran, Catrs It Sounp

FORMER 1. C. C. COMMISSIONER AND NOW RECEIVER OF ROAD SAYS PROPOSAL WILL
STAND WIDEST SCRUTINY

Mark W. Potter, former Interstate Commerce Comunissioner and now one of
the three receivers for the C. M. & St. P. concurs wholeheartedly in the opineion
of President H. E. Byram, also a receiver, that the bankers’ plan for the reorgan-
ization of the property is an excellent one and that it should be executed without
unnleigessary delay.

y_experience was somewhat unusual”’, said Mr. Potter yesterday when
1L‘sked for his views of the present controversy over the reorganizatio% pla(il
Befor_e this proposal was put forward I was of the belief that it might be well to
m_a,rk time for a while in this affair. 1 leaned in other words, toward ‘the opinion
of some of those who are now opposing the reorganization. Since I have seen
and studled.the plan, however, I have been completely won over. The bankers’
1')r0posal's will stand scrutiny, it seems to me, from any angle. They fit in per-
!v.ctly with the results of the study of the St. Paul situation made by the engineers
;ll.lliLHCOt only takeflilﬁo corégideration the immediate difficulties of the system but
ognizance o e i it i :
e ¢ c%)rnbined.” entire picture as it is drawn by that report, present and

Mg. Potter was not prepared to say whether E. J. Brundage, the third receiver
pointed for the road, was as sympathetic with the plan for the road’s reorganiza-

*u as were he and Mr. Byram. Mr. Brundage, he said, so far as he could recall
-1 not expressed himself definitely on the question. '

On his way to this-city from: Chicago early this week, Mr. Potter ‘stopped over
n ‘\l'Vushmgton, where he conferred with President Coolidge and with members
u he Il‘l‘terstate_ Commerce Commission on the St. Paul situation. There was
n1ing “of public interest”” to report, he said, however, regarding these discussions.

“rding to advices from Washington yesterday there was some uncertainty

(l)ns to just what the plains of the I. C. C. were regarding Hearings on
] u,u’l. It was reported that these hearings might be postponed and
ined with the hearings later on the reorganization plan.
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“I cannot see any immediate connection between the two,” was Mr. Potter’s
opinion when asked if he regarded this as a possibility. He said that he could
not, of course, speak for the commission, and was not acquainted with its plans
in detail. It is probable, he said, that the investigation into the situation leading.
up to the receivership would consume six mounths. Be§1des hearings, he said, it
will probably include a ‘‘field survey’ by cxperts appointed by the commission,.
These men he suggested would go over much of the ground covered by the engi-
ncering firm which analyzed the road’s position, making a thorough investigation
on the ground, going into reports, studying ihe road’s physical condition, con-
ferring with persons familiar with the history of the road gurmg the last decade,
and in a general way getting at the facts in the situation. The hearings would be
supplemental to this exhaustive study of the situation. Wh1le the latter might
be commenced July 1, as has been suggested, Mr. Potter said he doubted if they
would proceed very far until the report of the field group had been submitted.

It was reported yesterday that Charles Hayden, of Hayden, Stone & Co.,
might soon be found in the ranks of those actively opposing the St. Paul plan, but
Mr. Hayden himself would not go on record on the matter.

Exuieir No. 1894
(Extract from Wall Street Journal, June 19, 1925]
Porrer Praises St. PauL Pran

Considerable buying which took place in the St. Paul issues was based on the
statement of Mark W. Potter, former Interstate Commerce Commissioner and
now 4 receiver for the road. Mr. Potter concurs in the opinion of Recexvep H.E.
Byram that the reorganization plan is excellent and should be executed without
unnecessary delay. Mr. Potter says before reorganization plan was put forward
he favored waiting for a while, but after intensive study of the program he has
been completely won over.

Exwursit No. 1895
[C. M. & St. P. Ry. Co. Excerpt from I. C. C. Docket #17021]

Examinarion By MR. Fisger or MorTIMER N. BuckNER oN APrIL 24, 1926, aT
Pacrs 4762 anp 4763

P.4762: . Are you prepared to say, Mr. Buckner, whether it is feasible for
rec(eivers to) o?ganizeito preol:;ganize a property such as the St. Paul under the
circumstances that exist?

A. I don’t see why. It is not difficult if you get a plan that appeals to the
security holders. I do not see why a receiver could not put it through just as
well as anyv other group of men. . )

(P. 47632 Q. J%lst 91:4)5 well as Kuhn, Loeb & Company and the National City
Company? . ) o )

A. Surely. Of course, the receivers may have to be in a position to l}nderwr!te
some of the securities, and in that event they would have to have banking affilia-
tions or banking backing in some way. Of course, that is a detail that could be
arranged.

Exnmisir No. 1896
[File ﬁ799. Client—Kuhn, Loeb & Co. Short title, Chicago, Milwaukee & St. Paul]

Date . . Lawyer Description of Service

6/26- -~ —eooe e o| SWatland oo Conferences with Mr. de Gersdorff, Mr. Hanauer,
B Swatland.____ s and Mr. Murray regarding 1. C. C. hearings; i
) particular, I;/Ix; Buchl;[nerl';f faux pas. Mr. Buck

tland oo ceeeeeoos Telephone call from Mr. Hanauer re Mr. Buck-
A28 oo Swatland..- ne?’s faux pas; getting copy of Mr. chkner's
| ’ testimony; conference with Mr. Swaine and
' Mr. Hanauer regarding the same.
4/28/26 oo C.A.'de Gersdorff._ . .___._..... Various conferences with Mr. Buckner, Mr.
Hanauer, and others.
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Exursir No. 1897

[Copy of carbon copy of telegram procured from the files of Mr. Mark W. Potter, former director of Chicago,
Milwaukee, St. Paul & Pacific Railroad]
June 19, 1925.

Epwarp J. BRUNDAGE,
Westminster Building, Chicago.
Mention has been made of the fact that while Byram and I expressed approval
of the reorganization plan, you have not expressed vour view. They seem to feel
that a statement of your view to the Associated Press would be helpful.

Mark W. PorrER.

ExmiBiT No. 1898

[Copy¥ of original signed letter procured from the files of Mr. Mark W. Potter, former director of Chicago,
Milwankee, St. Paul & Pacific Railroad]

Brunpacr, Lanpon, Howur, AND Boorb,
720 WEsTMINSTER BLpg.,

110 8. Dearborn Street, Chicago, June 22, 1925.
Mr. Marx W. PorTER,

100 East 45th Sireet,
New York, N. Y.

My Dear Mr. Porrer: I received your telegram Saturday but did not wish to
answer until I had an opportunity of conferring with Judge Wilkerson. I have
remained non-commital on the question of reorganization for fear that any utter-
ancy be me upon that subject might be misconstrued as being the attitude of the
court, in view of the manner of my appcintment as Receiver.

I talked with Judge Wilkerson this morning, and he felt as T did; in other words,
that I ought not at this time to express any opinion concerning the reorganization
plans. My duty as the officer of the court was to assist in administering the
prop(ﬁty while in the court’s possession; beyond that I ought not to express
myself.

Instead of answering by telegram I have written and feel quite sure that you
will understand and be able to explain my position to anyone making inquiry.

Very truly yours,

(Signed) Lpwarp J. BRUNDAGE.

Exmsir No. 1899

[Copy of carbon copy of letter procured from the Ales-of Mr. Mark W. Potter, former director of Chicago,
Milwaukee, St. Paul & Pacific Railroad]

JuNE 23, 1925.
Hon. Epwarp J. BRUNDAGE,

720 Westminister Building, 110 S. Dearborn Street,
Chicago, Ill.

DEear GmNmraL: I have your letter of the 22nd. I understand perfectly your
position about the Reorganization Plan. While I think probably you are right,
I would not want anyone to feel that the expression of my opinion would commit
anyone, and I know it would not. I agree with vou that your position is a little
different. As you know, I thought for a long time that the Road should not be
reorganized until it has time to make a better showing. In my statement to the
press I recognized that there are two sides to this question. I became convinced,
however, that if T owned all the stock of the company, T would rather have my
interest after the reorganization than beforc. This is all on the assumption that
stockholders can put up the so-called assessment and will not be frozen out. Mr.
ITanauer, the leading spirit in preparing the Reorganization Plan, told me that
they stood ready to finance any stockholder who needed help and that no one need
¢ shut out. The objectors to the plan continue to talk about the stockholders
eing shut out, but I do not understand there is any possibility of this happening.

It is not at all unusual for receivers to give to the parties interested their views of
~ Reorganization Plan. Of course, my opinions are given as an individual and are
1t intended to relate in any way to the policy of the receivership. For instance,
[ we put through the rate readjustment which I have worked out, I think it quite

- that A reorganization might be dispensed with.

Yonr very truly,
IMa W. % w1
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Exuisir No. 1900

{Copy of carbon copy of telegram from the files of Cravath, de Gersdorff, Swainc & Wood file no. 2799,
drawer 13, designated: ‘‘Chicago, Milwaukee & St. Paul Railway Company —Readjustment—Vol. 2
Correspondence—{rom June 1, 1925, to July 14, 1925"]

JuNE 18, 1925.

RoBerT T. SWAINE,

Care of Milion Harrison,
Poland Springs House, Poland Springs, Maine:

Hanauer suggests as further ammunition if nccessary interview this morning’s
Tribune by Potter endorsing Plan. Interview states Potter inclined first to favor
delay but study of Plan has won him completcly over. ““The Bankers’ proposals
will stand scrutiny, it scems to me, from any angle; they fit in perfectly with re-
sults of the study of the Saint Paul situation made by the Iingineers and not only
take into consideration the immediate difficulties of the System but take cognizance
of the entire picture as it is drawn by that report preseut and future combined.”

D. C. SwarTLAND.

30.

T Western Union Swatland Dillon St. Paul St. Paul 96 Poland Springs,
Maine.

Exmisir No. 1901

{Extract from ‘“Savings Bank Journal”, published at New York, N. Y, July 1925, recording procceding,
at tl}e Sixth National Conference of Mutual Savings Banks at Poland Springs, Maine, June 17,118, and 19,
1925

St. PauL Pran DiscusseDp

REORGANIZATION MEETING BROUGHT OUT MANY VIEWS OF DELEGATES AND RAIL
EXPERTS

The meceting to consider the St. Paul reorganization convened at 2:15 o’clock
on Thursday afternoon Milton W. Harrison, Executive Vice-President of the
Association, presiding.

% * * * * * *

Chairman Harrison. Are the present receivers in favor of the plan?

Mr. SwainNe. I just received a telegram of interest in that connection. Mr.
Mark W. Potter, one of the receivers, who, as you probably know, was an Inter-
state Commerce Commissioner until within the last year, this morning gave out in
New York an interview from which I want to quote.

He said: “I was first inclined to favor delay, but my study of the plan has won
me conipletely over. The bankers’ proposal will stand scrutiny, it scems to me,
from any angle. They fit in perfectly with the results of the study of the St. Paul
situation made by the engineers, and not only take into consideration the imme-
diate difficulties of the system, but take cognizance of the entire picture as it is
drawn by that report, present and future combined.”

* * * * * * *

Exuareir No. 1902
[Copy of original signed letter in Kuhn, Loeb & Co., file no. 1095}

Marx W. PoTTER,
One Hundred East Forly-Fifth Sireel,
New York, June 5, 1925,
Mr. JErROME J. HANAUER,
Of Kuhn, Loeb & Co.,
62 William Sireet, New York City.

Dear Mr. Hanvaugr: I think it worth while to send a copy of the proposed
reorganization plan to Ray W. Clarke, who has written me the enclosed letter.
Clarke was in the Commission for some time, participating in the handling of
finance applications. He is an able fellow, who is thought well of everywhere and
it will do no harm to have him equipped so as to defend the plan in conversation,
ete.

Very truly yours,
(Signed) ]MARK W. Porrin.

RAILROADS AND HOLDING COMPANIES 7009

Exateir No. 1903
[Copy of typewritten copy of letter in Kuhn, Loeb & Co. file 1095]

ScauBriNg, RyaN, CLargkE & PETERSEN,
ATTORNEYS AT LAw,
First Central Bldg., Madison, Wisconsin.
Mr, Marg W. PorrER,
Room 8018, 100 E. 4bth Street, New York Cily.

Dear Mr. Porrer: I am much interested in the plan for the reorganization of
the St. Paul road which was announced in the press today, and would greatly
appreciate it if you would have a copy of the complete plai mailed to ine as soon as
it is available for distribution. Judging from the newspaper accounts, it seems to
me that the plan is a very fair one, especially from the standpoint of the stock-
holders.

Colonel Colston appears to be having his work cut out for him these days in
Washington, if the proceedings are being correctly reported in the Traffic World.
However, he usually gets away with what he undertakes, and I have not much
doubt that the Commission will take the broad view of his case.

I trust you are very happy in your new work, as I am in mine.

With sincere regards, 1 am,

Very truly yours,

MEG.
Note.—This letter bears no date, but is stamped as received by Kuhn-Loeb
& Co. T'iling Department, June 10, 1925.

(Signed) Ray W. CLARKE.

Exmsir No. 1904
[Copy of carbon copy of letter from the files of Mark W, Potter]

Novemser 13, 1926.
Hou. Epwanrp J. BuoNvAGE,
Westmanster Building, Chicago, Illinois.

Duar GeneraL: I have your letter of the 12th inst., telling me of your talk
with Judge Wilkerson and his thought that we should attend the sale. I think
this settles it and we ought to go. I think the Judge is right about it. ‘

I am wondering how we should go. Personally, I would a little rather not go
out with the reorganization people. I think Mr. Byram feels he should go with
them, but, if you think you and I should not go with them perhaps we could
combine a sort of an inspection trip. I do not know that there is anything in
my thought, but I am inclined to avoid a cut-and-dried appearance or of being
any closer to the reorganization people than to the Jameson people.

Very truly yours,
[Marx W. PorTTER.]

Exnrsir No. 1905
[Copy of original letter from the files of Mark W. Potter]

Curicaco, MiLwaugee & St. PaurL RalLway,
OrricE OF RECEIVERS,
Chicago, Illinots, November 12, 1926,
Hon. Marg W. PorTER,
100 East 45th Street, New York, N. Y.

My Dear Mg. Porrer: I came down on the train this morning with Judge
Wilkerson and he inquired if the receivers were going to attend the sale at Butte
November 22nd. I told the Judge I thought that Mr. Byram was going to, but
that you and I had not planned on doing so. The Judge said he thought you and
I should be there, unless we had private business that interferred. e thought
50 because this property being sold is in the custody of the receivers and they
ought to be there.

I told the Judge that I would write you at once what he had said and would
arrange inyself to be at Butte. I have written to Mr. Byram and presume he
will make arrangements for us, if you decide to go.

Very truly yours,
(Signed) Towarp J. BRUNDAGE.
froesongopf 16 19






