ZAILRCAD DIVISION

TRANSCRIPT OF TESTIMONY AND EXHIBITS INTRODUCED BY

MR. W. W. K. SPARROW

AT HEARING BEFORE THE UNITED STATES DISTRICT COURT,

FOR THE NORTHERN DISTRICT OF ILLINOIS, EASTERN DIVISION,
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W, W, X, SPARROFW,

called as a witness on behalf of the trustees herein, being first duly
sworn, testified as follows®
DIRECT EXAMINATION
By Mr. Dynes:

Q Will you please state your name for the record, Mr, Sparrow?

A W, W, K; Sparrow,

Q What is your occupation?

A Officer in charge of Finance, Accounting, and Real Estate,

Q Please state the principal amounts of the several classes of
mortgage bonds outstanding on property included in the Chicago, Terre
Haute and Southeastern lease on which the court in its order No, 2k,
dated August 27, 1935, suthorized the trustees to pay interest and the
annual amount of that interest,

A $250,000 principal amount, 5 per cent Bedford Belt Railway Company
first mértgage bonds maturing July 1, 1938‘ Annual interest, $12,500,

$7,287,000 principal amount Y per cent Southern Indiana Railway
Company first mortgage bonds maturing February.l, 1951, Ahnual int erest,
$291,480,

$g,056,000 principal amount 5 per cent first and refunding mortgage
bonds, maturing December 1, 1960, Annual interest, $L402,800,

$6,336,000 principal amount 5 per cent income mortgage bonds matur-
ing December 1, 1960, Annual interest, $316,800,

The total of those bonds, princiﬁal amount, is $21,929,000 and the

annual interest is $1,023,580,



Q Mr, Sparrow, will you state whether or not those interest payments
have been met in accordance with the Court's order?

4 They have been met with the exception of some minor payments where
the holders of coupons have not yet presented them for payments

Q Are those payments in accordance with the lease of the Chicago,
Terre Haute & Southeastern Railway and if they are, will you direct the
Court's attention to the provisions of the lease?

4 They are as provided for in Article 2, Section 2, of the lease,

In this connection I desire to call the Court's attention to
the fact that this provision of the lease requires the payment of inter-
est on all first and refunding mortgage gold bonds, not only outstanding
at the date of the lease but issued hereafter by the lessor and thers
have been issued to the Milwaukee $1,515,000 of first and refunding
mortgage bonds on which no interest is being paid,

Q Does the lease require the lessee, in additioh to paying the inter-
est on these bonds, to also pay the principal as it matures and if so,
will you refer the Court to the material provisions of the lease?

A Under the provisions of Article 3 of the lease, Section 1, the
lease is required to make due and pupctual payment of both the interest
as provided in Article 2, and the principal of the bonds to which I have
alreédy referred,

Q What is the first maturity of principal?

A $250,000 Bedford Belt Railway Company first mortgage 14 bonds
maturing July 1, 1938,

Q Have you a map showing the location of the property subject to the
lien of the Bedford Belt mortgage?

A Yes, I have, sir,



MR, DYNES? If your Honor please, I ask that that map be marked for
identification next in series of this date, and I offer it in evidence,
(Whereupon the said document so received in evidence

by the Court was marked Exhibit 9, 6-20-38, and is

returned herewith and made a part hereof)

MR, DYNES: It differs from that (indicating) mep only in detail as
to the Bedford Belt Railway Company property.

THE WITNESS: The map shows in green the owned lines of the Terfe Hantoe
which extend from a point just south of Chicago Heights, Illinois to
Westport, Indiena, and in red the lines that are subject to the first
lien of the Bedford Belt mortgage.

In thé insert there is shown in red on a larger scale the lines
of the Bedford Belt Réilway which commence at a point marked "AY on the
map about 0,79 of a mile from the Bedford depot and extending 4,66 miles
to a point near Oolitic, Indiana,

This main line together with the side tracks as indicated in
the small map of 9.34 miles make a total of 1l miles and comprise the
property subject to the first lien of the Bedford Belt mortgage,

Q State if you know whether the principal maturity of the Bedford Belt
* bonds, to which you have referred, is the pa§hent on which the trustees
are asking authority now,

A They are the bonds on which the trustees.are asking the Court's
instructions in regard to the payment thereof,

Q Yes, sir. State if you know whether, if the principal amount of
these bonds is paid aé pfovided for in the lease, there are rights to be

acquired by the railroad trustees and if so, what they are.



A The railroad trustees have the right to hold these bonds umcancelled
in their treasury, In addition to that, as pro§ided for in the lease,
when the lessee shall have fully complied with its obligations under the
lease, fhe trustees have the right to exchange these bonds for a like
principal amount of the Terfe Haﬁte first and refunding bonds,

Q@ What is your documentary authority for that?

A Article 5, Section 5, Paragraph B of the lease,

MR, DYNES: There is but one lease, your Honor, and we are always
referring to Exhibit 1 when we refer to the leass,

Q Will you state, if you know, the amount of stock of the Terre Haute
outstanding?

A The stock certificate register of the Terre Haute shows there are
41,729,95 shares outstanding at the present time,

Q How many of those shares is the property of the trust estate?

A 140,470,95 shares,

Q Will you state, if you know, how the stock, which is the property
of the trust estate, was acquired?

A Article 12, Section 1 of the lease; it was acquired under that
provision of the lease at a price of $10 a share,

Q Will you refer the Court to the provisions of the by-laws and income
mortgage of the Chicago, Terre Haute & Southeastern Railway Company re-
garding the voting rights of income bonds?

A Article 1, Section § of the by-laws and Article 10 of the income
mortgage provide that the holders of income bonds are entitled to one vote
for each $100 principal amount of such bonds,

Q Will you state how many votes the income bondholders would have on
the basis of the amount of such bonds now outstanding in the hands of the
public and how that mmber compares with the total number of votes of

stockholders?
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A The fncome bondholders on the basis of the bomds now outstanding in
the hands of the public would have 63,360 votes and the stockholders
would have 41,729.95 votes,

Q Does the trust estate own any of those voting bonds?

A The income bonds? No,

Q State what the facts are in respect of whether the trustees are
meintaining separate books and accounting records of the operations of
the Terre Haute Railway?

A Separate books and accounting records of the operations of the Terre
Haute have been maintained since July 1, 1935,

Q VWere accounting instructions issued governing the keeping of such
records? |

A They werse,

Q Under whose directions?

A Mine,

Q Have you a copy of the instructions?

A 1 have,

MR, DYNES:' I offer in evidence as Exhibit 10 of this day, a copy of
the instructions now alluded to by the witness,

(Whereupon the said document so received in evidence
by the Court, was marked Exhibit 10, 6-20-38, and is
returned herewith and made a part hereof)

MR, DYNES: Q Have you prepared an exhibit, Mr, Sparrow, showing for
the first two full calendar years of operation since these accounting
instructions were issued and complied with, the expenses and net income
to the Milwaukee safter paying the Terre Haute rent?

A I have,

Q- Is this (indicating) a copy of that exhibit?

A Yes, it is,



MR, DYNES: I desire to offer in evidence as Exhibit 1l of this date
the exhibit just referred to by the witness,

(Whereupon the said document so received in evidence
by the Court, was marked Exhibit 11, 6-20-38, and is
returned herewith and made a part hereof)

MR, DYNES: @ Have you prepared a similar exhibit, Mr, Sparrow, show-
ing results of operations for the first three months of the present
year, 19387

A I have,

Q Is this (indicating) a copy of that exhibit?

A It is,

MR, DYNES: I desire to offer that in evidence as Exhibit 12 of this
date,

(Whereupon the said document so received in evidence
by the Court, was marked Exhibit 12, 6-20-38, and is
returned herewith and made a part hereof)

MR, PFLAUM! Mpy I see that last exhibit, your Honor?

MR, DYNES: We will give you a copy of it,

Q Have you any comments to make on that last exhibit, Mr, Sparrow?

A I havse,

Q Will you meke them?

A With the leasing of the properties of the Terre Haute, its operations
and accounts were consolidated with those of the Milwaukee, Because of
thig congolidation of accounts it was thought desirsble, when khe debtor
filed its petition in bankrupicy, to keep, in addition to the consolidated
accounts, separate books and accounting records that would show the earn-
ing value of the Terre Haute to the Milwaukee, As I have jist stated,

such separate books and accounting records have been kept éince July 1, 1935,
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I believe that the accounting instructions, which have been introduced
as Exhibit 10 of this day, and the separate books and accounting records
maintained in accordance with those instructions, are comprehensive and
complete,

Turning now to the revenues:! Line § of Exhibit 11 of this date
shows the revenues from the commercial business, $5,253,877 in 1936 and
$5,027,568 in 1937,

The revenues as shown from this commercial busginess are the
revenues accruing to the Terre Haute in connection with the tariffs and
divisions with other roads now in effect and which the Milwaukee now
collects and includes in the consolidated accounts,

Line 12 shows the revenue credited to the Terre Haute on the
haul of Milwaukee Company coal, that is coal used by the Milwaukee beyond
Chicago. It does not include any haul of that coal on the Terre Haute
used by the Terre Haute, $2,106,406 in 1936 and $1,992,009 in 1937,

In the year prior to the leasing of the Terre Haute, the
Milwaukee purchased almost 70 per cent of this company coal from mines
on other lines serving the Illinois and Indiana coal fields, The principal
ones were the C,& E,I,, Illinois Central, the Terre Haute and the Pennsyl-
vanla, and in that year it paid out to those foreign roads frelght charges
for the movement of this coal $2,970.000.

THE COURT: What year was that?
THE WITNESS: The lease was entered into on July 1, 1921, and that was
for the twelve months preceding,
THE COURT: TYou were all over this twelve or thirteen yéars ago,
THE WITNESS: We were,
Now, I would 1ike to call the Court's attention to the fact thab

the Milwaukee is still acquiring 70 per cent of this company coal from
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mines on the Terte Hemte, In 1929 it was T1.94 per cent, In 1933 it was
72.78 per cent, In 1935 it was 72.02 per cent, In 1936 it was 71,73 per
cent, In 1937 it was 72,63 per'cent. So that although about seventeen
years héve elapsed since the lease was entered into, the Milwaukee is
8till acquiring about the same percentage‘of this company coel from the
Indiana fields that it previbusly acquired in Indians and Illinois fields
from mines on lines of foreign roads instead of from mines on a line
reached by its own railroad,

I desire to call the Court's attention to the fact that the
revenue credited to Terre Haute for the haul of this company coal, as
shown by Exhibit 11 of this date,is not paid by the Milwaukee to the

" Terre Haute, but it is the revenue that would accrue to the Terre Hamte
for the haul of this coal if it moved on commercial way.bills at tariff
rates,

In determining these revenues the Terre Hamte is given a div-
igion of the through rate to the poiﬁts on the Milwaukee fo which the
coal is billed, The accounting instructions, Exhibit 10 of this date,
require the freight auditor to compute this revenue from the way bills
for each shipment, applying tariff rates and divisions of the rates, using
as destinations selected points on the Milwaikee which give the Milwéukee
the most favorable diﬁisions. This is the practice that was in effect
prior to the leasing of the Terre Haute, 3By getting a diviéion the
Milwaukee pays less than if it paid the local rate to Chicago,

Turning now to the matter of Operating Expenses, Maintenance of
foy and Structures, Except for minor items these are actual allocations
for the costs incurred in maintaining the lines of the Terre Haute.

In the matter of locomotive repairs, the Milwaukee maintains

for all of the locomotives owned by it and by the Terre Hante, récorde

showing the cost of repairs made to sach locomotive, Repairs are made to



16cqmotives both in Terre Hante and Milwaukee shops, For locomotives
usei on the Terre Haute it is charged with its proportion of the cost of
such repairs, as included in system accounts, in the ratio that the miles
run by each locomotive on Terre Hante lines are of the total miles run,
Turning now to the matter of freight train car repairs, Because
of the prohibitive expense, the Milwaukee does not maintain a record of
the repairs by individual freightrcars. Repairs to system and foreign
' freight train cars are made on both Terre Haute and Milwankee lines, and
a charge ig made to the Terre Haute account repairs made to its freight
train cars on the basis of the system average cost per car per mile,

Depreciation charges are the charges account Terre Haute owned
equipment made in accordance with the rates prescribed by the Interstate
Commerce Commission and included in the operating expense accounts of the
Milwaukee system,

The transportation expenses, except for minor items, are an
actual allocation of the costs incurred in operating the lines of the
Terre Haute,

Railway tax accruals are actual,

In the matter of equipment rents; for Milwaukee locomotives used
on Terre Haute lines, the Terre Haute is charged rental based on interest
at 5 per cent on the estimated reproduction cost new, depreciated H0 per
cent, plus depreciation at 3 per cent on the reproduction cost néw, and
is credited with a similar rental charge made against the Milwaukee for
Terre Haute locomotives assigned to the Milwapkes,

In the matter of freight train cars, a dasily record is maintained
of the count of Milwaukee owned and foreign owned cars on Terre Haute lines
and of Terre.Haute owned cars on the Milwaukee and other roads, The

Terre Haute is credited with the standard charge between foreigﬁ roads of
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$1.00 per day for the use of its cars on Milwaukee and foreign lines,
thé'sameiqharge is made against the Terre Haute.for all foreign cars and
Milwauke; owned cars used on its lines, with the exception that no charge
is madéfagainét it for any empty Milwaukee coal cars when the total system
coal caré'on its lines are in excess of four for each loaded car. The
reason f&f this is that in operating the Terre Haute as a part of the
system,fcdnsideration is only given to operating efficlency, and the
Milwaukée; in the interest of good operation, often stores coal cars on
the Terre Haute in excess of losding requirements,

Now, line 34 of Exhibit 11 of this date shows that the income
of the Terre Haute, before rental, was $2,998,588 in 1936, or 2,9 times
the interest rate; $2,854,169 in 1937, or 2,76 times the interest rate,
and the net income, line 38, or gain to the Milwaukee from the operation
of this property under the lease, after rental, was $1,966,546 in 1936,
and $1,820,687 in 1937, or $3,787,233 for the two years.

Now, because it was thought that it would be the clearest and
simplest way of doing so, the net income or gain to the Milwaukee as shown
in this exhibit was arrived at by allowing the Terre Haute tariff rates
for the haul of Milwaukee Company coal and other material, |

Now, lest this might gppear to produce an artificial result
because, &8 I have just stated already, this company coal moved on company
billing and tariff rates are not charged and they are not paid by the
Milwaukee or collected by the Terre Hamte, but unless that would seem to
produce an artificial result, I want to say it does not mgke any differ-
eﬁce in the final analysis whether you allow the Terre Haute tariff rates
for the haml of this company coal or nothing at all and include the cost
of hauling the company coal in its operating expenses, You would arrive

" at exactly the same result, and I will demonstrate that.



Assume that nothing is allowed in Exhibit 11 of this date in the
révenues for the haul of this company coal and assume that all the cost of
hauling still remains in the expenses; on this basis the Terre Hante would
be operated at & loss by the Milwaukee in 1936 of $242,L460, and in 1937
it was $239,185, or a totsl loss for the two years of $481,645,

In the same period, however, the Milwaukee would have saved the
peyment of freight charges of $U,268,878 which it would have to pay had it
not had the Terre Haute lease, Deducting from this saving in freight
charges the loss from the operations that I have just referred to, the net
gain to the Milwaukee for the two years is $3,787,233, The same figure
is arrived at by allowing a credit of tariff rates for the haul of this
company material,

Now, before I leave that question as to whether the inclusion of
tariff rates or no inclusion of tariff rates mekes any difference in thse
final results, I would like to refer the Court to the report made to it
by its trustees, That report was made pursuant to provisions of Section
77+ Paragraph C, Sub-Section 9 of the Bankruptcy Act,

MR, BURGESS: I assume if that is in the record there is no reason for
having the witness read it.

THE COURT: He may comment on it,

THE WITNESS: I am making comment on a report that has been made to the
Court,

THE COURT: Of course, everything is a part of the record in this hear-
ing, Suppose you indicate that as correct in the record,

MR, DYNES: Only a part is materiai to this hearing and only that part
does the witness desire to make allusion to,

THE COURT: All right,
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THE WITNESS: Now, the regort w#s signed and prepared by trustees
Haight and Cummings, Mr, Scand:ett, as the former president of the corpo-
ration, of course did not participate,

In dealing with the question of the Terre Haute, trustees Haight
end Cummings had this to say on that question of tariff rates, or whether
there should be & charge for tariff rates or not, I quote,

"In considering the question of whethe¥ the Tarre Haute

was or was not profitable to the St, Paul it is clear that
if no sllowance or only a partial allowance is made in the
Terre Haute revenues for the haul of the St, Panl Company's
locomotive fuel, the difference between the amount allowed
and the tariff rate remains in the treasury of the St, Paul
Company."

I have no further comments to meke on that exhibvit,

Now, as to Bxhibit No, 12, that shows the gain to the Milwaukee
in the same manner I have described as to Exhibit 12 for the first three
months ending March 31, 1938, and I have no comment to meke except to
state that the exhibit shows that for the first three months of 1938, the
net income or gain to the Milwaukee after rental was $Ul5,828,

MR, DYNES: Q Are you through with your comments now, Mr., Sparrow?

A Yes,

Q At the hearing of August 26, 1935, there was introduced as Exhibit U,
a statement of the net earnings and expenses, You introduqed that state-
ment, did you not?

4 I introduced Exhibit Y, yes,

Q Is this (indicating) a copy of that exhibit?

4 Yes, sir,

MR, DYNES: I would like to introduce at this time, or reintroduce g
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copy of that exhibit for the convenient handling of the matter in this
proceeding and I offer it in evidence as Exhibit 13 of this date,

(Whereupon the said document so received in evidence

by the Court, was marked Exhibit 13, 6-20~38, and is

returned herewith and made a part hereof),

MR, DYNES: @ For this record will you please state the net income or
gain to the Milwaukee after rental for the years 1933 and 19347

A As shown by Exhibit 137

] Yes,

A $1,925,892 in 1933 and $1,792,760 in 1934, Those figures are again
the net income or gain to the Milwaukee after rental from the operations
of the leased property.

Q State if you know whether there are any additional benefits from the
operation of the leased property than those indicated?

A I think there are,

Q Do you wish to make any comment as to the nature of them?

A Well, there are revenues accruing to the Milwaukes on business origin-
ating on the Terré Haute to points moving on the Milwaukee beyond Chicago,
principally coal shipments from mines located on the Terre Haute,

In the last five years those revenues have run between $700,000
and $800,000 per annum, Exhibit 5, which I introduced at the hearing
before this Court on August 26, 1935, showed these revenues amounted to
$755,459 in 1933 and $813,320 in 193k,

Q FWhy did you not include those in your figures in the exhibits?

A As a part of the gain to the Milwaukes?

Q Yes, sir,

A For the reason that although I believe that if we did not have the
Terre Haute lease there would be some loss in those revenues to the Mil-

waukee, the amount cannot be determined and it is somewhat speculative,
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Q Wll you. state, if you know, what the principal industries are that
are served by the Bedford Belt Reilway Company on which this maturity is
to accrue?

A The Bedford Stone industry.

Q For what structural purposes is that product used, Mr. Sparrow?

A It has been used all over the country, all over the United States
for public and commercial buildings and finer residencés.

Q State if you know whether there is anything unique or wusual that
accownts for the popularity of that stone.

A Well, it is my understanding that there is no other developed
deposit of limestone in the United States equal in quality to the Bedford
stone.

Q What are the facts, Mr. Sparrow, in respect of whether the lines
subject to the Bedford Belt Railway Company mortgages are now earning
interest on the bonded obligations?

A I am satisfied there are not.

Q Does your answer mean full interest?

A I am satisfied that as to the lines subject to the Bedford Belt
mortgage, taking the accrued revenues and deducting expenses, they are not
now earning any interest.

Q Have you made any recent investigations of the carnings of the lines
subject to that mortgage to determine what their past earnings have been?
A Well, an investigation was made to determine the earmings of these

lines for the years 1936 and 1937. That investigation showed that they
had en operating deficit before interest in 1936 of approximately $1,500
and about $8,000 in 193%7. It also showed that if there be taken into
accowmt the estimated income available for inte.rest accruing to the system

on the movements beyond the lines of the Bedford Belt Railway, the total
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income available for interest. in 1936 was about $9,000 in excess of annual
interest requirements and in 1937 about $6,000 or approximately half the
interest requirements,

Q@ To what do you attridbute the lack of earnings?

A As a result of the depression there has been a severe decline in the
number of new buildings constructed throughout the country and consequent-
ly there has been a much smaller movement of this stone,

Q Will you now state if you have records from which the revenues from
the Bedford Belt Railway can be determined with respect to pre-depression
years?

A The way bills prior to 1932 have been destroyed, We do, however,
have the Bedford agent's records showing the finished stone shipped from
nills on the Bedford Belt going back to - - well, we took them for 1929.

We have them for other years,

Q Did you determine the number of carloads of finished stone?

A Yes, we made that determination and the number of carloads was 1,863.

Q How does that compare with the shipments of finished stone in the
years 1936 and 1937 on which you have just commented?

A 337 in 1936 and 249 in 1937.

Q State whether you can mgke an estimate of the income availeble for
interest of the Bedford Belt in the year 1929,

A We made an estimate based on the revenues per car of the Bedford
Belt in 1936 and 1937, and its expenses of handling this business as
determined by our studies for the two years which enabled us to mske an
approximate estimate of the earnings in 1929,

Q What were the approximate earnings?

4 The approximate estimate showed that the income available for inter-

est on the Bedford Belt lines in 1929 would have been $28,000
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Q How does that compare with the interest obligation for the year?

A About 2-1/4 times,

Q Can you state the views, Mr, Sparrow, of the trustees of the debtor
estate on the question of whether this property, Bedford Belt Railway
Company property, should be abandoned?

A The trustees do not think the line should be abanoned, their traffic
department having advised them that in i1ts opiniom it is an important
piece of mileage that should be retained,

Q State, if you can, the number of Terre Haute owned units of equipment
retired and not replaced as of December 31, 19377

A 2,672 units of equipment.

Q Will you direct the Court's attention to the provisions of the
Chicago, Terre Haute & Southeastern Railway Company mortgagzes governing
the replacement of the Terre Haute owned equipment retired which is
subject to the liens of those mortgages?

A Article 3, Section 7 of the first and refunding mortgage goverans the
replacement of equipment and I would like to read the material part of
Section 7 of Article 3, which reads as follows!

"It (the Railway Company) will at all times make
replacement of any and all eﬂgines, cars and other equipment
described in Schedule A, and of any and all other engines,
cars and other equipment at any time hereafter subject to
the Southern Indiana First Mortgase as a lien prior to the
lien of this indenture, which shall be or become wora out,
lost, destroyed or otherwise disposed of, to suche xtent
that at all times the efficiency and capacity of the equipment

so subject to said first mortgage shall be fully kept,"
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Now, Article 1, Section 1, of the Southern Indiana Supplemental
Mortgage and Article 3, Section 7, of the Income Mortgage also provide
that replacements shall be made to0 such extent that at all times the
efficliency and capacity of the equipment subject to the liens of those
mortgages shall be fully kept up.

Q I desire to call your attention to Paragreph 5 of the petition,
particularly the figure of $7,106,149, and ask you if you desire to make
eny comments on that paregraph,

A I desire to state that the figure of $7,106,149 is the estimated
cost as of December 31, 1937, of acquiring new equipment having equal
capacity to that of the equipment to be replaced,

Q What about equal efficlency?

A TWell, new equipment acquired today would, in my opinion, have greater
efficiency than equipment acquired many years ago,

Q@ State, if you know, how the replacement can be made at less cost than
the cost of new equipment,

A By making the replacement with used or second hand equipment of equal

efficiency and capacity as actually has been done since these mortgages

were placed upon the property,

Q Have you given any consideration, Mr, Sparrow, to the matter of re-
placing the equipment in a practical and economical way with used equipment
owned by the trust estate?

A I have considered the practicability of making the replacement with
equipment owned by the trust estate, not subject to the lien of an equip-
ment trust, which would have equal efficiency and capacity, the depreciat-
ed book value of which as of December 31, 1938, would be approximately
$2,173, 467, |

Q How could this be done?
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& The plen now before the Interstate Commerce Commission filed by the
institutional investors provides for the cancellation of the present
mortgages and the placing of new mortgages upon the property, If this or
some other plan should be adopted, which also provided for the placing of
new mortgeges upon the property, then 1t is practicable to hold out and
not subject to the liens of the new mortgages sufficient equipment owned
by the trust estate, not subject to the lien of any squipment trust, which
would in my opinion be of equal efficlency and capacity to the equipment
that has been retired and not replaced, and assign, free of liens, all
right, title, and interest in the equipment to the trustees of the re-
gpective Terre Haute mortgages, and, subject to the liens of those mort-
gages, to the Terre Haute Corporation,

Q Mr, Sparrow, the petition on hearing states that the trustees will
have monsy available with which to meet this maturity of $250,000 on July
1, 1938. As officer in charge of finance, will you state the facts in your
knowledge in that regard?

A I now estimate that the trust estate will have on June 30, 1938,
$5,300,000 cash,

Q What is your understanding of the trustees' recommendation with re-
spect to this payment?

A It is the opinion of the railroad trustees that the Terre Hante lease
is a valuable asset and one which should be preserved for the trust estate
and that this payment should be made in accordance with Article 3 of the
lease,

MR, DYNES:. That, if the Court please, concludes our cagse unless rebuttal
is necessary after cross-examination,

MR, BURGESS: I have a few questions, your Honor, that I would like to
ask the witness, 3Before doing so, however, I will state that I éntered

into a stipulation with Mr, Dynes and served a copy of this stipulation
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of facts on all the parties on the 10th of this month with notice that I
would present it at this hearing and I should like to have that presently
made a part of this record because if there is any objection I should like
fo interrognte the witness about the facts that are therein agreed to.
Otherwise it will materially shorten the proceeding and I would like to
ask that this stipulation be received in evidence as the next serial
numbered exhibit which I believe is Exhibit 1k,

MR, PETER: I wish to offer an objection to the reception in evidence
of that part of the stipulation which is set forth under Roman numeral I,
and the exhibits which are a part of that, The grounds of the objection
are first, that the fact of filing the proposed plan of reorganization
referred to in the exhiblt to the stipulation and the proposed plan of
reorganization itself are immaterial to the question presented by the
trustees' petition this morning,

Secondly, that the proposed plan of reorganization has no
probative effect, being a mere proposed plan and not an adopted effective
plan.

~Third, that the right of the Terre Haute to be paid the rental
by the trustees for their use and occupation of the leased road is not a
right that has to be worked out during the reorganization plan but is
within the sole Jjurisdiction of this court,

MR, BURGESS: I might state, your Honor, so as to make the matter
intelligible to the Court, that this stipulation covers two matters in
general, The first matter to which Mr, Peter has been addressing himself
is g stipulation as to the facts of the proceeding %bVefore the Interstate
Commerce Commission, together with copies of the plan prepared by the
group which I represent and the debtor's proposed modifications, That

plan and modifications were filed by the Interstate Commerce Coﬁmission
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in this Court on June 10th of this year pursuant to the statute, I simply
present it here for convenience,

THE COURT:- There is no controversy about the facts, The objection goes
to the materiality,

MR, PETER: -That is it, to the admissibility,

THE COURT: Well, it may be recelyved subject to your oquction.

MR, PETER: May the record show my objection goes to the whole document,%
then, instead of part one as I 1l$mited it in the early part of my staxé—
ment?

THE COURT: As far as the facts stated in the stipulation are concerned,
there is no controversy, Is that right?

MR, BURGESS: The second part, your Honor, relates t§ the acquisition
of the stock of the Terre Haute by the Milwaukee Reilroad togethsr with
the statement of the common officers and common directors,

THE COURT: I understand Mr, Peter's objection is based on the ground
that the facts stated in the stipulation are immaterial,

MR, PETER: In part one, I have no objection to the matters being
introduced that are found in part two of this stipulaxion,

THE COURT: Very well, It will be received in evidenée subject to his
right to argue the materiality of it,

(Whereupon the said document so received in evidence
by the Court, was marked Exhibit 1L, 6-20-38, and is
returned herewith and made a part hereof)
CROSS-EXAMINATI ON
By Mr, Burgsess:

Q I have here, Mr, Sparrow, the Financial and Commercial Chronicle of
June 11, 1938, which shows on page 3776, that for that woek the bid and
asited price on Chicago, Terre Haute & Southeastern Rallwsy Company first

five per cent bonds of 1960 was 46 bid and U6-1/2 asked, May that be
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agreed to as showing what the market price was as of that week?

MR, DYNES: I do not dispute that that may be the market price but I
desire to make an objection to its admissibility as proof or disproof of
anything at issue,

THE COURT: It may be received subject to objection,

MR, PETER: I wish to object to the offer on the ground that it is
immaterial and irrelevant,

THE COURT3 It may be receivsd,

What bonds are they?

MR, BURGESS: Those are the Terre Haute bonds, your Honor, that the
trustees could rsecelve in exchange for these Bedford Belt bonds if they
paid the Bedford Belt bonds off, They pald $250,000 for the Bedford Belt
bonds. They could exchange those far these $250,000 Terre Haute bonds
that are now selling in the market at a price below 50,

THE COURT: What happens if they do not pay the Bedford Belt bonds?

MR, BURGESS: Qur position is that nothing will happen,

o

THE COURT: Well, I suppose they can foreclose,

MR, BURGESS: Who could foreclose?

THE COURT: The bondholders,

MR, BURGESS: Why, they could if they were so minded and the Court did
not enjoin them from so doing, but the Court has more than ample power to
say to these bondholders - -

THE COURT: Well, I do not know what the Court will do after this case
has been pending for more than three years,

MR, BURGESS: Well, the plan that is now before the Commission was
submitted to the Commission in January of this year, The debtor filed a
modification which they recommended, The Commission held prompt hearings

on that. The matter has been submitted to the Commission on briefs filed
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the filrst of this very.month and is now under consideration by the
Commission and that, of course, is a matter I desire to call your
attention to after the record is made up,

THE COURT: I suppose, strictly speaking, if the principal is not paid,
the trustee can foreclose,

MR, BURGESS: Yes, unless the trustee is in court and can be enjoined,
and the Court has such jurisdiction of this property as yéu say it has'so
that it is a part of this present proceeding. Our position is that these
trustees today have the whole property of the Terre Haute in their custody.

Q Mr, Sparrow, do you have under your control the operating records
and financial records of the trustees of the debtor?

A I have the acéounting records and financial records; yeé.'

Q What do those records show as to the net railway operating income for
the first four months of this present year 1938 for the system now being
operated by these trustees, including the Terre Haute? I mean by net
railway operating income that term as it is defined by the Interstate
Commerce Commission?

A Well, I do not have those flgures with me but if it will satisfy you,
I will tell you what it will be for the first six months, We are prac-
tically there,

Q No, I am not interested in your prediction as to what it will dbe,

I am interested in what it is as reported to the Court, I now.hand you
a document entitled Chicago, Milwaukee, St, Paul and Pacific Railway
Company Finenclal and Accounting Departﬁents Reports of Revenuses and
Expenses for the Month of April, 1938, in Comparison with the Same Month
in the Preceding Year, and I ask you to state what that shows as to the
net railway operating income for the period from January to and including

April 19387
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A The net operating income, The net operating railway income as

shown by the statement you have just handed me is $118,032 for 1938,

Q How doss that compare with 1937?

4 . It compares with $2,339,701 for 1937.

Q That is, the net railway operating income of this property for the
first four months of this year is epproximately $11g,0007

A That is right,

Q What is the annual interest on the funded debt of the debtor? Do you
recall that figure? I have here the figure of $23,705,163. Does that
correspond with your recollection?

A Well, I would not say that is the figure under the accounting rules
of the Commission because when anything matures and is not paid, it be-
comes interest and unfunded debt., DBut your figures are correct, forgetting
that technicality, so to spesk,

Q The trustees were paying intérest on some interest - -

A I would say that about § million dollars of that 23 million dollérs
is interest on the adjustment mortgage bonds,

Q@ That is included in the 23 million dollars?

A Yes, sir,

Q The trustees were paying same interest on their general mortgage bonds,
and full interest on the Milwaukee and Northern bonds, the borAs of the
subsidiary, until recently, were they not?

A That is correct.

Q And when did the trustees discontinue paying interest on the general
mortgage bonds?

A I think with the end of 1976,

@ When did they discontinue paying interest on the two issues of the

Milwaukee and Northern bonds?
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A The first mortgage bonds we pald up to Juns 1lst of this year and
there has been no action tsken by the trustees,

Q And no payment made as to the June lst maturity of interest?

A No, not as yet on the first mortgage or the consolidated bonis,

Now, I forget when the last payment was made on the consolidated bonds,
It was some time last year.

MR, PETER: Your'Honor, may I enter an objection to this line of inquiry
on the ground that it is immaterial and irrelevant what the debtor is
paying?

THE COURT: I will hear you later on the question of materiality, Most
of these figures are a matter of record here in court anyway.

MR, BURGESS: I think that is correct,

THE WITNESS: Yes, wo file with the court once a month the income
account.

THE COURT: You are picking out something that is already before the
court,

MR, BURGESS: @ Are you familiar with the report made by the Bureau of
Valuation of the Interstate Commerce Commission in the Chicago, Milwaukee,
St, Paul and Pacific Railread Company reorganization on elements of value
of the debtor's property, this report having been filed on April 5, 1936?

A Well, I could not say I am very familiar with it, I know #hat it
showed as cost of reproduction new less depreciation, but I am not very
familiar with it,

Q Will you say what the cost of reproduction of the Terre Haute, in-
cluding its subsidiaries, was as found by the Interstate Commerce Commiss-
ion for December 3L, 19357 I ask you about the cost of reproduction less
depreciation and the valne of lands and rights,

A I do not understand the Interstate Commerce Commission made any find-

ing as to the reproduction cost new or any other figure about the Terre
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MR, BURGESS: I have this (indicating) and I can abbreviate it, your
Honor, I have the testimony of Mr, Sparrow before the Interstate
Commerce Commission,

THE WITNESS: I could not give you 1921 because the property became
lesased to the Milwaukee in July, 1921,

MR, BURGESS: Q I have your testimony before the Interstate Commerce
Commission, Mr, Sparrow, in which you stated ax-page 139, "For the three
years ended June 30, 1917, the average net railway operating income was
$9lUly, 453, For the year 1917, $870,610." Do you know whether those
figures are correct?

A Anything I stated is correct.

Q@ I hand you the report and ask you whether you can tell me what the
net raillway operating income was for that three year period ending 1917,

A Didn't you just state what my testimony was?

Q Are those figures correct?

A Yes, sir, I will admit that,

Q I presume you recommended to the trustees that this Bedford Bél@
maturity be paid on July 1, 1938,

A I sat in several discussions with railroad trustees and gave them my
viewon it,

Q Well, now neither you nor the trustees have any interest in the
leasing arrangement as such, either presently or as a part of the capital
structure of the reorganized company, have you?

A The only interest we have is in operating the trust estate to the
best interests of the trust estate and dealing with matters that come
before us in what we consider to be an equitable and Just manner,

Q 3But, you are not at all interested in whether ths reorganized company
should be a consolidation of the Terre Haute with these other properties

or whether this leasehold should be destroyed, are you?
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A I am not interested at all., That will all be tried out by the
Commission and the Court and whatever they decide will be satisfactory

to me,

Q You are not interested in having the trustees affirm or disaffirm
this particular lease, are you?

A I will say I have at this time quite a bit of interest in it,

Q That is, you have an interest, as I understand you, - - your thought
is that if this maturity is not paid off there will be a default and
thereupon certain untoward events will transpire that will injure, in
your opinion, the trust estate and that is the reason you recommend the
payment, is that right?

A TWell, you asked me whether I or the trustees had any interest in the
disaffirmance of this lease, I told you I had a great deal of interest
in it,

Q TYou do not want it disaffirmed?

A I think it would be very costly to the trust estate,

Q On the other hand, you are not asking for any action affirmatively?

A We have asked the Court for instructions,

Q You are not interested, so long as this property is retained as a
part of the trust estate, whether ths reorganigation company represents
the consolidated company, or whether it represents the discont inuance of
this 999-year lease,

A I haven't any interest in the outcome of this reorganization except-
ing to hope that it will be speedily accomplished and the railroad put
back on its feet again,

Q And that has nothing to do with your recommendation or the decision

of the trustees that this maturity'should be paid off?
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trustees and the recommendation I made to them ig in the interest of the
operation of the trust estate entrusted to the care of the trustees under
the jurisdiction of this court,

Q@ And your only reason, then, as I understand you, for recommending the
payment of this maturity is that you believe that if it is not paid, a
default will be created that might result in injury to the trust estate,
is that right?

A If the lease is not disaffirmed and is not paid, yes. I would like
to qualify that question, If you mean the lease is not disaffirmed and
the payment is not made, then the only concern I would have is in another
default, Now, there are two questions, One is what would happen if the
lease was disaffirmed prior to July lst and payment not made, or the
lease not disaffirmed and then default occurs in payment,

Q And your recommendation is that this shall be paid off so a new event
of default would not be created on July 1, 1938, |

A No, not entirely that, It is the consequences of the new event of
default if this payment is not made and the lease not disaffirmed.

Q@ And that is the reason you are making this recommendation and not for
anything that has to do with the setup of the new company., Is that
correct?

MR, DYNES: Just a minute, As I understand you, you are excluding from
your question any element of benefit to the trust estate from the earnings
during the time the trust estate holds and operates this property,

MR, BURGESS® No, I am trying to find out, Mr, Dynes, just why this
witness, who is the financial officer of the trustees, has recommsnded

this maturity be met on that date and I think he has answered the question,
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Q@ I want to ask you this!: Nothing has happened in regard to these
7 million dollars of other defanlts under this lease, has there?

MR, PETER: I object to that on the ground it assumes there are
7 million dollars of defaults,

THE COURT: Well, answer the question,

THE WITNESS: Well, I will state it in this wey: There has been no
action taken by the trustees of any Terre Haute mortgage or by the
Terre Haute itself in respect of failure to replace the equipment.

THE COURT: I understood you to say you had complied substantially
with that provision,

THE WITNESS: "No, we have not, No, I stated in my direct evidence,
your Honor, that there were some 2600 units of Terre Haute equipment that
had been retired and not replaced and that constitutes -- maybe I am
undertaking to give;legal opinions but, as I understand it, it constitutes
a default under the mortgzage but the mortgage trustees have not declared
an event of default,

MR, BURGESS: @Q The fact of the matter is, Mr, Sparrow, your answer
says there are vacancies in equipment constituting defaults to the extent
of 7 million dollars. Is that correct?

4 Well, I will say it is not correct as to the liability under the
mortgage. 1 know what it was intended to state and, as Mr, Dynes said
in his opening statement, that is the estimated cost to replace equipment
new_and not the liability of the trust estate or the liability in the
correct view of these defaults,

Q That is, it would cost 7 million dollars if the trustees were to
cure these defaults by turning over new equipment to the Terre Hauts,

That is approximately correct, is it not?
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A It would be the estimated cost as of December 31, 1937, for new
equipment sufficient in capacity to fill those vacancies, That 1s not
the liability under the mortgages or the lease,

Q Your testimony here is to the effect that in your opinion that could
be cured by turning over not 7 million dollars worth of new equipment but
other equipment that would have a present value of something like 2 million
dollars,

A Yes,

@ That is the net of it, but there are these defaults. Now, under your
consideration of these documents, this lease and mortgages, that event of
default should be tsken advantage of not only now, but could have been
taken advantage of in the past and could be taken advantage of in the
future at any time for the purpose of accelerating the entire 21 million
dollars in bonds of the Terre Hasute on six months' notice,

A Yes, they would have to give six months' notice,

Q 4And if you did not pay the Bedford Belt bonds in the amount of
$250,000 on the firsf day of July, 1938, it would simply be another event

of default, would it not, Mr., Sparrow?

A With the very important difference that the trustees of the first and
refunding bonds and the trustee of the income mortgage bonds have the
right to give immediate notice that the principal of their bonds, some
15 million dollars, is due and payable and according to the advice I have
received from our counsel, those bonds would then be an obligation of the
trust estate,

Q So your recommendation and your conclusion has beeh based on thess
assumptions that you have now stated, is that corrsct?

A Well, I would not call them assumptions but they are.based on those

opinions,
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Well, you believe those to be true?
I believe them to be so,

Next year, 1939, you have two maturities of the Milwaukee and

Northern bonds, do you not?

A

Q
A
Q
A
Q

Yes,

And they aggregate approximately 7 million dollars, do they not?
That is correct,

And you ere not recommending those be paid off at maturity, are you?
Well, I do not think I will be recommending when they mature,

Tou state you have approximately 5 million dollars worth of cash

in your treasury now?

A
Q

Yes,

In your opinion, how much cash do you need to cover working capital

for this property?

A
Q
'_.;a
Q

it,

A

How much working capital?

How much cash 4o you need as working capital?

Well, working capital is used so loosely --

"Well, you testified before the Interstate Commerce Commission about

You have an opinion,

Well, I have an opinion of the necessary money after interest to

sngble the company to meet its bills for material and psyrolls, I say

after interest, I would say about 4 or 5§ million dollars, You can get

along with 3 million,

Q
A

For how long?

‘Well, if that 3 million is kept constant, you can gét along continu-

ously just to meet your payrolls and your materisl bdbills if you always

. have three million dollars in your bank,
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Q A4s the financial adviser of the trustses, would it bé your opinion
that 3 million dollars would be adequate cash working capital to operate
this trust estate?

A Under present conditions, paying nothing, practically, but payrolls,
I think there is about 3 million dollars a year of interest and principal
to be paid, but defining working capital as the sum necessary for the pay-
ment of interest and principal, I would sey 3 million dollars. You could
gef glong, I do not think it would be very comfortable, not a very com-
fortable working capital to continue under because emergencies might arise,
Take the very unfortunate and bad wreck we had the other dsy, it may cost
us considerable money.

Q 4An event of that kind, if you had only 3 million dollars of cash
working capital, might well require you to issue trustees! certificates,

might it not?

MR, DYNES: Just a minute. That calls upon this witness to state when
would become mature the obligations for personal injuries,

THE COURT: The objection is sustained,

THE WITNESS: Well, I cannot tell what the claims would be, I think we
can postpone in tight places the payment of wouchers and get by at times
and if business did not improve we might be up against the issuing of
trustees'! certificates,

THE COURT: You are speculating now,

THE_WITNESS: I am speculating now, yes,

MR, BURGESS: That is all,

CROSS-EXAMINATI ON
By Mr. Stewart:
Q Mr, Sparrow, you testified your present cash balance is approximately

$5, 300,000,
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A That is what I expect it to be at the end of this month, Nowj that
is what we call the treasurer's cash, the cash we can consider available,
Q@ Yes, Mr, Scandrett testified before the Interstate Commerce Com-
mission that the cash balance in the treasury at that time was about 3
million dollars, Can you tell me what would cause that increase in the

capital and the treasury of the company?

A For what period was that?

Q Well, it was before the Interstate Commerce Commigsion the last time
he testified,

A I think he testified, I wasn't there, but I think he said it was a
rough guess we would have 3 million dollars on June 30, 1938, and now we
are going to have $5,300,000 and your question is how did we do it?

Q Yes, sir.

4 Good management,

Q I congratulate you, Now, may I ask whether in this present period
you have in any way skimped your maintenance of the road?

A For the first six months of this year we have not made as large
expenditures as in the first six months of last year, There is nothing
unusual gbout that, That has been the history of the Milwaukee ever since
I have been with it. We sometimes take a hole in our belt, or masybe two
holes, and then later on let them out,

Q: Woll, isn't this increase Mr, Scandrett testified to the last time
reglly due to the fact that the railroad has been economizing and very
freely economizing in its maintenance in the last few months?

A Well, it is partly that and partly the fact, I think, that we are
using up material which we have had on hand, material and supplies that we
have had on hand for some time, that we got some time ago.

Q i am not criticizing what you have done, Mr, Sparrow, I am only try-

ing to elicit the facts,
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Q Well, it is also the fact that you are not paying interest on the
Milwaukee and Northern bonds?

A No,

Q Nor on the general mortgage bonds, Now, isn't it the fact that if
you proceed to mgke this payment, you are going to give a very great
preference to these Bedford bonds over all other obligations of the
Milwaukee system?

A Well, you are asking me a legal question. I will give you a curbstone
opinion of a layman, I do not think it is, The Bedford is not in bank-
ruptcy and the Milwaukee & Northern and the Milwaukee is in bankruptcy and
this is & payment under a lease to a road that is not in bankruptcy. As
an ordinary layman I do not see where that preference comes in,

Q Well, perhaps the fact that the lessee is in bankruptcy has some
effect on this situation, If the lessee isg in bankruptcy perhaps the
lessor ought to be in bankruptcy too.

MR, PETER: I suggest that that is a matter of argument and not evidence.

THE WITNESS: Well, I have not been admitted to the bar yet and I cahnot
give an answer to that question,

MR, STEWART: Q I do not think it is necessary to have been admitted to
the bar to answer that question, 7You have testified in regard to Exhibit
11 introduced this morning, revenues, expenses and net income from oper-
ations of Terre Haute lines, Can you tell me how those figures of oper-
ation work out if you exclude from them all the Milwaukee, or St, Paul as
we call it in ‘the city, traffic from the Terre Haute figures?

A Do you mean the company coal,

Q Well, everything connected with the St, Paul Company,

MR, FETER! We object on the ground it is purely speculative and has no

bearing oﬁ the issue,



THE COURT: If you can answer, you may do so,

THE WITNESS: I hardly know what that answer is, I could tell you about
it if you take the Milwaukee Company coal out but when you talk abbﬁt
other Milwaukee business, I don't know what you mean,

Q Well, I suppose the principal use of the.Terre Haute line is that it
carries coal, is that correct? |

A No, I will tell you this: There is about $1,800,000 that comes
entirely frém a source independent of coal, The Milwaukee, through its
opoerations of the lease of the Terre Haute, has divisional arrangements
with eastern roads which enables it to participate in the rate east of
Chicago. Now, we consider that a very valuable thing, That revenue to
the Terre Haute, which is included in thesg figures is the business that
moves through junctions with these eastern roads and the Terre Haute and
is the participation in that revenue east of Chicago which the Milwaukese
would not have at all if it did not have the Terre Haute to make delivery
at Chicago., WNow, there is about $700,000 or $800,000 of revenue that is
from business that originates on the Terre Haute other than coal, I
don't know whether you would call that Milwaukee business,

Q No, I want you to tell me how this statement would work out if you

.excluded from it, as you suggest, the coal,

MR, DYNES: Just let me inquire, please, what light his answer to that
question would throw on the issues here,

THE COURT: I do not know, - I have reserved your objections on the
ground of immateriality ﬁntil we got these figures in the record and then
we can consider whether they have anything to do with the issue before
the Court., I am taking all this line of testimony subject to the
objection,

MR, DYNES: Yes, sir,
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THE WITNESS: I do not know, Mr, Stewart, I want to answer your question
but when you ask me if I exclude the Milwaukee revenue from the Terre Haute,
I am kind of stumped.

MR, STEWART: @ Well, you can tell me what the Milwaukee gets cut of
the Terre Haute, Now, I want to know what the Terre Haute gets out of the
Milwaukee - - Jjust the reverse,

A Well, I am just stating the revenues that accrue to the Terre Haute
which the Milwaukec gets, Now, you are asking me what the Terré Haute
would get if there wasn't any lease?

Q Yes, that is what I want to know,

A Oh, Lord, I don't know, I would think that business wouldn't bec so
good, If you were asking me the question, supposing the Terre Haute were
cut loose tomorrow or next week or next month, I think after some seven-
teen years of operation by the Milwaukee and being left without practi~
cally any equipment or little equipment and no working‘capital, it would
be left in a sorry situation,

Q That is what I want. to know, Mr, Sparrow., I think you testified that
the Bedford Belt line was 4.66 miles in length?

A That was the length of the main line tracks and then there would be
other trackage which brings the total trackagé to 14 miles, Thers was
9.4 miles of other tracks and 4,66 miles of main line,

Q And théx Bedford Belt line is no part of the main line of the Terrse
Haute over which coal passes for the benefit of the St, Panl,'is it?

A No, L

MR, STEWART: That is all,

CROSS-EXAMINATION
By Mr, Petér:

Q Mr. Sparrow, first with reference to the reproduction costs new less

depreciation figure, roadway and ather properties as of 1935, I believe



it was about 19 million dollars plus, I am notinterested in the amount,

I want to ask jou whether or not the property to which that figure applies
includes the ecuipment which has been lost, destroyed, or worn out before
that dete and net replaced.

A Well, T do not krow for certain but I would assume that the Bureau
of Valuation would not include in any reprocduction cost new something
that was not there,

Q You were askec sométhing about what the earnings of the Terre Haute
were in 1920 and 1921, Do you recall what the condition of raiiroad
property was in that time following the conclusion of Federal control?

A Well, I think generelly speaking it was not very gocd.

Q It was bad for all the railroads, wasn't it?

A Yell, there may have been some that were not so bad off but I know
it was not zood for the Milwaukee,

Q You were asked for your reasons for recommendation to the trustees
of the payment to be made, or your reasons why the payment should be made
by the trustees on July 1, 1938. I suppose they were the same reasons
which led the trustees to pay the interest cn Terre Haute bonds on June
lst, March lst and February lst of 1938, Is that right?

A I do not think there is any difference between the two. I think
under the leass one is a rental as much as the other,

Q@ Are you familiar with the Bedford stons district sufficiently to say
whether it is served by another railroad?

A Yes, the Monon serves it.

Q That is the only other one?

A Yes,

MR, PETER: That is all,
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CROSS~EXAMINATION
By Mr, Braverman!

Q@ Mr, Sparrow, in your Exhibit 11, lirne 38, you show net income to
Milwaukee after rental, There is, is there not, another figure of net
income to the Milwaukee which is less than that amount?

A 1 did not hear you correctly. You say I show a figure of net income
in line 38 to the Miiwaukee after rental,

Q Yes, Now, there is another figure, is there not?

A Give me the line number,

Q Well, there is no line number of the exhibit. I suppose it would
be line 4O if it were there,

A What is the figure you are talking about?

Q@ The figure in line 39 which was introduced before the Interstate
Commerce Commission at its hearing,

A Oh, yes, I am familiar with that.

Q There would be deducted from that net income to the Milwaukee after
rental, a figure of $75,750 for the Terre Haute bonds pledged under the
first and refunding mortgages for both years 1936 and 1937,

A Well, now, if you are going into that, it is necessary to state the
purpose of the exhibit.

That exhibit was introduced before the Interstate Commerce -
Commission for the purpose of segregating as between the first and re- |
funding mortgage and the general mortgage, the gain to the Milwaukee from
the operations of the Terre Haﬁte.

Now, in another exhibit that showed earnings of the line subject
to the first and refunding mortgage exclusive of any Terfe Haute, the first
and refunding had been given credit for $75,000 of interest on these bonds

which are pledged with that mortgage,
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Now, in this exhibit you are speeaking of, in order to arrive,
at our opinion, at any rate, on the proportion of this gein to the
Milwaukee total, of course having given them credit for $75,000 we deducted
it in the Terre Haute exhibit, They should not have it twice,

MR, BRAVERMAN: I see, That is all.

REDIRECT EXAMINATION
By Mr. Dymes:

Q@ Mr, Sparrow, cross-examination questions brought out a comment by you .
as to a six months.period of grace under the mortgages in so far as those
defaults which are not defaults in the payment of principal or interest on
bonds are concerned,

A That is what I said and I was referring to Article 6, Section 2, of
both the first znd refunding income mortgages,

Q I am just bringing that to you as the basis of another question,
Before any proceedings could be taken against the trustees by the Chicago,
Terre Haute & Southeastern Railway Company because of such defaults, not
including defaults of payment, behind the interest or principal, I wish
you would turn to page 27 and page 28, Article 9 of the petition and indi-
cate to the Courtiyhgt period of gracé it provided in that petitibn within
which the trustees or the Court could detemrmine whether or not to disaffirm
the contract, before they would be caught with the obligations that they
are caught with if there is a default in the payment of bonded principal
or interest,

A Well, that Article 9, Section 1, provides that in case of certain
defaults, should they continue for a period of sixty days, certain things
will teke place, but it specifies in regard to that sixty days' notice,
"Provided, however, that no such written notice shali be requifed in any

case where the lessee’s default hereunder consists of or involvés its

\
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failure to abide by, keep and perform any agreement, covenant, condition
or'abligation contained in any of the aforementioned bonds, mortgages,
deeds of trust or conditional sale agreements required by the terms
hereof to be by it kept and performed,

Q My question deals only with the defaults in respect of equipment or
things other than bonds, That is a sixty day period,
. A No, excuse me, Mr, Dynes; I think the provision that applies is
.this one that says the lessor does not have to give any notice in case
lessee's default consists of or involves its failure to keop and perform
any agreement,covenant,  condition or obligation contained in any of the
aforementioned bonds, mortgages and so forth. Now, that would go to the
equipment which is a provision of the mortgage but the mortgage itself
explicitly provides that in the case of a default in bormds, the trustee
does ‘not have to give any notice. In case of default in equipment the
trustees and the mortgagor has to serve notice on the Terre Haute and
give it six months grace. Under the lease it seems to me to make that
distinction, It says that the sixty dsys' notice does not apply where
it is a failure of the lessee to abide by any of the agreements and con-
ditions or obligations contained in any of the aforementioned bonds or
mortgages. Now, this equipment is a condition under the mortgage, to

replace it., Now, that is the way I thought it meant,
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RULES GOVERNING THE PREPARATION OF SEPARATE RECORDS
TO SHOW THE RESULTS OF OPHRATION OF THE
CHICAGO, TERRE HAUTE AND SOUTHEASTERN RAILWAY

GENERAL PLAN

1, The following instructioms, effective July 1, 1935, shall govern the
method to be followed in determining the Revenues, Expenses, Incoms,
or Profit and Loss of the Chicago, Terre Haute and Southeastern
Railway: Revenueg, Expenses, Income, or Profit and Loss shall be
determined actually insofar as possible,

2. Tor the purpose of allocating Revenuea, Operating Expensss, Income and
Profit and Loss Accounts of the Terre Haute Division as between C.T.H.2
S.E.Ry. and tnose sections of the Terre Haute Division not a part of
the ¢.T.H.& S.E.Ry., the Terre Haute Divigion shall be divided inte
three districts, namely District No, 1, comprising the lines of the
¢.T.B.£ S,E.Ry. terminating at Biue Island, Illinois; District No. 2,
comprising the line Delmar to Joliet, Illinoig and District No. 3,
comprising the line Blue Island to Franklin Park, Illinois,

3. Prior to the operation of the (TH&SERy. by the CMStP%P, the interchange
of cars between the CTHLSERy. and the CMStP2P was handled by the IHB
at tariff switching rates, At the time of leasing the CTH2SERy. the
CMStP2P secured trackage rights for its trains over the Indiana Harbor
Belt Railroad betwesn Blue Island and Franklin Park, The mOvements of
cars between the CTHZSERy and CMStP&P are now handled in CM3tP&P trains
terminating on the north at Bensenville, which is about four miles west
of Franklin Park., The expense of operation of trains over the IHB
Railroad shall include the expense of such trains between Franklin Park
and Bensenville for the reason that, prior to the effective date of the
trackage agreement, there was a reciprocal arrangement whereby the IHB
delivered cars for the CMStP%P at Bensenville and the CMStPLP delivered
cars for the IHB at Norpaul, which is seuth of Franklin Puork,

4, Bach individual CMStP¢P RR Co. journal entry which includes the accounting
for revenue, expense, income or profit and loss shall indicate for each
of such accounts stated thereon, the amount of CTH:SERy. revenue, ex-
pense, income or profit and loss included in the respective accounts.
Each CMStP%P RR.Co. journal entry which does not include CTHZSE Ry,
revenue, expense, income or profit and loss shall bear an imprint of a
rubber stamp indicating that no such items are included. Each voucher
or bill covering revenue, cxpense, income, profit and loss credits or
charges, shall also indicate the CTHASERy. portion of such credits or
charges. An additional copy shall be made of each (MStP*P RR.Co, jour-
nal entry which includes the asccounting for revenue, expense, income
or profit and loss of CTHZSE Ry. The additionel copy of each of the
Journal entrics described shall be stamped:

%3ecord of CTH&SERy. Operations"

5. A& separate ledger recording the results of operations of the CTHZSERy.
shall be maintained in each accounting department office now having
ledger contrel accounts and reporting to the general ledger, thege
ledgers shall be labeled "Record of CTH¥SERy. Operations" followed by

further description identifying the ledger to the particular office,
for example: ' ' - :

"lecord of CTHZSERy Operations-
Disbursements Ledger"



6.

7.

10.

11

GENERAL PLAN (Continued)

The amounts of CTH&SERy. revenue, expense, income or profit and loss as
stated on the CMSt{P& HR Co. journal ontriss referred to in the fore-
going shall be posted to the credit or dobit ¢f the appropriate revenue,
expense, income or profit and loss account om the respective CTH&SERy.
ledgers referred to in the preceding paragrarh. Tkere shall be ne
posting to any contra balance sheet account in the recording of CTH&SERy,
proportion of thaese CMStP&PRR Co, entries on the sepsra*te ledgers of
CTH&SERy. operations, The purpose of the entries being to record only
the results of operations of the CTH&SERy. as a separately operated
property without recording the assets and liabilities between the two

companies,

The accounting between the Milwaukee and the CTH&SERy. renording transac-
tions which are not included in the accounts of the Milvaukee as a system
including the operations of the CTH&SERy. such as transportetion over the
CTH&SERy of company coal and other company freight for the Milwaukee and
the interchange of squipment of both companies, shall be stated in journal
entries for this separate record, These journal entries shall give a
complete explanation of the transactions and include a reference to the
underlying records from which the entries were prepared., They shell be
posted to the credit or debit of the appropriate revenue, expense, income
or profit and loss account to which such transactions would be credited or
debited in the accounts of CTH&SERy. if operated as a separate company,
with contra debits or credits to appropriatce balance sheet accounts, the
titles of which shall indicate the nature of the amounts entered to each

of such accounts, for example the following:

CHSTP&PRRCO~-Transportation Charges on Milwaukee Rail-
road Coal

CMSTP&PRRCO-Rent of Equipment-Net

Closing journal entries shall be prepasred each month for the Comptroller
accumulating and transferring all of the transactions of the month affect-
ing revenue, expense, income and profit and loss of the CTH&SERy including
the balance sheet accounts referred to in paragraph (7). The net amount
of these entries shall be dcbited or credited as the case may be, to an
account styled "CTH&SERy General Ledger Control Account . ™

The Auditor of Expenditure shall maintain a separate record of operating
expenses by primary accounts of the CTH&SERy supporting the record of
operating expenses stated in his separate ledger.

The separate record of the results of operation of the CTH&SERy. shall in-
clude the accounting for lap-over items of the period prior to July 1,

1935.
GENERAL LEDGER ACCOUNTS

The Comptroller shall maintain a separate general ledger in which there
shall be recordéd the closing journal entries prepared by each Depsrt-
ment Auditor having ledger control accounts; in addition, there shall
be recorded Journal entries, prepared in the Comptroller's offige, which
include revenues, expenses, income, or profit and loss accounts of the
CTHASE Ry,

i



GENExaL PLAN (Continued)

STATEMEST SHOWING THE ASSIGNMENT OF THE aCCOUNTS OF &EVENUE, EXPENSE,
INCOME AND PHOFIT AND LOSS BY AEFOATING OFFICES

Revenues
101
102
103
100

107

108

109

110

111

133

135
136
137
138

140
142
143

151

152

Account
Freight Revenue
Passengar devenus
Excess Baggage Revenus
Mail Revenue

Express Revcenue

Other Tassenger Traln Revenus

Milk levenue

Switching Revenue

Special Service Train Revenue
Station, Train and Boat Frivileges

Parcel Room Receipts
Storage-Freignt
Storsge~Baggags
Demurrage Revenue

Telegrapli and Telephone

Stockyard Revenue

Rents of Buildings and Other Property

Misgcel ianecous devenue

Joint Facllity ~ Cr,

Joint Fecility ~ Dr,

Reporting
Office

Freight auditor
Ticket Auditor
11 it
Comptroller

(Comptroller
(Auditor of Expenditure

Ticket Audltor

(Ticket Auditor
(Freight auditor

Freight Auditor

(Ticket fuditor
(Freisht auditor

(Ticket 4uditor
(avditor of Expenditure

Ticket Auditor
huditor Station accts.
Ticket Auditor
Auditor Station Accts,

(Auditor of Expenditure
(Auditor:Station Accts,

Auditor of Station Accts

Auditor of Expenditurs
(Preight auditor

(Ticket auditor
(4uditor of Expenditure

Auditor of Expenditure

H fl .



GENERAL PLAN (Continued) L

Reporting
Account Office
Operating Expenses 4uditor of Exrenditure
Operating Income
532 Railway Tax Accruals Comptroller
533 Uncollectible Railway Revenue auditor Station Accts.
Equipment Rents - Net Car Accountant
Joint Facility Rents -~ Net Auditor of Expenditure
Other Income - Net
510 Miscellaneous Rent Income auditor of Expenditurse
511 Rent from Miscellaneous Non-QOperating u
Physical Property " "
515 Income from Unfunded Securities and
Accounts " " "
519 Miscellaneous Income " LI
5&2 Rent for Leased Roads and Equipment {auditor of Expenditure
(Comptroller
543 Miscellanenus Rents Auditor of Expenditure
shy Miscellaneous Tax Accruals Comptroller
546 Interest on Funded Debt "
547 Interest on Unfunded Debt (Auditor of Expenditure
(Auditor of Investment
{ & Joint Pacility Accts.
551 Miscellansous Income Charges (" ton

(Auditor of Expenditure

Profit and loss

605 Unrefundable Overcharges Auditor of Expenditure
607 Miscellanesous Credits " o
620 Delayed Income Debits auditor of Investment

& Joint Facility accts.

621 Miscellaneous Debits auditor of Expenditure



RULES GOVERNING THE PREPARATION OF SEPARATE RECORDS
TO SHOX THE RESULTS OF OPERATION OF TEHE
CHICAGO, TERRE HAUTE AND SOUTHEASTERN R AILWAY

COMPTROLLER'S OFFICE

The following Revenues and Income Items accounted for by the
Comptroller shall be assigned to the CTH&SERy. in the following manner:

1. ACCOUNT 106 - MAIL, REVENUE

The Post Office Department divides mall service into districts and
Indiana is the only state of the CMStP&PRR system falling in the
Fifth District, The revenue from that district ghall be credited

to CTH&SERy.
2, ACCOUNT 107 - EXPHESS REVENUE

Express revenue is reported by the Railway Express Agency by groups,
the CTH&SERy. being the only part of the CMStP&P RR system located
in the "Eastern Division Group", express revenue reported by the
Railway Express jAgency for the "Eastern Division Group" ghall de
credited to CTH&SERy.

3. ACCOUNT 532 -~ RAILWAY TAX ACCRUALS

Taxes applicable to the Chicago, Terre Haute and Southeastern Railway
Company shall be determined actually, and on system journal entries
prepared, the amounts applicable to the CTH&SERy. Co. shall be shown
separately, The taxes to ®e considered are as follows!

INDIANA ILLINOIS US,.GOVERNMENT
Property Taxes Franchise Taxes Exclse taxes under Title
Gross Income Taxes Property Taxes IX of Social Security Act,
Auto and Truck Iicenses #Unemployment ﬁExcise t axes under
Gasoline Taxes Compensation Carrier's Taxing Act
Franchise Taxes Taxes of 1937
Unemployment Compensation

Taxes

4, ACCOUNT 54l - MISCELLANEOUS TAX ACCRUALS

Taxes applicable to non-operating physical property of the CTH&RSERy
shall be determined actually and, on system journal entries pre-
pared, the amounts applicable to the CTH&SERy shall be shown

separately,
5. ACCOUNT 542 -~ RENT FOR LEASED ROADS AND EQUIPMENT

System Journal entries showing the accrual of interest shall separ-
ately show the accrual of interest on C,T.H.& S.E.Ry. Bonds and
such amounts shall be charged to C,T.H.& S.E.Ry. Normal Income
gfx assumed on C.T.H.& S.E.Ry, Bond Interest shall be assigned

reet,

# Effective January 1, 1936
¢ Effective Jamuary 1, 1937



RULZS GOVERNING THE PREPAIATION COF SZPARATE ITCORDS
TO SHOW T7E RESULTS OF OFZRaTICH 27 THE
CHICAGO, T3 n% HaUTI AND SOUTZZASIEAN RAILWAY

FRIIGHT ACCGOUNTING

1. The revenue from handling commercial freight, switching, miscellaneous and from
the haul of CKMStP&P RR company coal and other company freight, accounted for
by the Freight aduditor, shall be assigned to the CTE&SERy in tie following
mannexr:

2. FREIGHT REVINUE
(a) Revenues from local traffic shall be allocated direct.

(b) Revenues from interline freight traffic originating or terminating on tre
CTH&SZRy; revenues from interline freignt trafiic wiere the CTYZ3ZIRy is
an intermediate carrier; reveaues from tie movement of CMStFZP RR company
coal and other company freight from stations on the CTY&SERy to stations
on tae CMStP&P RR (at tariff rates); shall be allocated and credited to
the CTE&SERy in accordance with the divisions liereinafter defined.

(c) Originating and terminating switching performed by all othrer carriers (in-
cluding CMStF&P RR) in the Chicago switching district and at all other
CTU&SZRY stations, in connection with CTH&SERy line-haul traffic, shall
be charged to the CTHLSERy at tariff rates.

(d) All intermediate switching performed by all other carriers in connection
with CTH&§ERy line-haul traffic shall be charged to the CTI%SFRy at tarif?f
rates, except intermediate switciaing on trarfic from foreign lines where
they receive line-haul revenue, in which case intermediate switching
charges are absorbed by the delivering line—bhaul carrier.

Note: The movement of CT%SeRy traffic over the Indiana Harbor ZFelt
ER between Blue Island and Franklin Park in CHStP&P RR trains
shall not be included as an intermediate swltch as the CTERST
Ry is charged with a proportion of tiie total expense of such
movements. See instructions under "Jishursement dccounting
for division of this expenses

(e) Preight revenue shall be charged with the amount of Overcharge claims paid
and with the amount of agency relief claims allowed, in the following

menner:

(1) Overcharge claims paid in connection with szipments local to the
CTH&SERy shall be assigned direct.

(2) A proportion of Overcharge claims paid in connection with inter-
line shipments shall be assigned to the CTH&SERY in accordauce wita
agreed published divisionse

(3) Agency relief claims allowed in comnection with shipments local to
the CTH&SERy saall be assigned direct

(4) agency relief claims allowed in connection with interline shipments
shall be assigned in accordance with agreed published divisions.

(£) Fre?ght Revenue s@all be charged with the expense in connection with
pick-up and delivery service, (Effective January 20, 1936,)



FREIGHT ACCOUNTING (Continued)

3, DIVISIONS - GENERaL

ipply to the revenues of interline freight traffic the agreed published

divisions between the CTHZSERy and ether lines (including the CMStP%PRR)
in effect prior to July 1, 1921, or subsequently established via gate-
ways not opened for traffic movements prior to July 1, 1921, To
revenues from movements of coal from points on the CTHZSERY via Chicago
to points west thereof on CMStP%P 31 lines in Illinols, Iowa, Wisconsin,
Minnesota, North Dakota and South Dakots, for which there were no agreed
divisiens in effect prior to July 1, 1921, apply divisions furnished by
the Coal Traffic Manager, which sre the same as the divisions allowed
the C%EI 4R for movements between similar points,

SWITCHING REVENUE

Switching revenues of the CTH®SERy shall be reported by =gents of the

CTHLSERy. at the points where they are esrned =nd =sllocated direct to
the CTH*SERy.

MISCELLANEQOUS IEVENUE

Miscellaneous ravenues such as bulkhesding,weighing of cars, etc, shall be

reported by agents of the CTH&SERy. and sallocated direct to the CTH%SERy.

SPECIAL SERVICE TRAIN IEVENUE ( ACCOUNT CANCELLED BY INTERSTATE COMMEICE

COMMISSION EFFECTIVE JANUARY 1, 1936 AND THE REVENUES FOR SUCH SERVICES
AxE INCLUDED IN ACCOUNTS 101-FoEIGHT IEVENUE AND 102~-PASSENGER nEVENUE
4S APPROPRIATE)

The revenues e=rned by the CTE%SERy for special service train movements

such as the movements of circus outfits shall be secured from the
original freight waybills and credited to the CTHASEWy.

MILK REVENUE

Should there be any milk shipments over CTH&SERy. on freight weybills, the

revenue thereof shall be secured from such weybills, scecumlated and
credited direct to the CTHSSERy.

accounting for Transportation over CTHZSERy.of Ties Treated st
Terre Haute Tie Tre-ting Plant and Forwarded to CMStPLP3R.

The freight charges for transportation of ties to the tie trenting plant

gt Terre Hrute, Indiana, during each month shall be stated on ahstracts
prepared for CTH4SFRy., separate abstracts for ties shipped from (a)
foreign lines,(b) points on CMStP%P and (c) points on CTHESERy. The
weight of the ties and the freight charges over the CTHZSERy, to Terre
Haute shall be shown at tariff rstes op proportions thereof as may be
appropriate. A percentase shall be determined of weight of ties from
each of the sources, (a), (b) and {c) named above to the total weight
of ties received in the tie treating plant during the month.

9. The total weight shall be determined of all treated ties shipped during

the month from the tie treating plant to points on CMStP®PRR and this
total weight shall be divided as between ties which originated on (a)
foreign lines (b) CMStP2PRR and (c) CTHYSERy. in the same ratios that



FREIGHT ACCOUNT (Continued)

9. (Continued)
the weight of ties received into the tie treating plant during the
same month from the respective sources (2), (b) and (c¢) bears to the
total weight of ties received into the tie treating plant during thet
month, To the wglght so determined of ties from each source shipped
to CMStP&PRR. shall be applied a division of the tariff rate for
transportation from Terre Hsute to Blue Island to determine the revenue

earned on the CTH&SIRy.

10. The weight of all ties received in the tie treating plant and of all ties
shipped from the tie treating plant to points on CMStP&PRR. during each
month shall be combined in one total; also the freight charges for
transportation over CTH&SERy of all ties received in the tie treating
plant and all ties shipped from the tie treating plant to CMStP&PRR
determined as explained in paragraphs (8) and (9) shell be combined
into one total, This total of freight charges shall be divided by the
total weight of ties received in the tie treating plant and of ties
shipped therefrom to CMStP&PRR to determine the average freight rate
per cwt., for transportation of ties over the CTH&SERy. during each month.

11, The average freight rate so determined, and as provided for in Paragraph
10 shall be applied to the total weight of treated ties shipped from
the tie treating plant to points on the CMStP&PRR during each ménth.
The result being the revenues earned by the CTH&SERy for the movement
of ties to the tie treating plant and reshipped therefrom to points
on the CMStP&PRR for its use. The amount of such revenues shall be
credited to Account 101, "Freight Revenue", of the CTH&SERy.

Statement of method of accruing for freight revenues of
the CTE&SERy,. for transportation of CMStP&PRR company

coal hauled over lines of the CTH&SERy. and used

at points on the CMStP&PRR.

12, (a) The Freight Auditor shall develop sach month an average rate per ton
for company coal unlocaded at points on the CMStP&PRR during the
current month that was received from points on the CTH&SERy. For
this purpose, the Freight Auditor shall compute the freight revemue
earned by the CTH&SERy, from the waybills for each shipment and
applying tariff rates and divisions of the rates, using as destina-
tions selected points which give the CMStP&PRR the most favorable
division. The revemues of the CTH&SERy shall be divided by the
tonnage to determine the average rate per ton earned by the

CTH&SERY .

(b) CTH&SERy proportion of coal taken at Bensenville by locomotives in
service on the Terre Haute Dlvision shall be deducted from tonnage
and freight charges on coal moving over CTH&SERy. to points on
CMStP&P RR before the averaze rate of freight charges per ton for
haul is determined.

(c) CMStP&P proportion of coal taken at Faithorn by locomotives in
service between Faithorn and Bensenville shall be included in
the tonnage and freight charges in dstermining the average rate
of freight charges per ton for haul over CTE&SERy.



FREIGHT ACCOUNTING (Contineed)

13, (a) The Auditor of Expenditure shall determine and report to the
Freight Auditor each month the total tons of CMStPAPRR coal
which moved over the CTH%SERy in the following manner:
Determine from Forms 285, "Daily Report of Company Coal or
Fuel 0il Forwarded," the total tons of cogal purchased from
wines on the CTHXSERy; to that total, add the CTHXSERy
proportion of coal taken at Bensenville by Locomotives in
gervice between Faithorn and Bengenville; then deduct the
tons of coal consumed on the CTH&SERy, excluding the
CMStP%PRE proportion of coal taken at Faithorn by locomotives
in service between Faithorn and Bensenveille,

(b) To the total tons determined, as provided for in (a) above, there
shall be applied the average rate developed by the Freight
Auditor, the result of which represents the rsvenues of the
CTHZSERy for the haul of CMStP&PRR cosl over the CTH&SERy.
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AULES BOVEANING THE PAEPARATION OF SEPARATE ZECORDS TO SHOW
THE &ESULTS OF OPESATION OF THE
CHICLGO, TEARE HAUTE AND SOUTHEASTERN RALLWAY

P4SSENGE+ aCCOUNTING

1. The revenue from the handling of passenger traffic sccounted for by the Ticket
Auditor shall be assigned to the CTHRSERy. in the fellowing manner:

2, ACCOUNT 102 - PASSENGER REVENUE

{a) Shall include revenue from the sale of tickets, scrip and cash fares
collected on trains,

(b) Passenger trains operating on the CTH%SERy. make no connection with trains
on the CMStPZP W System. 4&ll tickets destined to points local to the
CTH&SERy. and accounted for on agents' Local Ticket Reports, shall be
allecated direct to the CTHLSERy. 4ll cash fares and scrip collected by
conductors reported on conductorsg! Report of Passencer Business shall be

allocated direct to the CTHLSE Ry.

{c) Revenue from interline tickets sold by sgents on the CTHASERy. destined to
pointg on the line of a foreign carrier, reported on Agents' Report of
Interline Ticket Sales, shall be divided according to published divigions,
and the proportion accruing to the CTHZSERy. shall be gllocated to

CTH%SERY .

(d) Revenue from coupons of interline tickets of foreign carriers' igsue, for
passengers destined to points on and via CTYESERy, received in train
collections, shall be determined according to published divisions and
allocated direct to the CTH%SERy. Any difference befween the revenue
80 allocated, and that reported by foreign carriers on interline ticket
reports to the CMStP%PRA, shall be adjusted after = period of one year
and the amount of the adjustment shall be allocated to CTILSERy.

3. aCCOUNT 103 - EXCESS BaGGAGE XEVENUE

{a) Shall include revenue from the shipment of baggase in basgase cars,

(b) Revenue from shipments of bageage between points local to the CTH%SERy,
and accounted for on agents' Local RBaggage Revorts shall be allocated
direct to the CTU%SERy.

(c) ilevenue from interline shipments originating on the lines of the CTF%SERy.
and destined to points on the line of a foreign carrier, reported on
agents' Report of Interline Baggage Collections, shall be divided
according to published divisions and the proportion accruing te the
CTH4SERy. shall be so sllocated,

(d) Revenue from interline shipments originating on the line of a foreign
carrier destined to points on and via the CTY%SERy. as supported by
baggase check forwarded to the Ticket Auditor by Acents and from Train
Baggggemen's reports, snall be determined by applying published divisions
EPdtne proportion accruing to the CTH.SEIy shall be so allocated, Any
C;ifgrence bftween the amount so allocated snd that reported by foreign
- 1:1‘3 on "Interline Baggage Report" to the CMStPLPRR shall be
adJusted xn the subsequent month and the amount j
be allocated to the CTH%SERy. unt of the adjustment shall
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FASSENGERX ACCOUNTIRG (Continued)
#CCOUNT 108-0THER FaSSENGE# TduIN HEVENUE

(a) Shall include revenue frow shipments of newapapers, dogs, special
bagyage car uovenents, <te.

{v) Revenue frox traffic local to the line of the CTHSERy and accounted for
in resorts of agents on the CTHXSERy, as well as statements prepared
by newspaper publishers, shall be allocated direct to the CTH2SERy,

(¢) Revenue frow interline traffic originating on the line of the CTH2SERy.,
destined to points on the line of a foreign carrier and accounted for
in reports by agents of the CTH2SERy. shall be divided sccording to
published divisions, The proportion accruing to the CTHSERy. shall
be allocated dircct,

(d) Revenue from interline traffic originating on the line of a foreign
carrier, destined to points on and via the CTH%SERy. shall be taken
from foreign carriera! Interline Reports, to the CMStPP RR, and
aliocated to the CTHSSERY,

aCCOUNT 3109 - MILE REVENUE

(2) Shall include revemue frox the transportation of nilk and crean on
basig of tariff rates.

(b) Revenue frow traffic local to the CTHSEly., as accounted for by CTHASERY.
azents shall be allocated direct to the CTH&SERy.

(e) Should there be any interline movements either originating or terminat-
ing on the line of the CTH%SERy. the revenue shall be divided
according to published divisions, and the proportion accruing to the
CTHZSEQy . shall be so allocated, -

(d) Revenue from traffic originating on the line of a fareign carrier the
pronortion accruing to the CTH%SERy, as included in reports rendered
by foreign carriers to the CMStF%F ghall be allocated to the CTR%SERy.

: " i ARVEHUE ( 4CCQU:T CaNCELED BY INTERJSTATE
COMMESCE COMMISSION EFFECTIVE JaNUauY 1, 1936 oND TEE REVENUES FOR SUCE
SERVICES INCLUDED IH 4CCOUNTS 101~FREIGET AEVENUE AND 102-TASSENGER REVEWUF

45 AEROFALATE)

(a) Shall include revenue froc spectal trein :oveuents,

(b) Revenue frow traffic local to the CTH2SERy. as accounted for by CTHZSERy.
agents, shall be gllocated direct to the CTHRSERY,

(c) Revenue from interline rwovenentse originating on the CTH%SERy., destined
to points on the line of a foreign carrisr, as accounted for on asgents'
reports, shall be divided according to published divigione and the
proportion sccruing to the CTHGSE3y. shall be s0 allocated,

(d) Revenue frow coupons of interline tickets of foreiga carriers issued
to destinations'on and via CTH%SERy., received in train ¢oliections,
shall be determined sccording to published divigions and allocated
direct to the CTH®SERy. any difference between revenue 8o sllocated
and that reported by foreign carriers on interline ticket reports

to the CMStFel, shall be adjusted in the gub
arount of the adjustment shall be allocated gggg§§§s§§;fh and the
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PASSENGER ACCQUNTING (Continued)

7. ACCOUNT 133 - STATION, TRAIN 4ND BOAT PRIVILEGES (Accident Insurance Tickst
sales, parcel room lockers, cup vending machines in coaches, vending and
weighing maciines at stations,)

8, ACCOUNT 134 - PaiCEL ROOM RECEIPTS (Storage of parcels at stations)

9. ACCOUNT 13b - STORAGE BaGGLGE REVENUE (Storage of baggage at stations)

Revenue reported to the above accounts for opzrations at stations on
CTH&SERy . shall be aliocated direct to the CTH&SERy.

10. ACCOUNT 143 - MISCELLANEQOUS REVENUE

Revenue from unclaimed deposits for prepaid trangportation, and charges
for parking and senitation of special cars at stop-over points enroute,
reported by agents of CTHZSERy. 2nd by foreign carriers on Interline
Ticket Reports to the CMStP%P RR. shall be allocated direct to the

CTH&SERY .
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RULES GOVERNING THE PREPARATION OF SEFARATI LECCRDS ’
TO SHOW THE RESULTS OF OPERATION OF THE CHICALGO,

TERRE HAUTE AND SOUTHEASTERN RAILWAY

DISBURSEMINT ACCOUNTING

1, For the purpose of allocating Operating Eevemues, Operating Zxpenses, Income
and Profit and loss accounts of the Terre Haute Division as between
CTH&STEEy. and those sections not a part of the CTH&SERy, the Terre Haute
Division shall be divided into three districts, namely Distriect No, 1,

comprising the lines cf the CTH&SZRy. terminating at Blue Islend, Illinois;
District No. 2, comprising the line Delmar to Joliet, Illinois and
District No. 3, comprising the line Blue Island to Franklin Park,Illinois,

Opergting Fxpenses
Details of operating Expenses shall be stated on the following forms:

2, Form 516 - This form shows by primary accounts and by classes of service the
charges directly assignable to and accounted for by the division,

3, Form 517 ~ This form shows by primary accounts and classes of service the
charges directly assignable to divisionsg accounted for by other divisionms,

4, Form 518 ~ This form is a recapitulation of charges on Forms 516 and 517
accounted for by the division and in addition shows distribution as
between labor, materiel and miscellaneous, .

5. Forms 516, 517 and 518 shall be prepared for District No., 1, District No, 2,
and District No, 3 as thcugh they were separately operated divisions,

Maint enance of Way and Structures

6, Charges to the primary accounts under Maintenance of Way and Structures for
expenses incurred on the CTH&SERy., (District No, 1) shall dbe directly

assigned as far as possible,

In addition to the directly assigned charges, the CIH&SEhy. shall be charged
as follows:

7., Account 201 - “Superintendence®

(a) Shall include a proportion of the local charges of the Terre Haute
Division on the basis of track miles, excluding the track miles

of District No. 3,

(b} Shall include a proportion of charges from general office payrolls
and expenses distributed in the system accounts as common to
Southern District, common to Lines Egst and common to System,
The basis of apportionment shall be the ratio which track miles
of the CTH&SERy, (District No, 1) bears to track miles in the
Southern District, Lines East snd System, respectively.

8., Account 312 -~ "Pies" ~ Shall include an adjustment of charges of the
CTH&SERy. (District No, 1) for treated ties used, by the difference
between the cost as charged out at the system average price and the
actual cost at the Terre Haute Tie Tresting Plant,
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DISBUASEMENT ACCOUNTING (Continued)

9, Account 212 ~ "Tieg" - (Cont*d)

Accounting for Transportation Charges over CMStF2FRR of Untreated Ties shipped
from Points on CMStF%TR2 to CTHESEly. and Chargeable to .Qp-rating Expenses
in Record of CTHRSERy. Operations.

(a) Tne percentage of all tiles moving into the tie treating plant at Terre
" Haute, Indiana, during the month, which originated at points on
CMStF&FRR proper (See (b) of paragraph 8, of Freight Accounting) shall
be applied to the number of treated ties charged to ovnerating expenses
of CTH&SEQy. during the same month. The weight of such ties so
determined shall be computed and to this weight shall be applied the
average freight rate determined by the Freight Auditor for transporta-
tion over CMStP4FAR proper of all ties shiponed by CMSTPZFRR to the tie
treating plant at Terre Haute for treatment, The amount of freight
charges so determined shall be charged to operating expense Acct 212~
Ties,

(b) Freirht charges for the transportation over CMSTIPLPRR nroper of un-
treated ties originating at points on the CMSTPLFRR and used in main-
tenance at points on the CTH®SERy. shall be determined and charged to
Operating Expenses of the CTH2SERy. in the following manner; The
weight of ties charged to QOperating Expenses of the CTY.SERy. shall
be determined, to which shall be aswlied the CMStPFIR preonortion
of the tariff rates applicable,

10. 4ecount 247-"Telesraph and Telephone Lines" - Shall include a provortion of
charges of the Superintendent of Telegraph and office force distributed
in the system accounts as cormon to Lines Wast., The basis of apportionment
shall be the ratie which wire miles of CTH®SERy, (District No., 1} bears to
wire miles of Lines Fast,

11. Account 275—“Insuranceﬂ - Pire insurance premiums on structures en District
No, 1 and fidelity bond premiums on employes engaged in Maintenance of Way
and Structures on CTH%SERy. (District No, 1) shall be directly assigned.

In addition there shall be included a proportion of amounts paid for public
ligbility and property damage insurance on privately owned sutomobiles of
employes, which is chargeable to this account. The apportionment shall be
on the basis of the ratio of the number a&f automobiles used on CTHZSERy.
(District No, 1) to the total number of automobiles of the system.

12, 4ecount 273-~"Maintalning Joint Tracks, Yards and Other Facilities-Dr,"
shall include a proportion of the expense for the use of the Indiana
Barbor Belt Railroad tracks between Blue Island and Franklin Park
(District No, 3) in the ratic that the intermediate switching charges,
which would have been assumed by the CTH®SE Ry. at tariff rates had the
CTHYSERy. been operated as & separate company, bears to the tetal inter-
mediate switching charges at tariff rates that would have beem made by
the Indiana Harber Belt Railroad against CTH2SERy and CMStPe&? RR. far cars
handled between Blue Island and Franklin Park if the CMStPLP RR "did not
have its trackage agreement with the Indiana Harbor Belt Railroad Company.
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DISBURSEMENT ACCOUNTING (Continued)

Maintenance of Eguipment

13, Charges to the primary accounts under Maintenance of Equipment for expensés
incurred on the CTH&SERY. (District No.l) shall be directly assigned as
far as possible,

In addition to the directly assigned charges, the CTH&SERy. shall be chafged
as follows:

14, Account 301 "Superintendence" -

(a) Shall include a proportion of the charges to Account 301, of the Terre
Heute Divigion, in the ratio that the combined locomqtive and car
miles of the CTH&SERy, (District No. 1) for the previous month bear
to the combined locomotive and car miles of the Terre Haute Divigion

for the previous month,

(b) Shall include a proportion of charges to Account 301 from general ofrice
payrolls and expenses distributed in the system accounts as common to
Southern District, common to Lines East and common to System, in the
ratio that the combined locomotive and car miles of the CTH&SERy.
(District No. 1) for the current month, bear to combined locomotive
and car milee in the Southern District, Lines Zast and System,
respectively for the current month.

(c) Shall include & proportion of charges to Account 301, assigned to
‘District No. 3, in the ratio that the intermediate switching charges,
which would have been assumed by the CTH&SERy. at tariff rates had the
CTH4SERy. been operated as a separate company, bears to the total
intermediate switching charges at tariff rates that would have been
made by the Indiana Harbor Belt Railroad against CTH&SERy. and CMStP&P
RR, for cars handled between Blue Island and Franklin Park if the
CMStP&P RR, did not have its trackage agreement with the Indiana darbor
Belt Railroad Company.

15. Account 308 "Steam Locomotive Repairs" -

(a) Running Repairs - Shall include a charge determined by multiplying the
average cost per locomotive mile of the Terre Haute Division for the
previous month by the locomotive miles run on District No. 1 during

the current month,

(b) Classified Repairs - Shall include a proportion of the amount charged
to the Terre Haute Division for each locomotive repaired, in the
ratio that the mileage made on the CTHZSERy, (District No, 1) during
the current month by locomotives in the same service as the locomotive
receiving classified repairs, {freight, passenger or switching as the
case may be) bears to the total mileage made by locomotives in the
same service on the Terre Haute Division,

(c) Repeirs, General - Repairs general to locomotives represents adjustments
of Account 308 "Locomotive Repairs", which cannot be assigned te
individual loccmotives, such as scrap sales adjustments, inventery
adjustments and reclamation adjustments. Allocotion to divisions is
on the basis of the ratio of locomotive miles by divisions te the
locomotive miles for the system. A properticn of these adjustments
shall be allocated tc CTHZSERy. (District Ne. 1) on the same besis,
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DISBURSEMENT #CCOUNTING (Continued)

Maintenrance of Eguipment
15, Account 308 "Steam Locomotive Repairs ¥ - {(Continued)

(d) There shall also be assigned a proportion of repairs to locomotives
operated between Bensenville and Blue Island to be determined as
follows:

{1) Running and General Repairs - There shall be assigned to District No. 3
a charge determined by multiplying the average cost per locomotive mile
of the Terre Faute Division for the previous month by the locomotive
niles run on District No, 3 during the current month,

(2) Classified Repairs - There shall be assigned to District No, 3 a propor-
tion of the amount of classified repairs to freight locomotives of the
Terre Haute Division in the ratie that the freight locomotive miles run
on District No, 3 bears to the total freight locomotive miles run on
the Terre Haute Division.

(3) The expense of Running, Classified and Genersal repairs assigned to
District No, 3 shall be apportioned and a charge made to the CTHZSFRy.
(District No, 1) in the ratioc that the intsrmediate switching charges
which would be assumed by the CTHZSIRy. at tariff rates had the CTHSERY.
been operated as a separate company, bears to the total intermediate
switching charges at tariff rates that would have been made by the
Indiana Harbor Belt 3ailroad =gainst CTH&SERy. and CMStP%P RR. for cars
handled betwsen Blue Island and Franklin Park if CMStP%P RR. did not
have ite trackage agrecment with the Indlians Jarbor Belt Railroad €ompan:

16, Account 314, "Preight Train Car Repairs," shall include the expense of repairing
CTHRSERy .~owned frelght cars, determined by applying to sueh cars the system
avergge cost per car per month,

17. account 317 "Passenger Train Car Rapairs" - Passenzer train car repairs incurred
on the CTH&SERy. shall be assigned direct, CTHLSERy. shall slso be chareed
with the general repairs of papsenger train cars as follows:

(a) A proportion of ganeral repairs made at Milwaukee to gas—electric motor
cars operated on District No, 1 in the ratio that miles run on District
¥o, 1 between shoppings bears to the total miles run between shoppings,

(b) 4 proportion of general repairs made at Milwaukee Shops to passenger cars

' cperating on District No, 1 in the ratio that days operated on District

No, 1 between shoppings bears to the totsl days operated between shop-
pings,

18, Aaccount 326 "Work Equipment Repaira" - Work equipment repairs shall be charsged a

' portion of pystem repairs based on the Tatio that the CTH%SERy. Maintenance of
Way and Structures expense bears to the System Maintenance of Way ahd Struc-
tures expense, ’

19, Account 329 "¥guipment Retiremente! ~ The cost of dismantling CTE&S¥Ry.equipment
other than freight or work cars shall be assigned direct, The cost of dismgnt-
ling freéght and work cars shall be determined by multiplying the average cost
of dismantling system freight and work cars, as developed for each point, by
the number of CTH%SERy. cars disgantled,

20. account 331 "Depreciation" - The charges to CTHESERy, shall be the depresiation
accruals for CTH%SERy. equipment now in service,
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DISBURSEMENT ACCOUNTING (Continued)

Maintenance of Egquipment

21 ,Account 333 #Insurance" - Cost of fidelity bonds on employes engaged in Mainten-
ance of Xquipment on CTF4SERy. (District No. 1) shall be directly assigned.
In addition there shall be included a vroportion of insurance vremiums p:id
for fire insurance on equioment. The apvortinnment shall be in the ratio
that the combined lecomotive and car miles of CTH4SZRy (District #1) bear
to the total locomotive and car miles of the system. There shall alse be
included a proportion of smounts paid for public 1liability and propertv damage
insurance on vrivately owned autemobiles of emrloyes enzaged in maintenance of
equipment on CTR&SERy. The apvortionment shzll be on the basis of the ratie
of the number of automaobiles used on CTH&SERy. to ths total number of auto-
mobiles of the system.

22.Account 334 "Stationery and Printing" - Shall include a proportion of charges
assigned to District No. 3 in accqrdance with the ratio aeveloped, as provided
for in Account 301, "Superintendence," sub-paragraph (c).

23.Credits for Work Equipment -

Credit the various equipment repair accounts of CTH&SERy. for usc of eguipment
in work train service, based on rates specified in Cozptroller's Circular No.
41 "Rates to bs used for use of equipment in construction and mcintcaunce®.

Traffic Expenses

2l ,Accqunt 351 "Superintendence® - Treight
Account 352 "Qutside Agencies' - Freight
Account 357 "Insurance!" - Frsignt
Agcount 358 "Stationery and Printing" - Freignt
A proportion of the charges in these accounts shall be included for ths CTH&SERy.
(District po. 1). The basis of apportinnment shall be the ratio which train
mile-freight of the previous month of District No. 1 bears to train miles-

freight of the System.

25.4ccount 353 "Advertising" - No charges'shall be included in this account for the
CTH&SERy. (District No. 1)

26.Account 354 "Traffic Associations" - Amounts paid to the Nfficial Classification
‘Committee, Trunk Iine Assoclation and Central Preigrt Association distributed
to Account 354-Freight shall be charged the CTF&SERy. (District No, 1), In
addition a provortion of the amounts vaid the Illinois Freight A4ssoclation dis-
tributed to Account 354-Preight shall be included in the chzrges for the CTHSSE
Ry. (District No. 1). The apportionment shall be in the ratio that road miles
of District No, 1 in Illinois bears to the system road mil=s in the State of

Illinois.

27.Account 356 “Industrisl and Immigration Bureaus" -~ Yo charges shall be included
"in this account for the CTH&SERy. (District No. 1).

28.Acecount 359 "Other Expenses" - The charges to the CTH&SERy. (District No. 1) for
charges in this account shall be those directly assiznable to the CTH&SERY.
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DISBUXSEMENT ACCOUNTING (Continued)

Transportation Expénses

29, Charges to the primary accounts under Transport=tion Expenses incurred on the
CTH%SERy. (District No, 1), except those mentioned below, shall be directly
assigned,

30, Account 371 - "Superintendence!

(a) Shall include a proportion of the local charges of the Terre Haute
Division on the basis of train miles for the previous month,

(b)Y Shall include a proportion of charges from general office payrolls
and expense distributed in the system accounts as common to Southern
District, common to Lines East, and common to System. The basis of
apportionment shall be the ratio which train miles of District ¥o. 1
bears to train miles, including yard switching locomotive miles of
terminal divisions, in the Southerh District, Lines East and System,
respectively.

(c) shall include a proportion of charges to Account 371, assigned to
District No. 3, in the ratio that the intermediate swtiching
charges, which would have been assumed by the CTU2SERy at tariff
rates had the CTHLSERy been operated as a separate company, besrs
to the total intermediate gwitching charges st tariff rates that
would have been made by the Indiana Harbor Belt Railroad against
CTH%SERy and CMStP%P RR for cars handled between Blue Island and
Franklin Park if the CMStP%P RR did not have its trackage mgreement
with the Indiang Harbor Belt Railroad Company.

31, account 372 - "Dispatching Trains"” -~ shall include a proportion of the local
charges of the Terre Haute Division in the ratio that the train miles on
District No, 1 for the previous month bears to the train miles of the Terre
Haute Division for the previous month, excluding District No., 3.

32. Account 373 - "Station Employees" - shall include a proportion of the expense
at Union Street, Galewood and Division St. Stations, Chicago, and of the
expense of the Chicago Railroad Freight Collection Association at Chicago.
The proportion shall be in the ratio that the number of carload waybills
for CTH&SERy is to the total number of waybills handled at each station,
determined by the Auditor of Station Accounts by meking periodiecal counts
of the waybills handled at each of the stations.

33, hccount 374 "Weighing, Inspection and Demurrage Bureaus" - The charges to
this account for the CTH&SERy. (District No, 1) shall include amounts
paid to the Centrsl Freight Association. In addition there shall be
included a proportion of the expense from the Western Weighing and
Inspection Bureau for derurrage inspection in the ratio that the miles of
road CTHLSERy. bears to the total miles of road for the system.
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DISRURSEMENT ACCOUNTING (Continued)

"Train Enginemen"

34, Acct, 392 -
Adcct, 3G4 -~ "Train Fuel®
Acct, 397 -~ "Water for Train Locomotives'
Acct, 398 - "Lubricents for Train Locomotives"
Acct, 399 -~ "Other Supplies for Train Locomotives"
Acct. YOO ~ "Enginehouse Expense-Train®
Acct, 401 -~ "Trainmen"

(a) a proportion of the expenses charged to the above accounts for trains
operating between Bensenville aad Blue Island and between West
Clinton and Joliet, shall be charged to CTB&SERy (District No. 1)
on the basis of locomotive miles, except Account 4OL, "Trainmen,"
which shall be apportioned on the basis of train miles,

(v) & proportion of the charges assignable to District No, 3 on the above
bases shall be charged to the CTH&SERy (District No, 1), in the ratio
that the intermediate switching charges, which would have been assumed
by the CTH&SERy at tariff rates had the CTHA&SERy been overated as a
separate company, Bears to the total intermediate switching charges

at tariff rates that would have been made by the Indiana Herbor Belt
Railroad against CTH&SERy and CMSTF&P for cars handled between

Blue Island and ¥ranklin Park if the CMSTP&PRR did not have its
trackage agreement with the Indiana Harbor Belt Railroad Company,

35, Account 402 "Train Supolies and Expenses" -~ Shall include a proportion of

the cost of reclaiming waste at Milwaukee in the ratio that freight
train car miles of District No,1 for the previous month bears to the
total freight car miles of the system for the previous month,

36. fccount Y07 "Telegraph and Telephone Operation” - Shasll include a

proportion of charges of the Superintendent of Telegrasph and office force
distributed in the System accounts 2s common to Lines East, in the ratio
that wire miles of District No, 1 bears to wire miles of Lines East,

37. Account 412 "Operating Joint Tracks and Facilities - Dr,," shall include a

proportion of the expense for the use of the Indiana Harbor Belt Railroad
tracks between Blue Islend and Franklin Pzrk (District ¥o, 3) in the
ratio that the intermediate switching charges, which would have been
assumed by the CTH&SERy at tariff rates had the CTH&ZSERy been operated

as an independent company, bears to the total intermediate switching
charges a2t tariff rates that would have been made by the Indiana Harbor
Belt Railroad against CTH&SERy and CMSTP&PRR for cars handled between
Blue Island and Frenklin Park if the CMSTP&PRA did not have its trackage
agreement with the Indiana Harbor Belt Railroad Company,

38, Account U4ly "Insurance' - Insurance premiums paid on contents of buildings

snd warehouses on the CTH&SERy (District No. 1) and fidelity bond pre-
miums for employes engaged in transportation service on District No, 1
shall be directly assigned, In addition there shall be iacluded the
following charges:

(a) A proportion of premiums paid on contents of cars after eliminating
charges for those policies which are known not to be applicable to
District No, 1, The apportionment shall be the ratio that freight
revenues of CTH&SERy (District No, 1) for the latest moath available
bears to the freight revenue of the System for the same period,
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DISBUXSEMENT ACCOUNTING (Continued)

(b) A proportion of preulums of fidelity bonds of officers and employes
of the general offices distributea in the system accounts as
cosmon to Lines East and comson to System, The apportionment
snall be the ratio which train niles of CTH&SERy (District No. 1)
besrs to train miles, including yard switching locozotive ailes of
terminal divisions on Lines Fast and Systew, resnectively.

(¢) 4 proportion of auounts patd for public liability and property
- damage insurance on privately owned autowmobiles of employes, which
is chargeahle to this sccount, in the ratio of the nurber of guto-
uobiles used on District No. 1 to the total numbsr of autowobiles
of the system,

39, Account 418 "Loss and Damage-Freight" - The charges to this account for
the CTH%-SERy. (District No. 1) where locelized shall be assigned direct.
Chzrges not directly assignable shall be nrorated to District No, 1 oa
the basis of road miles between origin and destination of shipments,

40, Charges made to accounts of CTARSERy for fuel at the average system
price shall be adjusted as follows:

(2) Por locousotive fuel, an adjustment shall be made for the differ-
ence between the cost as charged at the average systen nrice
and the mine price cost, plus actual handling at cosl chutes
on the CTH&SERy.

(v) For fuel other than lococotive fuel, an adjustument shall be
pade for the difference between the acounts determined, using
the average system price snd the mine urice cost on the
CTHLSERY .

41, Account 410 - "Ststionery and Frinting®

Ul 421 - "0ther Expenses"

L 115 - ¥Clearing Wrecks!

" 416 ~ "Dacage to Troperty"
n 420 -~ "Injuries to rFersons"

A proportion of the expenses charged to the above accounts and assigned
to District No. 3 shall be charged to CTH*SEQy. {District No, 1) in the
ratio that the intermediate switching charges, which would have been
assuxed by the CTH2SERy at tariff rates had the CTH%SERy been operated
as 3 separate company, bears to the total intermediate switching charges
at tariff rates that would have been made by the Indiann Harbor Belt
Railroad against CTHRSERQY and CMStF2TAR for ¢ars handled between Blue
Island and Franklin Fark if the CMStP%P did not have its trackasge agree-
ment with the Indiana Harbor Belt dailroad Comnany.

Migcellgneous Operations

b2, sccount W41 - "Dining and Buffet Service"
" 42 - tHotels and Restaurantst
" uug -~ "Grain Elev:torsg!
" Yuly . "Stockyardsh
! L45 ~ wFroducing Fower Sold"
" Y46 ~ "Other Miscellancous Operationg®

Therg shgll be no charges in these accounts assignable to the CTWaSmy,
(District No. 1) as there are nc such orer ations on that line, _
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DISBURSEMENT ACCOUNTING (Continued)

General Txpenses

U3, Account 451 -~ "Salaries and Expenses of General Officers"
" 452 - "salaries and Expenses of Clerks and Attendants”
" 453 - "General Office Supplies and Expenses"
" 455 ~ "Ingurance"
i 459 - "Valuation Expenses"
" 460 ~ "Other Expenses®

Ui, Charges to the CTHZSERy, (District No, 1) for these accounts shall be a pro-
portion of the charges distributed in the system accounts as common to
Southern District, common to Lines Bast and common to System, excluding
charges to these accounts for salaries, personal and office expenses of
the Secretary, CMStP&P RR Co. (see Acct, 5U42-Rent for Leased Roads and
Fquipment Page 23), The basis of apportionment shall be the ratio that
train miles of CTH&SERy. (District No. 1) bears to train miles, including
yard switching locomotive miles of terminal divisions, in the Southern
District, Lines Fast and System, respectively,

U5, Account U5L "Law Expenses' - Charges to this account for Solicitor, State of
Indiana, shall be directly assigned to CT&ST Ry, (District No, 1). Im
addition, a proportion of charges from general office payrolls and
expenses for thoge offices whose activities are common to Lines ¥ast and
common to System shall be included. The basis of apportlonment shall de
the ratio which train miles of District No, 1 bears to train miles,
including yard switching locomotive miles of termiml divisions, of Lines
Fast and System, respectively,

46, Account Y457 "Pensions" - Assign directly to the CTH&SERy., District No. 1
amounts paid superanmated employes whose active service wag for the
CTHASERyY .

47. Account 458 "Stationery and Printing" - Stationery and printing furnished
the office of Sollcitor, State of Indiana, shall be charged direct to the
CTHZSERy. (District No. 1). In addition, there shall be allocated to
District No, 1 a proportion of charges distributed in the system accounts
as common to Southern District, common to Tines ¥ast and common to System
after deduction of directly assigned charges and of charges to this account
for stationery and printing furnished the Secretary, CMStP&P RR Co. The
basis of apportionment shall be the ratio which trailn miles of CTH&S®Ry,
(District No, 1) for the previous month bears to train miles, including
yard switching locomotive miles of terminal divisions, in the Southern

District, Lines Taest and System respectively.

Ug, Aseign directly to the appropriate general accounts the charges for services
of W, ¥, Peter and clerical force, charges for directors! fees amd other
corporate expenses reported to Account 542 "Rent far Leased Roads and
Equipment" in the CMStP&PRR Co. accounts.

49. Account Y61 - "General Joint Facilities-Dr."
" 462 - "General Joint Facilit feg-Cr."

The distribution to these accounts of amounts incurred on the CTH&SERy.
(District No, 1) shall be directly assigned,
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DISBURSTMENT ACCOUNTING (Contjinued)

Transportstion for Investment-Cr.
To this account shall be credited allowances, at the rate in effect, repre-

senting the expense to the CTHZSERy. (District No. 1) of transporting, on
transportation traine over the lines of the CTH&SERy. men engaged in end
material for construction work chargeable to Investment of the CTH&SERy,

Unegdiuste nventor ferences
The CTH&SERy. (District No. 1) shall be charged = proportion of the

annual inventory difference. The basis of allocation to all
accounts except Account 308, "Steam Locomotive Repairs,” and to
Account 314, "Freight Train Car Repairs," shall be in the ratio
that the material issues to Operating Expense accounts of the
CTH&SERy. for the period between annual inventories, bears to the
total material issues of the system for the same period. The
charges to Account 308, "Steam Locomotive Repairs," and to Account
314, “Freight Train Car Repairs,” shall be in the ratio that the
charges to these accounts of the CTH&SERy. (excluding meterial
price adjustments, transportation chargee and obsolete material
adjustmentsg) for the period between annual inventories, bears to
the charges of the system for the same period,

d Stationery Store %xpense Adjustment

The CTH&SERy. (District No. 1) shall be charged a proportion of the balances
carried in the accounts Materiel Store Expense and Stationery Store Expenss
at the end of each year. The basis of mllocation shall be the same es

shown for "Unadjusted Inventory Differences.”

Qbsolete Materipl and Other Misgelleneous Adjustmentsg

The CTH&SERy. (District No. 1) shall be charged a proportion of charges from
obsolete material and other unusual adjustments not named in the foregoing,
which camot be directly allocated. The basis of allocation shall be as
provided for Accounts 308, "Locomotive Repairs", 31U-"Freight Train Car
Repeirs" under "Unadjusted Inventory Differences", using ratios developed

for those accounts.

Freight Ghargzes on Material Transported Over Lineg of the C.M.S$t.F.& P.R.R.Co.

to the C.T.H.& S.E.Ry. (District No. 1)
The Freight Auditor shall develop, based on the storehouse source of material,

the freight charges at tariff rates for material transported over the lines
of the CMStP&P RR Co, for use on the CTH&SERy. (District No, 1.) These
charges shall be allocated by the Auditor of Expenditure to Operating
Expenges, Investment and other accounts on the basls of material issues to
the accounts affected. The allocation shall be, a8 far as possible, to
the accounts appropriate for the use of the material,

Qreratinz Revenuey Income and Profit and loss Accounts

55 . Operating Zeyenues

Account 107 - "Express"
133 - #Station, Train and Boat Frivileges"

" 138 ~ "Telegraph and Telephone'
" 142 - "Rents of Buildings and Other Froperty"
" 143 ~ "Miscellaneous"
" 151 - "Joint Facility-Cr."
" 152 - "Joint Facility-Dr.n
Amounts reported to these accounts applicable to the CTH&SERy. (District
No. 1) shall be localized. :
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DISBULSEMENT ACCOUNTING (Conti
Income accounts

Account 508 - "Joint Facility Rent Income"
510 -~ "Miscellaneous Rent Incowe!

" A1l - "Miscellaneous Non-Operatin:z Physical Property"
" 515 - "Incowme from Unfunded Sccurities and accountst
" 519 -~ "Miscellaneous Incons®

" 41 ~ "Joint Facility Rents®

u 542 - "Rent for Leased Roads and Equipment"

" 543 - “Miscellaneous Rents®
" 547 - "Interest on Unfunded Debt!
" 5H1 = "Miscellaneous Income Charges®

Amounts reported to these accounts applicable to the CTFSERy. (Distriect No,l)
shall be localized,

Account R4l "Joint Facllity Rents" =~ Shall include a nrovortion of the chargzes
for the use o0f the Indians Harbor Belt Railroad Tracks between Franklin Park
and Blue Island in the ratio that the intermediate switching charges, which
would have been assumed by the CTHZSERy. at tariff rates had the CTHLSERy,
been operated as a separate coupany, bears to the total intermediate switcn-
ing charges at tariff rates that would have been nade by the Indiana Harbor
Belt dailroad against CTEASERY. and CMSTF%F QR for cara handled between Bluc
Island and Pranklin Park if the CMStF2P IR did not have its trackage agrees.
ment with the Indiana Erabor Belt Railroad Company

Account 542 ®Rent for Leased Roads and Equipment" - Charges reported to this
account, in the accounts of the CMStFZF RR.Co. representing scrvices of
W. F. Peter, Secrctary, CTH%SERY.CO0, and his cleriecal help, charges for
directors! feesa, franchipe taxes, etc.,, shall be re-distributed to the
appropriate operating expense and tax accounts of the CTHXSERy. (District
Wo, 1) which would be charged if the CTHZSERy. were operated as o separate
railroad,

Account 543 "Miscelianecous Rents" - Charge to the CTH%SERy. (District No. 1)
the rental on migcelisneous equipment and roadwasy machines owned by the
CMStPeP RR Co, and used on the CTHYSERy. at the rental rates specified in
Comptroller's circular No, %1 and supplements thersof,

frofit and Loss
Account 605 -~ "Unrefundsble Overcharges' (Frior.to Jenuary 1, 1930)
# 007 - "Miscellaneous Credits®
" o281 -~ "Miscellaneous Debits
Amounts reported to these accounts applicable to the CTH%SERy. (District No,l)

shall be localized,




2L
RULES GOVERNING. THE PREPARATION OF SEPARATE =ZRCOnDS TO SEOW

THE RESULTS OF OPERATION OF THE
CHICAGO, TERRE HAUTE AND SOUTHEASIERN RAILWAY

HIRE OF EQUIPMENT ACCOUNTS

1. CAR REGORDS
A separate car record shall be maintained to show CMStP&P, foreign and privatr

line cars on CTE&SERy. The CTH&SE cars shall be grouped separately from
the Milwaukee Railroad cars in the system car record books. This recoerd,
in addition to showing the movement of cars on the CTH&SE, shall show the
car movements on the CMStP&P and movements between foreign lines, from
which the detention on the CTH&SERy., the CMStP&P or on foreign railroads
shall be determined.

2. INTFRCEANGE

To establish a basis of interchange of cars moving between the CTH&3TRy. &and
the CMStP&P the following shall govern: Cars shall be considered delivered
by the CTH&SERy to the CMStP&P on arrival at Blue Island and from the
CMStP&P to the CTH&SE on arrival at Blue Island by having the conductors
show on wheel reporte the time of arrival at Blue Islend in each direction.
Cars arriving Delmer over CTH&SERy for movement vie Gery line, or cars
arriving Delmar over the Gery line for movement via the CTH&S¥Ry., shall
be considered interchanged on the date of errival at Delmar.

3. PER DIEM
Hire of freight cars for CTH&SE shall include:

Debits:

(a) Foreign cars on CTH&SE - 2ll classes - at $1.00 per day

(b) Milwaukee cars on CTH&SE - all classes including cabooses, at $1.00
per day.

(c) Mileage of private cars on CTH&SE at tariff rates

(d) Reclaims ~ account all cars handled for the CTH%SE in terminal or
intermediate switching service,.

Credits:

(e) For CTH&SE cars except box cars, on foreign roads, 2t $1.00 per day.

(f) For CTH&XSE box cars - average 8s allowed By foreign lines.

(g) For CTH&SE cars (including ore and box cars assigned to CTH&SE) on
Milwaukee - all classes including cabooses $1.00 per day

(h) Reclaims account cars handled for foreign rosds by CTH&SE in terminal
switching service.

(1) For Milwaukee empty coal cars on CTH&SE in excess of requirements.
Brpty coal cars -~ CTH&SE and Milwaukee on line daily in excess of
four times the daily locading shall be considered excess Milwaukee
cars on CTH&SE and CTH&SE allowed a credit therefor of $1.00 per
cer per dey.

4., PER DIEM REPORIS
Regular per diem reports shell be prepared of per diem between CMStP&P RR
and CTH&SFRy, which, with per diem reports received from and submitted to
foreign lines, shall be used in determining Hire of Freight Cars, as pro-
vided for in Paragraph 3%, PER DIEM,

5., RENTS FOR AND FROM WORK EQUIPMENT
(a) Rental shall be charged CTHEASE for CMStPAP work equipment used on the
CTHLSE and there shall be a credit of rental to the CTHASE for
CTH4SE work equipment used on the CMStPLP,

(b) The charges and credits shall be at the rental rate (Account 507)
provided in Table 3-4 Comptroller's Circular Ul-Revised. No charge
shall be made for equipment when not in usa.
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HIRE OF EQUIPMENT ACCOUNT (Continued)

6. RENTS FOR AND FROM PASSENGER TRAIN CARS INCLUDING GAS ELECTRIC OR MOTCR CARS

(a) Rental shall be charged CTH&SERy. for CMStP&P RR. passenger equipment
used by the CTH&SERy. and likewise there shall be credited to the
CTH&SERy . for CTH&SERy. passenger equipment used by the CMStP&P RR.

(b) The rate to be charged and credited the CTH&SERy. shall be determined
by the Auditor of Investment and Joint Facllity Accounts by applying
interest at 5% on 55% of the reproduction cost new (reproduction cost
new, less 10% salvage, divided by two, plus salvage,) and deprecla-
tion at 23% (straight line basis) on the reproduction cost new.

7. REFUND OF SWITCHING CHARGES
Under code of rules of the General Managers' Assoclation of Chicago governing
pettlement of intermediate switching charges between railroads within the
Chicago district, the road haul carrier is responsible to the switching
carrier for such intermediate switching charges it incurred in returning
empty cars to the road haul carrier or returning cars to the home road.
The CTH&SERy. shall be charged as follows:

(a) A check shall be made to determine which of the cars handled by the
CMStP&P RR. for the CTH&SERy. in switching service were delivered
home via belt lines at Chicago, and a charge shall be made against
the CTH&SERy. for such intermediate chargess paid by the CMStP&®P RR.

(b) A charge shall be made against the CTH&SERy. to cover refund of
switching charges pald to other roads on cars delivered by the
CTH&SERy . to other lines in terminal switching service, which,
after being made empty, are delivered to the home road or returned
empty through en intermediate carrier to the CTH&SERy.

Note: The movement of CTH&SERy. traffic over the Indiana
Harbor Belt Rallroad between Blue Island and
Franklin Park in CMStP&P RR. trains shall not be
included as an intermedlate switching charge, as
the CTH&SERy. 1s charged with a proportion of the
total expense of such movements. See instructions
under "Disbursement Accounting! for division of
this expense.

g, LOCOMOTIVE RENTALS
Rental shall be charged CTH&SERy. for CuStP&P locomotives used on its lines
and it shall be credited with the rental of CTH&SERy. locomotives used by

the CMStP&P RR., determined as follows:

(a) Determine monthly the light weight pounds of the locomotives owned
by the CTH&SFRy. including the five class F~6 locomotives in exclu-

sive service on the CMStP&P RR., to which apply appropriate rates
per pound to produce reproduction cost new.

(b) Determine monthly the light weight pounds of all locomotives assigned
to the Terre Haute Division, excluding CHStP&P locomotives 1in white
lead., To tnis, add the Light weight pourds of Milwaukee, Dubugue-
Illineis, and Chicago Terminal Dvisions assigned locomotives uged
sn the CTH&SERy. (District No. 1) (See Note No. 1), and deduct the
light weight pounds of Terre Haute Division assigned locometives
used between Blue Island and Bensenville, between Delmar and Joliet,
and en other operating divisiong (See Note No. 2). To thig result
apply eppropriate rates per pound to produce reproduction cost new.
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HIRE OF EQUIPMENT ACCOUNT (Qontinued)

Note 1

The light weight pounds of Milwaukee, Dubuque-~Illinois, and Chicago
Terminal Divisions assigned locomotives used on CTH&SERy (District No, 1)
sgall be determined by taking a percentage of the light weight pounds of
each of such locomotives in the ratio that the miles of each locemotive
made south of Blue Island bears to the total miles made by the locomotive
during the current month, Idle time ir excess of ons day, and shopping
time shall be excluded from the light weight pounds befdte the percentage
is applied to determine the light wcight pounds of these locomotives used
on CTH&SERy. (District No. 1). '

Ngte 2 : .

The light weight pounds of Terre Haute Division assigned locomotives used
between Blue Island and Bensenville, between Delmar and Joliet and on other
operating divisions, shall be determined by apportioning to such lines the
light weight pounds in the ratic that the miles made by each locomotive on
the respective lines bears to the total miles made by the locomotive during
the current month, '

(c) The difference between the reproduction cost new of (b) over (a) shall
represent the reproduction cost new of locomotives rented to the CTHESE
Ry. A monthly charge shall be made to Account 537, "Rent for Locomo-
tives," by applying interest at 5% on 55% of the reproduction cost new
of locomotives rented to CTH&SERy (reproduction cost new, less 10% sal-
vage, divided by 2, plus salvage), and depreciation at 3% (straight
line Wasis) on the feproduction cost new,

(d) The CTH&SERy shall be charged a proportion of the rental for the use of
locomotives between Blue Island and Bensenville, To the light weight
pounds developed for the use of Terre Haute Division assigned locomo-
tives between Blue Island and Bensenville in accordance with Note 2,
add thé light weight pounds of Milweukee, Dubuque-Illinois, snd Chi-
cago Terminel Divisions assigned locomotives used between Blue Island
and Bensenville (see Note No. 3). To this result epply appropriate
rates per pound to produce reproduction cost new, then compute rental
as prescribed in paragraph (c), and apportion the amount thus deter-
mined for the use of locomotives between Blue Island and Bensenville
in the ratio that the intermediate switching charges, which would
have been assumed by the CTH&SE at tariff rates had the CTH&SERy.
been operated as a separate company, bears to the total intermediate
switching charges at tariff rates that would have been made by the
Indiana Harbor Belt Railroad Company against CTH&SERy and CMStP&P RR
Co, for cars handled between Franklin Park and Blue Island if the
CMStP&P did not have its present trackage mgreement with the Indiane
Harbor Belt Rallrogd Company,.

Nate 3
The light weight pounds of Milwaukee, Dubuque-Illinois, and Chicago

Terminal Divisions assigned locomotives used between Blue Island and
Bensenville shall be determined by taking a percentage of the light
weight pounds of each of such locomotives in the ratio that the miles of
each locomotive made between Blue Island and Bensenville bears to the
total miles made by the locomotive during the current month, Idle time
in excess of one day, and shopping time, shall be excluded from the light
Weight pounds before the percentage is applied to determine the 1ight
welght. pounds of these. locomotives used south of Blue Isléhd, :
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AULES GOVEANING THE FREFARATION OF SEi aRaiE «ECQADS TO SHOW TEE ZESULTS
OF THE OPEuaTION OF THE CrnlCaGC, TENAE HaUTE % SOUTHEASTEAN RAILWAY

STATION aCCOUNTING

The following revenue and incorme iters accounted for by the suditor
of Station Accounts shall be assigned to the CTHESERy in the
following nmenner:

ACCOUNT 135 - STO4aGE XEVENUE - FAELGHT

This account shall include the revegué froa the storage of freight reported
by "agents of CTH%SERy on Forms 1364, "Storage Report,"

ACCOUNT 137 - DEMUAAAGE «EVENUE

This agccount shall include the revenue from the detention of cars incident to
loading, unloading, reconsigning and stopns in transit, at tariff rates for
demurrage, and as reported by agents of OTWeSERy. on Forms 1362, “Abstract of

Demurrage and Trackage Storage.

4CCOUNT 138 - TELEGRAEE VD TELEFHONE &EVENUE

This sccount shall include revenue reported by agents of CTRASERy as "Telegranh
decel ity ~ Western Union® and allocated direct to CTHLSERy. The Western
Union Telegraph Company's proportion of such receipts paid by monthly voucher,
issued by Superintendent of Telegraph, shall be charged to CTHZSERy.

ACCOUNT 140 - STOCKYARD REVENUE

There are no railroad operated stockyards on the CTH&SERy, conseguently there
will be nothing to report for the CTHZSERy under this account,

ACCOUNT 533 - UNCOLLECTIBLE RaILWAY REVENUES

The segregation of this sccount will be determined without regard to divisien
of revenus and solely on the basis of whoge otligntion it would be-to collect
the charges under separate operation, Amounts charged to this account repre-
genting uncollectible items in the station accounts of CTPHLSERy. or transferrcd
to the account "Sundry Persong Uncollected", shall be recorded znd charged to
CTH&SERy. Prepaid forwarded charges for traffic originating at Chicego station
and inbound collect charges for traffic terminating at Chicago stations
forwarded or received vis the CTH&SERy which are uncollectible snd charged to
this account will likewise be recorded and charged to {TH&SERy.

{(THIS ACCOUNT WAS CANCELLED BY THE INTEXKSTATE COMMEKCE COMMISSION EFFECTIVE
JANUARY 1, 1930, AND THE KEVENUES FORMERLY CHARGED TO THIS ACCOUNT ORDERED
CHanGED TO THE APPROPRIATE REVENUE ACCOUNTS-)
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RULES GOVERNING THE PREPARATION OF SEPARATE RECORDS TO SHOW THE RESULTS
OF THE OPERATION OF THE CHICAGO, TERRE HAUTE & SOUTHEASTERN RAILWAY

LiVESTMENT ACCOUNTING

1. The Auditor of Investment and Joint Facility Accounts shall allocate direc* :o
the CTHZSERy.all items of Income and Profit and Loss for transactions
effecting the CTH&SERy.



Exhibit No,

CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY

1l

Henry A, Scandrett, Walter J. Cummings, George I, Haight, Trustees

In the

DISTRICT COURT OF THE UWITED STATES
For the Northern District of Illinois

Fastern Division

REVENUES, EXPENSES AND NET INCOME FROM OPERATIONS OF TERRE HAUTE LINES FOR
YEARS 1936 AND 1937 AS DISCLOSED BY THT SEPARATE BOOKS AND ACCOUNTING
RECORDS MAINTAINED BY THE TRUSTEES SINCE JULY 1, 1935

Line Year Year
Yo. Teems | 1936 1937
1 | Reilway Cperatine Revemues:
5 Freight — Commercial ......vveeneerennnernnneennns $5,180,222 | $ 4,qlu6, 702
ﬁ PaSBENEET ittt i e e 12,922 9,709
Excess Baggage . ..vviii i it e 1 2
5 MadT o e et et e 9,56k 9,334
6 B3 4 o5 o -1 J 1,392 1,501
7 | ALl Other Transportation ......................... 41,922 50,&21
g8 | Incidental and Joint Facility -~ Credit ........... 7,854 9,899

.9 Sub-Total Revenue Traffic ......... e vivenin.n. 5,253,877| 5,027,468
10 | # Freight Revenue for Hsul of Milwaukee Company
11 Materia? at Tariff Rates:

12 C0BL vttt 2,106,406 | 1,992,009
1 Other than Company Coal .........cvivivrvnnnnn. 102,600 67,86

1 Total Railway Operating Revenues ............... 7,462,883 7,087,440
15 | Railway Operating Expenses:

16 | Msintenance of Way and Structures ................ 980,023 guo =09
1 Maintenance of Equipment .........cvivivieinienen.n. 817,853 778,556
18 B8 5 S P 52,017 55,976
19 TransPOTEBEL0N « vttt vttt e et e 1,292,067 | 1,315,896
20 S TS 3 83,708 96’6Eu
o1 Trensportation for Investment - Credit ........... ¢ L0400 | ¢ 8,246
22 Total Railwey Operating Expenses ............... 3,221,628 | 3,081,325
2 Income Items:

2 Rgilway Tax Accrualse:

2 Ordinary Taxes ..... e e 220, Thk 141,871
26 Railroad Retirement Excise Tax ................. 51,302 1,663
27 Social Security Unemployment Tax ............... 17,284 39,426
o8 Total Railway Tax Accruals ................... 289,330 182,900
29 Equipment Rents - Net Debit ........cvvivennn..... gL6,479 862,052
30 Joint Facility Rents - Net Debdt ................. 112,261 117,320
7 Total Income Items - Debit ................... 1,248,070 1,162,332
32 | Net Railway Operating Income ............coecveenn... 2,993,185 2,8L3,783
23 | Other Income - Net .........ooiviiiiiieiiiinnn. ., 5,403 10,386
33 Income before Milwaukee Rental ..................... 2,998,588 | 2,854,169
35 |'Milwadkee Rental - Interest on Terre Haute bonds out-

[ 36 | standing (excluding interest on $1,515,000 of bonds

37 owned by Milwaukee§ and TerreHaute Corparate expenses,| 1,032,042| 1,033 Lg2
38 | Net Income to Milwaukee after Rental ...............| $1,066, 546 $l,820,687}

# Tons of Milwaukee Coal Hauled .................... 2,019,181

¢ Denotes Red Figures

Officer in charge of Finance and Accour

Chieago, I11., May 10, 1938. 1ting,

2,049,747



Exhibit No. le

CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY
Henry A. Scandrett, Walter J. Cummings, George I. Haight, Trustees

In the

DISTRICT COURT OF THE UNITED STATES

For the Northern District of Illinois

Eastern Division

REVENUES, EXPENSES AND NET INCOME FROM OPERATIONS OF
THREE MONTHS ENDED MARCH 31, 1938, AS DISCLOSED BY
AND ACCOUNTING RECORDS MAINTAINED BY THE TRUSTEES

TERRE HAUTE LINES FOR
THE SEPARATE BOOKS
SINCE JULY 1, 1935

Three months
Line Items ended
Yo. March 31, 1938
1 [Rallway Operating Revenues:
2 | TFreight - Commercial. . . . . . . . . . . .. $ 1,222,621
5 Passenger . . . « « +« « o o ¢ o o o o . . o . 1,539
Meil. e e e e e e e e e e e e e e e e 2,205
5 | Express . . . e e e e e e e . 140
6 All Other Transportation e e e e e e e .. 6,380
7 Incidental and Joint Facility - Credit. . . . . . . 1,416
8 Sub-Total Revenues Traffic . . . e 1,234,301
9 |# Freight Revenue for Haul of Mllwaukee Company
10 Material at Tariff Rates:
11 Coal. + + + « . e e e e e e e e e e e 373,456
12 Other than Company Coal . . . e e e e e e 173, 0u4
13 Total Railway Operating Revenues . ' . 1,620,801
1ﬁ Railway Operating Expenses:
15 Maintenance of Way and Structures . . . . . . 121,821
16 | Maintenance of Equipment. . . . . . . . 162,053
17 Traffic . . . v « v v v v v v 6 o & . 17,060
18 Transportation. . . . . . . . . . . . 320,218
19 General . . v ¢ v 4 o e 4 00 e . .. ok, 302
20 Transportation for Investment ~ Credit. . e s 781
21 Total Rallway Operating Expenses. . . . . 6,673
22 |Income Items:
2 Railway Tax Accruals:
2 Ordinary Taxes. . . e e e e e e e Ul yhs
25 Rellroad Retirement Excise Tax. e e e e e e e 12,862
26 Sociel Security Unemployment Tax. . . . . 13,024
27 Total Rallwey Tax Accruals. . . . . . . 70,331
28 | ZEquipment Rents - Net Debit . . . . . . . . .. 204,045
29 Joint Facility Rents -Net Debit . . . .. 27,565 |
30 Total Income Items - Debit. . . . . e . 301,911
31 |Net Railway Operating Income. . . . . . . .. 674,187
72 |Other Income ~ Net. . . . . e e e e e . e 1,87
33 |Income before Milwaukee Rental. . . . . 676,060
34 IMilwaukee Rental - Interest on Terre Haute bonds out—
35 standing (excluding interest on $1,515,000 of bonds

owned by Milwaukee) and Terre Haute Corporate

expenses. . . o o

C . . 260 17g_J

36
37
38 ’Net Income to Milwaukee after Rental. ..

... § 5,868 |

# Tons of Milwaukee Coal Hauled .
f Denotes Red Figure

Officer in Charge of Finance and Accounting
Chicago, I1linois, June 3, 1938

< 359,092



(Exhibit No, U4
in Aug.26, 1935

Proceedings)
CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY

.In The
DISTRICT COURT OF THE UNITED STATES
For the Northern District of Illinois

Eastern Division

In the Matter of
Petition of Chicago, Milwaukee, St. Paul
and Pacific Railroad Company, Debtor, for
authority %o pay rental obligations aris-
ing under its lease of railroad properties
of Chicago, Terre Haute and Southeastern
-Railway Company.

REVENUES, EXPENSES AND NET INCCME OF TERRE HAUTE
LINES FOR YEARS 1933 AND 1934

Office of Vice President,
Finance and Accounting,
August 17, 1935,



CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC RAILROAD COMPANY
In The
District Court of the United States
for the Northern District of Illinoils - Fastern Division.
In the matter of - Petition for anthority to pay rental obligations
arising under lease of the railroad properties of
Chicago, Terre Haute and Southeastern Railway Company

REVENUES, EXPENSES AND NET INCOME OF TERRE HAUTE

LINES FOR YEARS 1933 AND 1934

Office of Vice President, Finance and Accounting
Chicago, Illinois, August 16, 1935,

Items 1933 1934 N
Railway Operating Revenues
Freight .......... P e eeriteriranaaee, $h, 59ﬁ ,376 | $4,380,523
Pessenger ....... e cs e eseesnns e e . ,955 19,071
Mail coecvnvnnnnnnnnns tecssraeaans B S 9,979 9,814
EXPIesB covecsceccocconnsoncasss ceersecnscenas 1,880 1,57k
All Other Transportation ........ceceeveneunns 160,785 18k, 642
Incidental & Joint Facility = Cr. ...cveeve.ns 3,563 5,059
Sub-total Revenne Traffic ................. | W,784,538 | §,600,583
-# Freight Revenue for heul of
Milwsukee coal at tariff rates .............. | 1,664,125 | 1,741,701
Total Railway Operating Revemues .......... 6,448,663 | 6,342,284
Railwey Operating Expenses
Maintenance of Way & Structures .............. 588,333 778,210
Maintenance of Equipment ....ceceveeeevss ceven 750,262 693 092
Praffic eccvcecrenconscaasoaen seveens ceveon . 63,351 2
Prangportation ...cevtiiereeianeaacntanannana, 1,11k,980 | 1 170 kg
GOROYAL +.vovscrrvrrnnnnorersscsoncenes R . gl,018 79,962
Transportation for Investment - Cr. tererenen 1,491 3,2hh
: Total Ralilway Operating Expenses .cocee.... 2, 599‘h53 2,777,183
Income Items
Railway Tax ACCIUALS cctevoceoareconcsocrncans 187,610 201,712
Uncollectible Railway Revenues ............... 7 332
Equipment Rents - Net Dre «.vvvvvenronnnsnnens 565,936 401,380
Joint Facility Rents - Net Dr. ..cocceoveeenn. 144,002 145,931
Total Income Items ..coovve.e tesessedeccana 897,645 749,355
Net Railway Opereting Income .coooeee.cecans ceeee | 2 951 EES 2,815,746
Other Income - Net ...o.cvvereeceenennss ceevtaans -~ 11,236
Net Income Available for Fixed Charges .......... 2 962 012 | 2,826,982
Rental paid by Milwaukee . ...ovveviescenvososanns 1,036,120 | 1,034,222
Net Income to Milwankee after rental .......... .. | $1,925,892 | $1,792,760
# Tons of Milwaukee Coal hauled .veveceeceeernn.. 1,610,963 1,626,238


http:�����.����.�.��.�����

METHOD USED IN ARRIVING AT EARNINGS OF CHICAGO, TERRE HAUTE
AND SOUTHEASTERN RAILWAY COMPANY FOR YEARS 1933 AND 1934,

* Ok Kk ok ok XK ok ok ok 3k

RAIILWAY OPERATING REVENUES

1933 1934
Freight Revenues: 36,257,501 6,122,224

An analysis was made for twn representative months, April and Kovember,
of &1l shipments, including iiilwaukee company coael, a@iginating or temminating on
or moving over the Terre Haute 1lines, from which the totel freight charges and the
Terre Haute's proportion thereof were determined, In sllocating the revenues,
other than revenues local to the Terre Haute, the Terre Haute was given the same
divisions as were. in effect when it was a separately operated company, with the
exception that in khe case of coal shipments to points north and west of Chicago
where divisions had not been established by the Terre Haute the applicable divi-
sions in effect with the Chicago & Eastern Illinois Railway Company were applied.

All intermediate and terminal switching charges* which the Terre Haute as
a separately operated mroperty would be reguired to absorb were deducted from Terre
Heute revenues, excepting the Indiaﬁa Harbor Belt charge on Terre Haute business
moved in Terre Haute trains over the Indiana Harbor Belt. The Terre Haute lines,
including trackage rights over the Baltimore % Ohio Chicago Terminal Railroad, end
at Blue Island, The Milwaukee has trackage rights over the Indiana Harbor Belt in
connection with its operation of the leased lines of the Terre Haute from Franklin
Park to Blue Island. A4s the terminus of the Terre Haute operating division is the
Milwaukee's Bensenville Yard, Terre Haute trains run through to that point, and all
expense of operation is included in the Terre Haute division expenses, Therefore,
the Terre Haute terminus for the purpose of this study, which is a separation of
earnings, is considered to be the Bensenville Yard.

The revenuss for the Terre Hrute ascertained for the months of April and

*  Intermediate switching charges in Chicago Switching District are $5.40 per loaded car and $2,70 per empty car, except
for porishables whore rate is $10,50 per loaded oar with free eapty retum, Temminal Switching charges in Chicago
Q:sfr:ot are per owt, (miniom 60,000 Ibs,), 1-1/2c for coal and 2 for other commoditios except grain for which
it is $4,95 per oar,



November were expanded to a full year on the following basis:

For Milwaukee company coal the revenue per ton for the two months was
applied to the total tonnage for the year; for revenues, other than company coal,
reports are made to each State of the freight revenues earned within the State.

In the State of Indiana the only mileage operated by the ililwaukee is that of the
Terre Haute, so that the freight earnings for that State are the earnings of the
Terre Haute within that State. The total freight revenues for the Terre Haute,
exclusive of revenue from Milwaukee company coal for the months of April and No-
vember for the years 1933 and 1934, as determined by the direct anelysis, was
found to be 2.72 times these freight revenues for the same two months within the
State of Indiana aé included in the annual reports to that State. The full year's
freight revenues, exclusive of revenue from kilwaukee company coal, were determined
by applying this factor to the total Ireight revenues as reported to the State of
Indiana for the year, on the assumption that the ratio of the total Terre Haute
revenues to the revenues of that line in the State of Indiana for the full year

would bear the same relationship as for the iwo months, April and November.

Passenger, liail and - 1933 - 1934
Express Revenues: $26,814 $30,459

Passenger train service 1s performed only in the State of Indiana, and our
Ticket Auditor's office has & complete record o. the revenues derived from this ser-
vice. Mail and express service 1s also performed only in the State of Indiana, and
Terre Haute lines in Indiana are in separate accounting divisions of the U.S. R.P.O.
Dept. and the Rallway Express Agency. Consequently, our Supervisor of ilail and Ex-

press has &a complete record of the mail and express earnings of the Terrs Haute.

All Other Transpor- 1933 1934
tation Revenues: 160,785 $184,542

Principally switching revenues, with some small revenues from excess baggag-



milk and special trein service. All of these 1tems were ascertained in full for
each year, with the exception of switching revenue for intermediate switching of
cars handled for the Milwﬁukee southbound from Bensenville to Blue Island, which
under geparate operation would be absorbed by the Milwaukee. The Terre Haute Di-
vision ends at Bensenville, and as there has been included in the Terre Haute ex-
penses all train costs and the Indiana Harbor Belt trackage charge® on all cars
moving in road haul from the Milwaukee to the Terre Haute, including retuin of
empties received loaded from the Terre Haute for road haul, the switching charge
on which the }ilwaukee would be required to absorb under seﬁarate operation, the
Milwaukee has been charged and the Terre Haute has been credited wifh intermediate
switching on a cost basis in lieu of the tariff charge. This credit to the Terre
Haute for the intermediate switching of these cars on a cost basis is estimated af
%$2,71 per loaded car and $2.26 per empty car for 1933, and $2.65 per loaded car and
$2.20 per empty car for 1934, which compares with the Indiana Harbor Belt tariff
charges of $5.40 per loaded car and $2,70 per empty car. These credits were as-
certained for the two months,.April and November, and expemded to a full year in

the retio that the freight revenues for the two months were to the full year.

Incidental and Joint 1933 1934
Facility Revenues: $3,563 $5,059

Demurrage, telephone and telegraph, storage freight, rents of buildings,

joint facility-Cr. and miscellaneous. Ascertained in full for each year.

RAILWAY OPERATING EXPELISES

Maintenance of 1933 1934

Way Expenses: 588,333 4778,210

The Terre Haute division expenses include all maintenance of way and
structures expenditures of the Terre Haute lines, 37.5 miles of the Gary line ex-

tending from Delmar to Joliet, and a proper proportion of the Indiana Harbor Belt

* $1,00 per car foaded or empty after April I, 1933 and $1,2 per car prior thereto,



trackage charge for the use of its line between Blue Island and Franklin Park,
required under the accounting rules of the Interstate Commerce Commission to be
charged to Liaintenance of Way and Structures. If, therefore, there is eliminated
from these expenditures the maintenance of way and structures expenses of the 37.5
miles of the Gary, we have the masintenance of way and structures expenses for the
Terre Haute operation. The maintenance expenses for the 37.5 miles of the Gary
wore determined from division records for the two months, April and November, and
their percentage of the total maintenance expenditures of the Terre Haute division
for the same two months. This percentage of the total maintenance expenses of

the Terre Haute division for the year was deducted in arriving at the full year's

expeuses for the Terre Haute operations.

Transportation ' 1933 _ 1934
Expenses : $1,114,980 $1,170,649

The Terre Haute division expenses include all transportation expenses of
the Terre Heute lines, inecluding the operation from Blue Islarnd to Bensenville and
operation over the Gary line from Delmar to Joliet. In arriving at the transpor-
tation expenses of the Terre Haute division for the year, the expenses in comnection

with the Gary operation were eliminated in the same manner as described for mainte-

. nance of way and structures.

liaintenance of 1833 1934
Equipment Expenses: ©750,262 $£693,092

Repairs to locomotives in use on the Terre Haute were allocated direct;

depreciation end retirement charges are apportionments of system charges upon the

basis of locomotive miles. Freight car repairs, depreciation and retirement charges

were determined by applying to Terre Haute ownership the system average expenses per

car for these items. Other maintenance of equipment expenses are as charged to the

Terre Haute Division accounts, after clearing any such expenses applicable to the

Gary line.



General and Traf- 1933 1934

fic Expenses: $147,369 $138,476

General and Traffic Expenses are apprtioned to operating divisions

upon the basis of the combined train and yard switching locomotive ﬁiles.

INCOME ITEMS
Taxes, Uncollectible Hailway Rev- ) 1233 1934
enues and Joint Facility Rents: $331,709 $347,975

Taxes are the taxes assessed against the Terre Haute lines. Uncollect-
ible railway revenuss are the uncollectible revenues at stations on the Terre Haute
- lines. Joint facility rents ares the net of the joint facility emounts paid and re-
ceived for such jolnt facilities used in the Terre Haute operation, including a
proper proportion of the Indiana Harbor Belt trackage charge which is chargeable

to Joint Faeility Rents under the accounting rules of the Interstate Commerce Com=-

mission.
1933 1934
EQUIPMENT RENTS . $565,936 $401,380

Locomotive Rental:

The Terre Haute was charged an interest rental of 5% on the depreciated
cost new of the tractive effort of the locomotives assigned to and used in Terrs
Haute operations in excess of 1ts ownership. Interest rental only was charged
‘as the Terre Haute operating expenses include repairs, depreqiation anq retiremsnt

charges for the locomotives used on its lines.

Freight Car Per Diem:

Determined on the basis of ownership as if the Terre Haute was a sepa-
rately operated railroad. The Terre Haute was credited with the standard per diem
rate of $1.00 per day for its owned cars on foreign lines and on the Milwaukee Sys-

tem, and was debited at the same rate for all foreign cars, including Milwaukee



cars on its llnes, except for excess Milwaukee empty coal cars stored on the Terre
Haute. In charging the Terre Haute for Milwaukee empty coal cars, all cars in ex-
cess of four times the average daily loading were considered surplus. This ratio
was determined by our Superintendent of Transportation and takes into consideration
a reasonable time for return empty movement, cleaning, distribution in field, spot-
ting at the mine &and loading. The figures so determined for the two months, April
and November in each of the years 1933 and 1934, were expanded to a full year on

the basis of the operating ratios obtaining in the two months.

Privaete Car Mileagse:

Rental for private car mileage is the proportion of System payments ap-
plicable to the Terre Haute, including the mileage made between Blue Island and
Bensenville, For the two months studled, April and November in each of the yéars
1933 and 1934, the figures were expanded to a full year on the basis of the operat-

ing ratios obtaining in the two months.

1933 1934

—_— L e—

Other Income - Net: $10,447 811,236

Mainly rent from buildings and land leased to industries: Ascertained in

full for each of the yeérs.

Rental Paid by Milwaukee 1933 1934
Under Lease: $1,086,120 $1,034,222

Under the provisions of the lease and the accounting rules of the Inter-
state Commerce Commission the amounts charged in Milwaukee accounts to Account
542 - Rent for Leased Roads, are (a) interest on Chicago, Terre Haute and South-

eastern Railway Company bonds outstanding, and (b) corporate expenses of Chicago,



Terre Haute and Southeastern Railway Company, which for the two years 1933 and 1934

were as follows:

TERRE HAUTE RENTAL AS CHARGED IN ACCOUNTS AND AS PAID

Items in Rental 1933 1934
INTEREST, _ _
# On bonds outstanding in hands of public $1,023,580 | $1,023,580
* On $1,515,000 principal amount of First and
Refunding bonds owned by C.M.St.P.& P, and
pledged under its lst and Ref. Mtgse. L,. 75, 750 75,750
Total Interest $190999330 | $100999330
OTHER EXPENSES
Salary of Secretary $ 2,250 | $ 2,231
" " Clerk 162 164
" " Stenographer 162 164
Pargonal Expenses of Secretary .28 10
Directors Feesg 110 30
Trustees Fees 215 815
Normal Income Tax on Bond Interest -~ First
& Ref. and Income Bonds 5,295 6,969
Fee of First National Bank of Chicago - as Paying _
Agent for bond interest 3,592 -
Miscellaneous 126 159
Total Other Expenses $ 12,540 |$ . 10,642
TOTAL RENT AS CHARGED TO ACCT. Kh2 $1,111,870 | $1,109,972
* Less Credit to Acct. 514 - Income from
funded securities 75,750 75,750
| TOTAL RENT 'AS PAID $1,036,120 | $1,034,222
# BONDS OUTSTANDING I HANDS OF PUBLIC AS OF JUNE 30, 1935
Annual Interest FPirst Lien Mileags
Principal ' Total
Mortgages Amounts |Rate| Amount Due Dates Road |All Tracks
Bedford Belt $ 250,000| 5% |[$ 12,500|Jan. 1 & July 1 4,66 13.66
Southern Indiana 7,237,000 L% 291,480|Feb. 1 & Aug. 1| 240,92 424,90
First & Refunding| 8,056,000( 5% 402,800 June 1 & Dec. 1| 115.17 183.60
Income 6,336,000 5% 315,800 Mar, 1 & Sept.l - -
Totals $21,929,000 $1,023,580 L‘360.75 62u.16__J




