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BEFORY THE INTIRITATE COMIERACK CUMMISIION

IN TUS MATTER OF TH® VALUATION OF THE :
CAROLISN, CLINCHFISLD AND OQHIO RAYLWAY ! Valuztion
: Dockst 364

QOMPARY, #T AL.

I5 Tz HATTER OF Tin VALUATION G THA :
CARQLIGA, CLINCHFIZLD AND OMICO RATLWAY ! Veluztion
¢ Docket 377
COUPARY OF SOUTH CAROLIKA H
IN TH® MATTER CF TiHE VALUATION OF THS :
! Valuation
BLAGCKE UOUNTAIN RAILTAY COUNARY ¢ Dockat 381

-—-——-—-—---—----—-—-u——

Room 1115, I. G. 0. Building,
Haghington, D. C.

Thupeday, October 28, 1926.

The above-ontitled ﬁattera came on for oral argument before
the Commission (Divielonm 1) at 10 O'Clock s.m,

PRIGIENTY Commissioners Meyer, Altchison, and Lewiag.

A'PEARANCES:  4ur. Rdward o. Leilly, 24 Broad Strest, New
York City; and wr. o. ¥. Morgan, Johnson 0ity, Tennernsee,
appearing in behalf of protestants.

Mr. Oliver <. jweet, =nd Ur. Grover L. Swink, aopearing in

behalf of the Burzau of Valuation.
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Commisgioner deyer. The argument this morning is in valua-
tion ¢ickets numbers 384, 377, and 381, Mr. Baellly, you are
noted for four hours and thirty minutes, and the Bureau haeg
acked for two hours and thirty minutes. 1 do not think we
have hac the plezsure of listening %o you in  a viluation
argunent before, but from hearing yo@t argue other cases I
know you are a wan of fow words. If you oan confine yourgelf
to the things that are paculizar to the Clinchfield, I am sure
you will be able to get along with much less time than foux
houzrs and thirty minutes, If you can, we will appreciate
that very much,

Hx. Ballly. 1 hope you will not be dlgappointed.

Commissionzxr Aitohison. That is one-ceventh of the working
time taken wo for Creaztion.

Commissioner deyer. Ia other words, as you can well imagine,
Kr. Bailly, we have had gome of these identical questiong
discussed in mzny caces, and, as far ag you can, if you will
be good enough to point out the things that you believe mye
pecullarly individual to the Clirchfield, that will help us
most.

ALGUTRT OF MR, EDTARD C. BATLLY,

in behslf of 2rotestants,

#r. Ballly. I intend %o devote the major nortion of my
time in argument +to a ¢lscussion of questiong of facts

relating to certzin ascoate, and then there are cart=in
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other questions of procedure and prinoiple that/wduld like
to advert to &3 briefly as I may. I shall tzke as much of

the time allotted to me az is necezsary and vill not reserve

' any in narticular for reply %o the Bureau. I may wish to_
i say & fow words in reply 1£f I have any time left.
‘ e are dealing here with three tentatlve valuations, those
l in dockats 364, 377, and 381, These tentative valuations
3 - cover the properties of four different carriers. There is first
r ! the Caxolina,0linchfield and Chio Rallway, which is a Virginia
! corporation, and whose properties extend from the Xentucky-
: Virginia 3tate line to the Forth Carclina-3outh Oarolina
i gtate 1lne, a distanée of zpproximately 2350 miles.
i Secondly, thers is the (0linchflield Horthern Rallway of
| Kentuoky, =z Kentucky corporation whoge properties extend from
the Virginiapxentﬁcky gtate line northwerd o nlkhorn Qity,
Kentucky, which is a distance of 2.79 miles, This latter
property is leased to the Carolina, Clinchfield and Qhio
Railway, the Virginla corporation, under a 9%-year lease,
i apd was operated on valuatlon date Ly that company, and the
7 values of that property are included undsr valusition docket
334.
Thirdly, thers is the Carolina, Clincfield and Chio Railway
of gouth Carolina, a South Carolina corperation, whose proper—
i ties extend from the YNorth Carolinas=fouth Carolina state line

to Svartanburg, South Carolina, a digtance of apsproxipately
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18 miles. This latter property, becauss of looczl gtatutes i
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South Carolina, was separately ownazd and technically operate

GEelle owid on

a8 a separate property, but its officers and enployees Were
sueidsse b yus the game as those of the Virginia corporation, so thet thege
three properties, thoge of the Carclina, Qlinchfield and Chi-
the Clinchfield Northern Hallway of Kentuoky, and the Caroli:
Clinchfield and Chio of South Carolina were in fact ona sys-
tea of railway, and really opsrated a3 suolh.
Then, in addition, there ia thie Black Mountain iallray

Company, whioch is valued in docket 331. That igc a line locat
entirely in the State of North Carolina, and extends from a

euil nipds : v
‘ e station known as Xona, on ths Carolina, Olinchfield and Chig

Nirenos

Rallway, up towards iHount Mitchsll, a distance of apnproximate:
W8, celasdasl @3 miles. This llne was affiliated with tho Carolina, ®linch
field and Ohio Rallway, but geparately owned and geparately
Cporated. It is really not = part of the Clinohfisld syetzm,
and was never so considered. It 1s entirely different in
character and congtruction and kind of traffie from the Caro-
1lina, Clinchfisld and Chio. It was really bullt to get out
lumber in that mountain'region It bas gevere grades znd is
Very crooked, and ig a 1ight lina,

Because of the fact that thoge nroperties were covered by
8cparate tentative valuations sach carrier has made a aapurate
protest, sxcepting the Clinchfield Northern Railway of on-

tucky, and these prot.sts were heard together, snl only sne
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3finanaia1 backing.than its predescessor, largely from Zngligh

record of testimony in support of the protest or in support
of the Bureau's findings was made.

In oxder that you may have a clear pleture of what the
Clinchfield syutem is 1like, I would 1like ¢o say a few vords
about 1ts history and the kind of rallroad that it is.

The original conception of a railroad line through the
mountazin pésses where Clinchfield now rung, dataes back to 1833
or 1837. The project was for a route from Oharlaeston, South
Carolina, to Cinecinnati, Ohio,-on the Chioc River. One of its
principal advocates and promsters wag Senator Robert Y, Hayme
of South Carolina, more famoug in hig connection with debates
with Daniel “ebster. gome of the original engineering sur-
veys for this line wers made by John C, Fremzont, later re-
nowned as an explorer and soldier, Only a few miles of this
proposed line were actually built, and as a whole, the pro-
ject was a failure,

The project was revived under the name of the Charlegton,
Ginoinnati, and Chicego Railroad, which is familiarly known
as the "Three 0's.? The promoter of this project was Generalf
John.Wilder, of Indiana, whe had been a Brigadier in the Union

Amy during the Civil War. This n¥eject had more zubstantial

i

investors. A conslderable uileage wam graded, or partially

graded; track was laid on approximately 200 miles in the

- Carolinas, which is nov a part of the Jouthsrn Railway eyatem;
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track was also laid on spproximatsly 25 miles in Tenneasse,
18 of which aro now a part of the Clinchfield gystem.  The
“Thres C'a®, however, was not complceted as planned, because

of tho fallure of Baring Brothers, an Znglish banking £imm,

in the early nineties, That project cams to a standstill in

the early nineties.

#ollowing that there ware miscellaneous promoters who be-

came lnterssted in the project and proceeded with mors or logs

success, s0 thot by 1905 there was 2 track in existence and

in operation extending from Johnson City, Tennezsee southwardly
to fpruce Pins, North Carolins, a disiance of 63 miles, and

in Virzinia there was a short stretch of track extending from
Dante, which is up toward the Eentucky line, southwardly to
Fink, a distance of 7 miles, |

The Oarxolina, Olinchfield and Ohio Railway} which we ars

- dealing with, was organized in January, 1205 under the name of
the Bouth and Western Railroad Company, and its name was changed

~ to the Csrolina, Clinchfield and Ohio in 1808,

This corporation acquired the properties and the franchises

of six differsut corporations in the states where the linz is

Dow located, including the 70 miles of railroacd which I have

mentioned from Johnson City to Spruce Pine and from Dante to
Fink, It proceeded to construct new lines closing the gap

of €0 miles betwesn Johncon City and Fink, Vizrginia, on tie

- noxth, and to extend ths 1l¢ns southwardly from Shruee Pine,
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North Carolina to Spartanburg, sSouth Carolinz, a dlstance of
anproximately of 95 miles.

In connection with this Bouthward extension, the Carolina,
Clinchfleld and Chio of South Carolina, which I have desoribed,
Wag organigod and acguired the title to the 18 mlles of line
in South Carolina. This corporation has alwaye been controlled
by the Vizxginia éorporation through ownership of securities.
At the same time the exigting 70 miles in Virginia, Tennessse,
and ¥orth Carolina was largely revised and reconstructed so
as to bring it un to the standard of the new work, so that, in
effect; the Carolina, Clinchfield and Chio really constructed
a'new line of railroad all the way from Dante, Vircinia to
Spartanburg, South Carolina.

Commissioner Altchison. When was that?

ir. 3zilly. Thet was frbm 1905 to the end of 1909, Mr.

Commiszionsx.

}

The separate parts of the line were opened for traffic in
the years 1908 and 1909, and this line 23 2 whole was opened

in Decenmber, 1909.

-

Coumligslonex Altchison. Iow was that construoted, by cone
tract or company foros account?

Hr. Beilly. It wes counetructed partly by a corporation which
was organized by the financlal interests which owned the Caro-
lina, Olinchfield and Ohio Rallway. That ig the Cumbarland

Corporation. The CQumbarland Jorporation also ownad the siock
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RRACEC VI S of 2 construction company called the Mezdows Company, which
TR0, was the general contractor on all this work., The Meadows
TUBITECD p3 Company did the plonsering work, It went in and establiched
S ena ke 11ﬁes of coamunication and ¢id various pilonesring work, and
PIAENTG gaw also did itself quite 2 substantial amount of construction,
GlLl gy It later subecontracted large portions of the work.
" oty g Several years after 1909 constructionws begun again to
AR adr aa further extend the line northwardly into Kentucky to a ocon-
Tl p nection with the Cheasapeake and Ohio at Flkhorn Jity, which
R o ga 1z a2 distance of approximately 38 miles to Dante, the formerx
«CHTY northern terminua,
i oposn g In the oourse of this construction the Olinchfisld Northern
CEET TG Rallway of Xentucky, which I have mentioned, was organized
Er Ty and acquired the 2.73 miles in the State of Kentucky. This
- e cofporation hag also always been controlled by the Virginia
& lemog corporation through ownership of securities, and upon comple-
' 843 tion of the construotion it leased the 2.79 miles to the Vir- |
giniz corporetion, which‘has slways operated 1t.
SN s | Now, a woxd or two about ths physical characteristice of the

R | line. About 50 miles on ths northern end of the 1line 1liss in
terzitory bearing o very high grade of bituminous coal. One

of the principal nurposes of the promoters of the Clinchfield

iy
Ly
5

7as to afford a direct outlet to the Jouth for these coals,

Foy
irs

and spothexr purpose was tc open a through route from the Oaro-

- linzs to the Thio Niver, -hich had basn in the »indg of ~11
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the various promaters.

The country t0 be traversed in carrying out thesse purpoées
ig in the heaxt of the Appalachian region, probably the most
rugred and inacoessible territory for railrond constzuction
of the Rocky Mountzins. All of the line from §lkhorn City,
Keatucky on the aod th to #avion, North Carolina, on the fouth,
a distance of approximately 218 miles, actually lies in this
extremely broken and rugged mountain reglon, while the 658
miles from iarion, North Oarolinz, %o 3partanburg, 2outh Caro-
lina, lies in the adjacent foothills, which ars also suffi-
ciently broken $o require extremely heavy grading and bridging.

Rince & very heavy movement of southbound cosl tonnage was
antiecipated, 1% was neoessary to provide through thie rugged
mountainous country a line of easy grades affording cheap and
econouical operation. This necesaarily requirsd a considerable
amount of supported grade 1line running athwart drsinzge, with
numerous tunnsls, depp.outa, high embankments and many bridges,-
&1l consiructed at consideradly more than ordinary expsnse be-
cause of the inzcceseibility and remoteneas of the region from
labor markets.

If is #orthy of note in this connsotion that that lins hasg
55 tunnels, aggrepating 9! miles in length, and involving
practically onz million cubic yards of tunnel excavation. Thig
13 probably a larger number of tunnels, with a greater aggregate

length and yardage than ig | )sgessed by any carrisr east of
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tha Rocky HMountains. There are 21s0 170 brildges and viaduots
with an aggregate length of four miles,

As indicative of the quantitios of wmaterial which had to he
moved in the construstlion of thig line, 1%t ia an interesting
fact thet there were more than 60 sicam ghovels engaged in
the work, which 1s agreater number than Gensral (oethals
had on the Panana Canal.

In building this line the highest standard then in use by
railroads wag adopted for roadbed, for track, and for bridgas.'
tighty-five pound rail, white oak and chestnut ties, xrock

bazllast on main track, and Cooper's %I~-60 loading for bridges,

e
2

wers uged, whlch were in harmony with the best prevailing
practice. In speolal instances an even higher standard was
taXen as in the 1~1/2 mile long tunnel through 3andy Ridge,
near the north end.o# the line, where 1t was deslrable to re-
duce maintenance work to a minimum, In that tunnel locust
ties, special tie plates, and 103-pound rail were usged in the
track structure.

Incideatally, it was neceggary 0 line thie and many other
tunnels with concrete bscausge of the nature of the rock.

Since economical operation 2lso involves handling of long,
heavy %rains, especially deslgned equipment was provided from
the very begianing. The Olinchfield was among the first rall-
roads in this country %o adopt mellet locomctives for regulaz

fra2irh% sexviecn., On v: luation dzte 21 of it~ 33 100o-nt4wan
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wore Hallets. The rolling stock also had to be speoially
desipned to resiet the strosees incldent to handling in long
trains. 1In consequencs the Mopper and gondola cars ware of
all sgtseel, and the box, stock and f1a$ cars wers of steel
underframe construction. In addition, the amount of equip-
ment provided was unnamally large for a line of this length.
This was due to the feact that it was anticipated that in gen-
ersl ehipments originating on the line would be oonsigned

to destinations some dlstancs off the line requiring ionger
than the usual time for the return of the empties. It will
accordingly be seen that in thesge veluations we are dealing,
80 far as the Clinchfield system is concerned, with a rather
unusuzl type of reilrozad, . considering the nature of ths coun~
try through which it passés, 1ts extremely light grades, and
the operation of exceiptiomally long, heavy trains, These
traing run from 80 to 80 cars, with a gross welght averaging
about 6,000 tons,

0_ommigsioner Lewis. Is it comparable in tonstruction to
~the Virginian, the Norfolk and Western, and the (hesapecke
and Chio, all of which traverge, from east t0 west father than
from north to south, much of the same terxitory?
Nr, Ballly. #xr. Commissloner, we generally regarded it —-

and I think it 1s quite generally regarded in the ralilroad
world — a3 Delng more nearly comparable with the Virglniam

than any other carrier in that neighborhood. The Virginian
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- Was bullt about the same time. The Deepwater part of the
Virginian tzaverses a country very much the same. It is not
quite as inaccessible, not quite as remotas from labor and
meterial narkets 2a the Olinchfield, but otherwise the two
are Guite similax,

That this kind of a line and the character of operation
resulted in the'economiea which were sought is shown by the

‘r!il f“£€ fact, reported in the tentetive vzluation in docket 384, that

FIlzes o3

{ J the aggregote railway operating expenses from Jamiary 1, 1907

to the date of valuation were 51.8 per cent of ths rallway

operating xovenuss for the same pericd, a lower ratio than
that of any other carrier in thisg gensral reglon excepting
only the Virginian,

Liow, a word about the Black Hountain. The Black Hountaiﬁ
Railway lles wholly in the State of North Qarclina, s I have
stated. It was built in the years 1912 and 1213, principally,
largely for the purp&se of getting out timber in tha vicinity
of Lount iiitchell. It ie¢ a mountain Toad, following the
drainage, with conziderable curvature and steep prades over
one sumulY which llee near the middle of the line.

Thig line was originally projected by a promoter living at
Johngon City, Tennesseo, who built the first eight miles from
Kona to Nlea¥ille, after which it Wwas taken over by interests

affiliasted with the Clinchfisld and completed. On valuation

Sale ity capital stock wags ¢'med by outgide intercete, althouch



1598

1ts bonds and debentures were owned by the Clinchfleld. Tt

is a feeder line for the Olinchfield, but has never been oon-
siderod as a part of the Ulinchfield system, always being
operated by its own forces and its earninge always Deing sep-
aravely reported.

The valus stated in the tentstive valuation reports for the
vaxrious ﬁroparfies under consideration amounted to the follom-
Ing cuma:

For the Olinchfield_aystem proper, that is, the Carolina,
Olinchfield aznd Ohio, the Olinchfield Worthern Railway of
Kentucky, and the Carolina, Clinehfield and Chio of South
Oarolina, ths total owned propertly is revorted as smounting
to $37,822,155; the total uged property 338,229,587, For the
Black Mountain, the total owned ig $374,055, and the total
uged 388,632,

tagh of these oarriers, in the time required by law, had
filed its protest agatnst the rules, nmethods and prinoiples
employed by the Commission in making these respactive tenta-
tive valuationz and againet the findings of value thersin, and |
hag specified varioug errors, omissions, and migstakes relied
won as the grounds for proteét. Thsse are all sst forth in
%he protests, and T ghall nod cndeavor to repeat them in de-
tall, Many of thace grounde of protest have bsen argusd in
othexr valuation casss and passed upon and ¢ ecided by the

Comraf{ssion I ehell endeavor only %o dinsouss guch of these
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ag nave been covered in our briefa, but T wigh 1t'understood,:
of courge, that any omisglon of discusgsion, either in oral
srigwient or in tha brief, £8 not to be deemed 2y an abandop-
Zent or walver of any of our groundy of protect.

Ths varlous eirora, omizsions and migtakes which have bsen
pdinted out in the proteat have to do, for the mogt part, wihﬁ
the engineeridg, land , and acoounting reports whioh underlie
the tentative valuations, and I am golng to take up in detall
the various sccounts to which they relate, where the amounts
involved ars sufficient to warrant disoussinn here.

- Before doing that, however, thers is one point that 1 would |
like t0 emohasize. In the cace of ell thess carriers under

Valuztion in these three dookets, we feel thag much the beat

‘evidence of construction costs during the ten-yesr period
prior to June 30, 1914, which ig the period which the OCommigsien
:considers in fixing unit prices, is afforded by the actual

cogtg developed in the construction of these lines. These linee

Were, for the most part, buillt in thet ten-year period, and the
Tecords of their cogtg under a2ctual construction conditions |
hzve for a long time either been in the possssaion of the

Bureau of va Tuatién or :nown to it. The Tepresentatives of the

Juresu have at various tinmes been given aocesas to ovexy racord

-

of this kingd in the poesession of the carriers.

Je find, Ravertheleas, that the prloes which have been aoplied

by the Bursau in the estim: .o of cort of renroduction ney ~wn

>~
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bolow these actual construotion costs. It would appeaxr, from i

what was developed at the hearing, thatl 4this reluctance on the i

frimey s
LGS OvEdg an
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K- |
= part of the Buresu to use the carriers cost data may have been
ML T e |
LS NN |
by e U ' gue to the fact that the Bureau did not coneider the cogt data
o DO (3T
. " of the Hcadows Company, which has been mentioned, and which
LEY Gl
i - was the genercl contractor for the work, reliable, foxr various
- Sefiiiog o
. reagons., If that is the reaconwhy i% was not glven more !
FIBEY wog - -
n weight, we feel surs that it is due to lack of complete under-
_.'u.&_;;-,";‘ fffi'{"’
Bas g stznding of the facts.
5 I would 1like to say a few wordas about the Meadowa Company
ROVLCA S
e and its function in building this railroad. The Headows
” - Company, as I have already stated, was thes general contractor
a w:;_f:‘f'
PR . for bullding the whole line from Dante south. 1t 4id prao-
GLesgLay

tically all of the pioncering in thls construction work. It
also psrformed a considerable part of the construction work
itzelf, and later sublet the romainder e other contraciors.
Pns yracords of what the ﬁbrk coat the Msadows Company, whether
performed by ita own forces or by some other contractors, are -
all avallaeble, and it is these records which we claim are ths
wei%: o ol best evidence of construction costs in this territory for thig
' rind of & railroad during ths pricing period. These cogts
represent the actual outlay of the Meadows Cowmpany, and do
- not inoclude aay profit pald by the rallroad company.

| C_ommisaloner Neoyer. lay we infer from théih?gu hsve con-

plete data regarding the original outlay for the property, and

is Sheres any incomnletenes.: in the gtatement of original angt
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in tne tentative report?

Mr. Bailly. Yes, there is. It ise stated in most cases,

ur. Commissionsr, that they have been unable to find the

oririnal cost. That, I presume, is due in part to dhe fact

the
of / pricr construction and exigtence of the 70 miles, oon-

sigting of the G3 miles fxom Johngon ity eouth and the 7
miles in Virginis, which were congtruoted by predecessors,
and for which there ars not complete data.
Oommisaioner Meyer. Dut apsrt from that, are the data that
you think are available contalned in the tentative roport unger

the hecd of original ocost?

¥r. Bzilly. I will have to refer to ¥r. Horgan to answer

Pomnigeioner Lewis. Herse 1t is Pight here. It says!?
WThe original cost to dabe of the road and equipnent, in-
cluding land owned by the Olinchfield and used for commuon
carrler purposca@ has not been definitely ascerteined.”
Then 1t goes onlto say:
¥por the following such oroperty constructed by its prede-
‘ceascrs in ownarship, no aocounting or construction records
of the outlays for its oxriginal construction havs been found: ™
Them, that covers the 64 miles.
¥r. Bally. The 70 miles total,

Jommissioner Lewis. It is given 2e 64.25. That takes up

' the Meadowa Company and m:kes comments slong the lines you
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have mentioned.
Mr. Bellly. 1 do not recall exactly, Hr. commissionei,

whether the tentatlve valuation report states what 1t cost

the Meadows Company to bulld all the lines that it constructed,

but we¢ have all the Headows Company data snd they have all

been avallable to the Bureau at any time they wighed to use

them, and they have a large part of it in thelr own records.

Commisslonar leyer. I was wondering whether, for all the

property outsids of the €0 0dd or 70 miles, the original oost
data had besn included in the tentative report,

¥r, Ballly, T do not think so,
C_ommiscioner ilayer. If cuch data were availeble, I was
wondering why they were not thoere.
#hy it 18 not there I do

Mr. Boilly. T 4o not thinkt sgo.

nct know.

Commigsioner Lewis. The Teport in&ioataé that part of the
conglderation was in stock and bonds, and so forth.

Kr. Ballly. The report may oontain the amounis vald by the
rallroad for the lines built by the Yeadows Company, but I
doubt 1f 1t contzins the eoat to the Headows Comwany itself,
and. that ig what we olaim is the beet evidence —- the cost %o
the leedows Jomnany, the contractor.

Commigeioner Altchison, Is that more or less than the rail-
road pald ths ileadows Commany?
3y that

Hr. Bailly. I think it vas less, Xr. Commissioner.

S i

-
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I nean that the rallroad pald in securities. Thosa mecurities

were larger 1n amount than the actusl construction costs.

Commlgeioner Weyer. The par value of the securitles?

Hr. Ballly. The par value of the sscurities, yes, siz.

The Burzzau has criticized the Meadows Company duta on var-
ious grounds.- They say, for example, that 1t was organigzed
espaclally for the performance of this work, and it was ob-
viougly not an experlenced contracting company, and would

therefore not adopt the economies that ars practiced that

wers practiced by old and experienced coniractors. e think

thiz 18 & very superfilcial view of the matter. The fect is
that the Keadows Company waa operated by men who had a great
dsal of experlence in the contrzmoting field, and the high
costs thal were developed by the Meadows Company were not in
any way cue to inexperience ox %0 fallurz to practice the
gconomies usually practioed by contractors.

The Ueadows Joumpany was no%, as has also been indimated by
the Dursau, a device used by the railroad pregumably for the

purnose of oconcealing profits on the construction end of the

work, but, on the contrary, it was organized pursusnt to a

definite plan for keepinyg down ths costs. Becauge of the in-

accessibility end unusual difficulty of a large part of this
work, it wae thought that better contract orices could be
obtained after the necessary equipment had beon installed and

the work startec, end actu 1 experience proved this view to



s2 A
o v g Oov T
Y " - ., .

s .ll: st ew

alned

T pald

TGNk

be correct.
Jommisgioner Lowls. his répart showg that the rscoxds of

the Moadows Gompany reoord cash exnenditures for construction

amounting to $31,308,000, all of which was advanced by the

Ounberland corporation. fThe latter received in payment

thereof ;41,954,000 of ocapital securitics delivered by the
Olinchfleld, io the Headows Company. "

I am quoting from peges 40 and 41 of the tentative report.

Mr. 22ailly. The rsal reason why some of the costs devel-
oped by the ifeadows Company were higher than prices pald to
later controctors was that 1t dic all the pioneering work.

it wag the first on the ground. It organized the forces, put
in the plent, repaired existing roads, opened new roads, and
1teelf performed approximately 20,000 cubio yazrde of_tunnel
excevation and 8,000,000 oubic yards of grzding work, with a
proportionate amount of maaonfry and other work, The exton-
sive plonsering and preparation of lines of supply, such as
roads, comps, gtorghouses, and the like, mede easier the

work of the suboontractors who cang later, and consequently
mads 1t possible to obtoin more favorable bids from them. 1In
vigw of thscse circumstances the cogts developed by the Meadows
Company for the narte of the work which it did ware not out

of line, as intimated by the Bureau, and are fully as competent
evidenoe of prices in this period as are those pald to sub-

contractors for subsequert portions of the WOTk. They merely
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indicate thaton different parts of a bilg construction projeot
different costs will be developed owing to the different aif-
ficulties that are encountered at different stages of the
work.

we feel that with these facts known and undezstood, 1t will
raadily be seen that the Yeadows Company cost data must be
used and weighed in any falr oongideration of the actual cost
of construction of the Clinchfield.

Zlther for the reacons above stated, or other reasona no%
disclosed, the Bureau hag entirely ignored the Yeadows Come
pany's cosgt in its estimates of cost of reproduction new., It
has, however, sseen fiﬁ %o use, at the hearing, the ieadows
Company's final estimates, which did not show actual prices
at all, but only arbitrary prices established by the raillroed
company's ehgineere a3 a basls of ocomparison with the actual
coets.

Commissioner deyer. Were thoge final eéstimatos made by the
deadows Company before the work of conztruction wan dons?

¥r. Bailly. 7T will have to refer you to Hr. dorgan to
answar that.

Hr. Morgan. T did not hear that entire question.

dr. Ballly. 1I% was 23 to when they were prepared.

Hr. Morgan. The final getimates of the Headows {oupany
vere made upon the olose of the Meadows Conpany's operations,

their actual grading and tuiael work, by the engineers thai
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were i the fleld.

Commlsgioner Meyer. T was wondering why thsy were called
ectimates, then, since Mr. Ballly spoke of the final estimatesn,
I thought those ware caloulations made befors the work was
bagun. If thosze estimates were made a% the conclugion of the
WOrK —-

Kr. Morgan, Aﬁ the conclusion of the work.

Comaissionar Heyer. One naturally wonders why $hogse were
estimates, and why they were not an actual statenent of facts?

dr. MHorgan. It was the rractice, just as it iz with all
railroads where they have contractors employed, to make an
astimate overy month of what had been done, and give credit
for the nrevious eatimate, and then the lazt one i3 for the
final estimate, which takes in the entire work.

Oommniseioner Meyer. The final eatimate, then, in f&ctisa
recoxd of work accompliehed.

Hr. Yorgan. Yes.

Hr, Ballly. It is a reoord, as ! understand it, ¥r. Com-
missioner, of the quantities of work aocomplished, but in thig
particular oase tha prices aﬁd cogts of that work wers not the
actual prices and costs, but they weres simply arbitrary prices
that the railroad company's englineers had estoblighed ag a
beols for comparisen with ths actual costs developed.

Sommizgloner Altehigon. I do not wndsrstand that., Why that

Jugglexy?

"Mr. 3ot 11y, It wns not = V 1UuoorTorrr e Aeaccel o o8 o o
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It appears right on the face of the data which were used by
the Bureau, in the form of a note, that these prices were
glaply sstablished for purposés of comparigon.

Why did the

Comnlesioner Aitohison. Why was that done?

railroad do 1¢?

¥r. Bailly. T think %o measure, as it went elong, whether
the work was ébsting what ghs rallroad thouzht was a fair
price. |

gotrmtiseloner Lewis. I have Just been making some estimates
here. It seems that for the 198.798 miles of road the con-
struction showa by the Headows Qompany's records ~- if those
are the records —— of $21,000,000, would figure out sowethirg
like £107,000 a mile. TIs that correat?
Mr. Ballly. T think that is correct.
Commissioner Lewis. I% was durned over for %41, 964, 000
of securitles, or practically 4200,000 & mile.

Mr. Ballly. There is considerabls in the mecord ag to the
accounting, and the invectment in road and equipment. 7T do
not kn9w whether I will have time to go into that ot all, bub
there are reasons, which have bacn shown in the record, why
that amount of esourity was paid to the Meadows Gompguy.

Thegs arbitrary prioces I have mentioned, which were ggtab-
lished by the rallroad company's engineers on these final
éstimates, were not in any sense contract prices, and they

wore 80 stated on the fao. of the data whioh the Bureau used

"[rd
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and complled along with data from other carriers which d4id
show aotual contract prices. These arbitrary prices were all
lower than the actual costs developed, but they have bgen
uaed in data produced by the Bureaun in supporting its priaes
just ae thonavzggi actual contract prices. I will advert to
that a 1ittle more in detall vhen T ocome to the discussion o
ageounts thrée, grading and five, tvnnels.

a4lso 2 word in advance of dlscuselon of particular accounts,
a2bout the kind of proof that hag been presented by the oar-
riers and by the Bureau, respectively,

In reading the record there is8 & siriking contract between
the two. Here we are dealing with engineering estimates and
gstimatcs of land values, both of which are lazgely mattexrs
of Judgment and opinion. The ordinsry way to teat the soundnaé§
of such values and estimates would be to have the estimators

and eppralsers preaenﬁed to taestify and be oross-examined so

that their methods of judgment could be thoroughly tested. ®

 such testing process has been posaible in these proceedings

80 far as the Bureau's estimates are concerned. The Sursau's
conclusions, for the most part, seem to be hesed upen undi g-

¢losed data, arrived at by undiscloszed methods, and formed

by undisclosed persong vho have not besn rroduced as witnesses

~or subjected Yo crogs-emamination.

Commlssicner Meyer. As for the undiscloged method, ¥r,

- Ballly, T do not cuite uiderstand that, becauae the methods
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- employed ware rather fully desoribed in the appendix to the

Texza Mldiand case.

Ke, Bailly, fThat was the only way in which Yaferenoe hap
been made to the methods enployed, by reference to the appen~
dixz to the Texas uidland case. T think it has been developed
that in & number of particulars the methods now employasd by
the Dursau, or tse methods actually employed by the Burcau
in valulng nroverttes® thege carriers, differ from the mcthats
outlined in the Texas ¥idland case.

Coamiesioner Altchison. You will try to point thoge out,
will you?

¥T. Bailly. 1 do not krow whether I can do that or not,
#dr. Qommissioner., I hope it will oome u» in the diascussion
as T go along. T might, for example, spaotly working capital.

Commlscioner Aitchison. : There is an appendizx to thig re-
poxt, coubtlsss, on working capitsl, which may be taken ag
an ezception to the Texas lMidlend case.

Commissioner ieyer. TIn what I saig regarding the methods
Just now, I intended to 8pply only to the methods of apprals-
ing lands, |

Vr. Bailly. Y 3d1d not 230 much refer to the general methods
of maklag the reproduction estimate, ur. QOLmissioner, ag I
did %o the particular methode employed by the Bursau in arriv-
ing at particulax orices. |

Sommuicaioner At%ohison. o eourse, 1f sur ;ranc % 3 aaro-.
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and ganeral methodg have not been followed, we are interested,
and regard aaything you gay as pertinent.

¥r, Bailly. I am perfectly frunk to say, Mr. Comalgsioner,
that I thiak ysur general methods laid down in the Texas
31dland cace have been followed by the Bureau.

It seeas to me that no argument 1s necessary to sstabligh
the Lact that estimates and appraisals by the euployees of

the Bureau of Valudtlon are at least as subjeot to error as

- thoas of any other englneers and appraisers. TIn fact, thars

are reasons why they are aore lizble to exr, since they have
nececsarlily relied upon data collected from many sources by

many wergons, rather than upon their own personal knowledge

- of the properties or other faocts upon which thelr judgment

must nececsearily be based.

On the other hand, the evidence submitted by these oarriers

in support of their protest in these three dogkets, is en-

tirely from persons who had the best information conocsrning

; the varlous subjects to which they testified., The engincer-

ing testimony was largely presented by ir. iorgzn, who halped |

%o bulld the line and who had almost dally contact with 1%
ever since. He was peraonally famillar with every foot of
the property, with all the condiﬁiona %o be encountered in
congtruction work, and with all the diffioulties that were
zchually éncountered in the construction of this partiocular

property. It would not b: pogsible to find any one go well

SR A S~ N
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qualified to testify regarding particular properties ss M,
Horgan, and the carrier's various other witnesses were gim-
ilarly qualified.

To come down to the engineers reports, the final valuge
tiona reported in the tentative valuations are baued upon
underlying engineering, land, and accounting reports, and a
very large part of the'testlmony presented at the hearing had
to do with the engineering reports, the estimetes of the cost
of roproduction new, and cost of reproduction less depreocia~
tion of the roadway and structures, and goneral accounts.

Cost of reproduction new, and cost of reproduction legs
depreciation, ag shown in the engineering reports for the
Clinchfieid syetem, mmounted o the following eums$ A8 I'ew
poxrted origineslly, the total cost of reproduction new for
the Qlinchfield system, including the entire pPropersy from
Elkhcra {ity to Spartanburg, south Carolina, was $39, 399, 581,
and the gost of reproduction less depreoiztion was #35,162, 343,

During the hearing the Bureau made oertain recommendations
for chanzes in the engineering report in soms accountg. Thias
resulted in increaaiﬁg the figqxe for cost of renroduction
now from §$33,398,501 to 35,459,450, and aleo in increasing
the figure for cost of reproduotion less depreciation from
-65,183, 243 to 33,703,279,

The Oarrier's clalme for eos’ of reproduction new for the

vetem 23 o whole amount to 24 371 _paANn
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In the gase of the Blugk Nountain Rallway w-
Comiseionor Lewis. What qig you flgure for cost of re~
Production lesg depreoiation?

Mr. Bailly, e have not get up any figure for ocost of pof 28

- Production lesg depreciution,

Comzl gsionay Lewis. 0Of oouree, thak 45, 000, 000 iz in~
clusive of a1l three Properties — op Just two?

Mr, Bailly., A1l the ling from £lkhorn City t0 3partan.
burg., 71 anm golng to nention the Black Mountgin Boparately.
If you wigh 8¢parate fipureg for separste parts of the ling,
I have tham hsve,

Commiszionsy Lewig. T woulg like to know how you break it
up.  Take, for eXample, first, the Olinchfiald.
value you have for that?

Hr. Bailly, I think you €3 a@ee 1t most olearly, Mr.
commiasioner, in the tableg that are glven at ths end of vol-
we two in our °penlng brief, whien COntains the abstract of
evldence, Yoy W11l find, beginning On page 253, g heading
entitled "Swmary of Claimg¥, ang thera on pages 280 ang 361,
ars ghowm all tpe acoounts az reported in the tentative vajya. -
tilon, the amount of 4he carrier's e¢laim a3 t0o each account,
and the lnereagzes ¢luimed, wder the five headings qf road,
equlsment, general GXpenditureg, land, ang miecellaneous.

On the following page, 26., you wiiy find chanpes peapes -.
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by the Burezu.in the tentative valuation, increasing the

amount for accounte one t¢ geventy-seven, t0 the figure that
I*havs just given you.

Qommiseloner Lewls. This is for the entire road.

¥r. Ballly. Xo. That is for the Oarolina,-clinohfield
and Chio, including the Clinchfield Northern Railway of
Kentucky. In othexr words, that ig for the line from ZTlkhorn
City, Kentucky to the Horth Carolina-3Jouth Carolina line.

gommiszloner Lewis. That 1s a total of 40,000,000, and
your figure 1s raised to $54,000,000.

¥r. Ballly. That 1s xight.

Commig=iloner Lewis. That is the amount claimed by the car-
rier, using 1914 prices. Of course, that means also the
ancunt ag of date of valuation.

dr. Ballly. Yes.

Jommissioner Lewls. What was ths date of valuation?

¥r, Ballly. June 30, 1917 for all except the Black Moun-
tain, which was June 30, 19186.

Then you will find, on the succeeding pages, similar sum-
maries for property in Jouth Carolina, which is the Carolina,
{linchfield and Ohio of Jouth Carolina, and for the Black
dountzln separately. You cun thore esec just exactly in what
aceounts the differences lie,

The lssues raised by the prﬁtesﬁs and testimony and brisfes,

7hich I desire to oover in thiu azgument, fall naturally
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under two headings. There are, first, the issues as to the
bropriety of prices applied by the Bureau in the reproduction
estimates. Firet under this coms tha following accounts;
Account 3, groding: account 5, tunnels; acoount 8, ties;
account 2, rails; account 11, ballast 3y account 12, track
laying snd surfacing.

There are other accounts where tho propriety of the prices
applied is also in issue, but the amounts Involved are not
sufficient to warrant their discussion at thig tine. They
are fully covered in our briefs.

Conissioner Lewis. Before you get away from those differ-
ences as to rsproduction costs, on what theory is 1t that yar
o not set up an estimete of reproduction lese depreciation?

ET. 3211ly. The differences are ao fundamental between
the carrliers and the Buresu ag to depreciation, for example,
that 1t 1s almost imposeible, or almost wmecessary to set
Uy any separate figure for ecost of Teproduction less deprecig-
tion. The carrier doog not agrea with the methods and theor-
1es of the Burseau regarding depreciation, and [ wili dlscuas
that later. 1T 4think you will see why we Hid not set up any
genarate flgure for ocost of reproduction less depreclation,

There ie a second beading, as to iseues as %o the ¢correct-
ness of the methods and theories followad by the Buresu in
ths reproduction estimates, and under this I shall, if I have

fima, disouss the subjects of ce:ntingencies. denvnrt +1an
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cost of development, or golng value, trackage and other oon-
tract rights, land, and some general accounts, such as inter-
ect during construction, and costs of obtaining money.

& To taxe, up, firgt, the accounts in which there are issues
&8 %o the prices applied, the firsh of these is account I,
grading. In this account the amounts allowed by the tenta-
tive valuations, the carriers olaims, and the differences in
the three dockets, are az follows:

In docket 354, covering the line from Zlkhorn City tothe
Horth Carolina-South Carolinz line, the enginesring report
w711l figure $11,470898, while the carrier claims 312,574,648,
which is an increase or difference of $1,103,750.

In the case of the part of the line in South Carolina the
difference ig only $59,170, which makesz a total inecreage
claimed by the ¢arrier for grading for thé Clinchfield ecyastem
2s & whole of §1,162,920.

J In the casge of the Black dountain the difference iz gmall,

only about %30,000. Thege differences are dus tntirely to

the higher unit prices which the carriersclaim ‘should be

25plied on the estimates of cost of reproduction new. In

- considering this account it should irst be noted that the
came unlt prices were not applied by the Bureau throughout,
. but, on the contraxy, different unit prices were applied for

aifferent portions of these lines. The carriers' protests

| ' “ers aoccordingly made, and thsirx testimony prasented, to mect
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. this situation.

The welghted averaie prices per cuble yard , inoluding
haul,which were apoplied by tha Bureeu and which are clalmed
by the carrieras, respeotively, for the different portions
of the linegs, are as fsllbws: |

For the portion of the line in Xentucky, that 1s,£h? Clinah;
field Hortuern Rallway of ¥Xentucky, the tentative valuation
used & walghted averags price of 48.4/g:2t2ubic yvard, while
the carriers claim it should be 50.91 cents.

For the major portion of the line, that ig, all the line
lyilng in the states of Virginla, Tennessee and North Camw lina,
the Burcau applied a welghied average unit price of 50.83
cents and the carrier oiaims 57.59 cents. In South Oarolina
the Burcau applied Z1.45 cents, and the oayrier claimsg 34.45
cents; and on tha Black Mountaln it applied 40} cents, and
the csarrier claims 48.783 oenéa.

In determining what unit prices are appliceble for work of

- this character it must be borne inmind that theses are supported

' grade llnes penetrating the most rugged and inaccessible part

of the mountalns, ané running largely across the drainage.

Commissioner Altchiaon, Thess prices which you Rave were

caverage prices for all kinds of classification?

Hr. Ballly. The welghted average prioes, ¥r. Commisslonsr.

Oommiggloner Altchigon. Was there any dispute as to the

“_,."p' R e 4
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Hr. Bailly. Ho. ‘There ig no dispute as to the clagsifica-

Jdee

tion or as to the quantitfes. The only dispute 1s ag to the
prices.

The ddétalls of the unit prices claimed you will f£ind on
pages 10 and 11 of the ocarriers!? openlng brief, and 2% the
top of page 12, you will find thege welghted averagzes which
I have mentioned in tho form of a table.

In addition, éractically 21l the circumetancesz which ordi-
narily ecable a carrier to obtain favorable prices for con-
struotion work were abgent in the original construction of
these partioular railroads, and conditions on valuation date
would not have been e ssentlally different. The country is

rugged and inaccessible; the highweys are poor; the pointe of

‘attack via the lines of other carriers arec fer and far be-

tween, and the sources of labor, suppl¥es, and materials are

remote. Any contractor doing work in this territory hag to

Awmport, house, and care for the labor, and bring in aipplies,

rmaterials and equipment, at more than ordinary expenss. All
these conditions materlsally affeot the unit nrices,

The aectual construction of thess razilroads took place enly
& few yezarg prior to valuctlon date, and work wag in progress
on the various rartas of the zame from 1305 to 1915, practically:
2ll within the nseriod from which the Bureau's pricing data
have been tz2ken. Thaese carriers contend that tha beat evidence

obteinable 28 to the ualt nrices to be allowed 4n the agtimat--
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ia thelr own actual oosts incurred within this pricing'pericd._

Commissionsr Altchison. That would depend upon whether the

clazsification anpplied was the sams.

4T, Baiily. There 18 no dispute as to the classificefion.

Qommuieseioner Altchison. You do not quite get me. The best

what 1t would be on reproduction is what the
carrier did pay.

#r, Bzilly. Yes.

Gommissioner Altchison. That depends on whether they were

paying on the same kind of a clasgsiflication.

¥y, Bailly. Thnat quegtion has never been raised before. I
do not ihink shers 12 any question about it.that the clasaifi-~
cation were the same in actual constryustion, or practically
the same as they are in the reproduction eztinate.

Qommissloner Altohigon. That may be o sufficlent anawer,
but we have known of many caees.in which, in order to help
contractors out, great violence has heen done to classifice~

tion in %ths final estimatea.

I do not think thai was s0 hare.
I can ptate, ir., Commissioner, thet the Burea

Hr. Bailly.
Hr. Morgin.

had the clagsificztionz of the carriers in each cut, in the

fileld, as they went over it, and the clascifications wers

adopted that the carriers had used pretiy generally. T do not

recall any difference.

Cowrtecstioner AY*-"inon. dr. Baillyv's remark +' % when the
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caxriex came to make final ssttlement on the finol estimate,

it% had done gome arbitrary things, imgelled my question. I

did no% know whether those arbitrary things conglated of the

foreing of clagslfications.

Mr. torgan. There was no foreing of claszifications.

Qonmissioner Altchison. 1In the final estimates.

Mr. dorgnn. Ho,.sir.

ir. Bailly. And there has never been any guestion ralged
about it, ur, Commiscioner, at the hearings or othgrwige,
that I have ever heard of, by either side.

In support of the unit prices which the carriers claim ,
they presentcd evidencs of thess actual costs incurred within
the pricing period. This evidence was compiled and presented
by the carrieras' valuation engineer, Mr. Morgan. Hz2 was ex-
ceptionally well qualifisd to do this, having been employed
on the actual construction work in various engineering eoapa~
clties throughout the entire period of consiruction. He
therefore knew, from agtual personal obgervation, practically
avery foot of the linees in question. and was familiar, by
actual experience, with every condition to bs encountered in

railrcad construction work in thisg territory. Because of

thls ezperience and famillarity with the rgoords, and the gen-

eral knowledge of all the pertinent faots, he was able %o
compile and present an accurate statement of the oosts ine

nurred,
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In aupport of the unit prices elalmed for the grading work

in Virginia, Tennesseo,and North Caxolina, Mr. ¥organ, after
a careful study of the carriers' records of costs, ecompiled
and introduced carriers' exhibit number one. Thls exhibisg
covers a total of 18,731,560 cubic yards of grading, which ig
88.9 per cent of all the vsluation yardage. There ars 33
different jobs included in this exhibit, and as to onoh wers
shown the locatlon of the work, the quantitiecs of conmon,
loose, and s0lid rock excavation, the total excavation, cogt
of the grading, exclusive of haul, that ig, the bare grading
Icost, the cost including haul, and the soct of the haul, and
the cost of other work inecidental to gzading. There was othes
information ghown on this exhibit, guch as the auditor!s charge
to grading and the sourca of the information, the date of the -
®ork, and other explanatory matter,

The total cogt of gradiné developed in this exhibit, ex-
clusive of haul and zl1 octher extra items, was found to be
410,379,059, or a welghted averags of 55,03 cents ner cublg
yezd. Adding in the haul, but not the ather extfa items,

this became 56.53 cents ser cuble yaxd; and adding in the:othst

1teme incidental to grading, this became 57.91 cents per cubig

" yard, and finally, adding the cost of tsmporary tracks, cbn»

tract adjustuents, and other miscellaneous grading costs, the |

total grading cost produced . weighted a®erage price of 59.75
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cents ver cubic yard. It was Mr. Morgan's judgment, afiex

a long and careful study of these costs, that the proper

unit pricec to be applied for the work in Virginia, Temnessee
and Horth Carolins were 33 cents for common, 45 cents for
loose rock, and 87 cents for solid rock, as compared with the
Bureau's prilces of 28, 42, and 79 cents respectively.

It iz worthy of note at this point that the prices used
by the Bureau in the case of the Virginian Reilway, which
has been referred to, and which we consider the most nearly
comparable of any other railroad Iin the reglon, wors 29, 42,
and 82 cente, Tespectively.

Because of the difficulty of handling and woving certain
wet materizl in North Oarolina, eepsrate prices were claimed
for thia material of 40 cents for common, 5a/§§2t§ooge rook,
and 90 cents for golid rzook. ‘
A similar study of the costs of the work in Rentucky pro=

duced a weighted average price of 53.1 cent per cublec yard,

and fer this portion of the line it wag ¥r. Norgan's judgment

that the unit prioces should be 26, 41, and 76 cents respeotive-

ly, as compared with the Bureaw's prices of 24, 39, and 73
cents.,

A fact woxrthy of note in thls connectlon 1s that the Bu-
reauts unlt prices for thig section in ZXentusky are less than .
the actual contract prices paid to one contractor on thls

very work, under a2 contraot let in 1912, which pricges were



1823

generally regarded, at the tims the oontvact was let, as

B being exceptionnlly low. Thig contractor's unit prices
were 35, 39, and 75 centa; recpectively.

Applying the ufidt prices claimad by the carrier to the
valuation yardages for the section in Xentucky, Virginia,
Tenneaéee, and North Carolina, produces the total cost claimed
by the carrier, whioh is an increase of 51,103,750 over the
amount allowed in the engineexring report.

1 | Oommlissioner Meyer. You mean by that, Mr. Ballly, that on
/ page 12 of the brief, volume one, to whioh you have Just re-
:ferred, the application of the prices in the middle column,

' the carriers' olaims, to the quantities,would produce the

' prioces given in the last oolumn,

Hr. Ballly. ©Ro, sir. If you will refer to page 10 of the
| brief, Mxr. Oommiscioner, instead of page 12, the application
of the variocus unit prices there shown, claimed by the oare
5 rier, was digtinguished from those used by the Bureau, re-
‘ ;sulta in thie figure of $1,103,750.41. In other words, ap-
:plying the prices whioh Mr. Morgan thought should be applied
to the different classifications for the quantities shown in
the reproduction estimate, the detail being glven on page 10
of the brief.
Commissioner Meyer. I assume that you admit, or assume in
your own calculations in your table on page 12, that the es-

i

timate of the cost of renroduction new 13 below your actnal
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outlay.

Mx. Bailly. Yes, sir,

Commissioner Moyer. You admit that in your discussion,
do you not?

Mrx. Bailly. Yes, six. Those welghtel averages on page
12 are simply put in that form to make sagy of comparison
the effect of the prices uged by the Bureau as compared with
the carriers' claims, and with the sctual costs developed
in the carriers' testimony, that being considered a better
tost of what the comparison is than to take, for example,
separately the ppioe claimed for looge Xock, so01id rook, or
common. Th§ weighted average is oonsidered the best meang

of comparison.
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Now; on the Lhasia of this smount clalmod, the weiphted
averapo price for Virginla, Tennessee, and North Cerolina is
57,63 centa por cuble smrd as compared to the actual cosﬁl
of 53,756 conts per cullc yard and the Mureau's price of SU6H
cents per cubic rard. In other words, the price claimed be
. the ecarrler for tho portion of ths line in Virgsilnla, Tennes-
sce and TNorth Carolina is 7 cents rmore than tho Tmroau's
prico, and it is 2,16 rents less than the costs testified to,.

Similar studies were made of tho sltuation in South Gor-
olina and on the Black lountddn Rallway. On the basis of
these studies and unit prices claimed, the weighted average
price in South Ca:rolina claimed by the carricr 1s 34.45 cents
per cublec yard as compared to the actual cost, 35.52 conts
per cuble yard, and of the Bureceu's price 351.45 cents. In
other words, the price elalined by the carrier is exactly 3
cents more than the Bureau's price, and it is 1,07 confs leas
than the costs teatified to,

Similarly, on the Black ountain, the price clalmed by the
carrier is 8,29 cents par cublc yard than the Bureau's price,
and 1t is 9,25 cents loss than the actual cost testified to.

The principal ciiticiam of the carrier's position and
evlidence under account 3, which was rade #p the Burscau's
bricf, is dirccted to casting as rmch doubt as possible upon
carrier's cost data, It 1s admitted that carricr's own actual

costs incurred within the pricing period would be the best
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evidence obtainable as tp préper unit nrices to be used;
woere 1t not for these doubts,

In tho first nlace, it is stated by inforence that the
carriocr's costs include operating charges or othor Llnuproper
items of expenditure. Thore 1a absclubtely no basis in the
J:;ocord or in fact for eny such inference. fhe creding costs
in quostion coverod new oonstruction worl: ontirely, and a
not. cover any additions and betterments vorlkes MNothing was
charged tc gradirg in connection with thls work except v;vhat

was and i8 proper under the Cormission's classification of

' accounta,

It 18 then stated that another and paramount reason why
carriorts actual costs are not indicative of moper unit
prices for use in g reproduction estimate 18 that the work
was admittedly donoe at peak or excosaive prices. There 1$
nothing in the record ar in protestantts bries to Justify
this assertion, tut the tostinony does show ana there was
claimed 1in our bries that because of inacceaaibility ad ro-
moteness from socurces of labdr-, 8upplies, arl the like, cone
Btruction prices are necessarily higher in tiis territory
than elaewhero, and this applics Just as much to~day or on
valuation date as it did during the original construction,

Noxt, an attempt is made to minfyimize the genorally
difficult character of the work by aaserting that the same

kind of conditiong present thamselves in varying depree on
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any new rallroad work in this territory, and by stating thut

the lines of the carrilers have not been proven to be any
'*;'_ 'I nore inaccesaible than a ma jor portlion of tho 188 projects

| asgerbled by the Buremi in its grading exnibit s ¥hich I will
refer to later,

o certainly taks issus with these statoments, and if
the record in those ceaes Lrove anything at all, it fully
eatablishes tho fact that the 1ines of these carriers Pro-
sent more difficulties for censtruction worlk than any other
! ' 1line in this territory. Thore is nothing that approaches them
in Afficulty or access, remoteness from nmarkets, lack of
native labor, poor rodds, troken and rough torrain, and

other difficultios, Other lines, upon investigation, w11

be found to have some work as to which conditions are simi-
lar, but no line can show them in the same proportim.,

the major portion of the 166 projects in the Bureauts
grading exhibit, do not qualify at all as being comparable,
eithor as to character, size, or cost, and in most of them,
anywhere from five to twenty per cent of the grading costs
were absorbed by the carrier, and are not shown in the sun-
marics at all, The mly Sotis in exMbit number 46 which can
qualify are the ten selsected by Mr. Morgan and embodied in
the carrior's exhiitt S, thch I sHall refer %o rore at

length in a moment.

“ha Buresu has also eriticized carrior's oxhibit mumber 1
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for not including the Kentucly and South Carolina yardags
and costs. This entiroly overlooks ths fact that the Bureau
1taelf has applied different unit pricos in the different
valuatin dockots and to different parts of the line in valua=-
tion dockot mumber 304,
-Gor.miasimer Altchison. Was that not proper?t
Mr. Batlly. It was pr cper, Wr. Commissiomer, todo
that, and it was also oroper for the carrier, in meobing that
situation, to present testimony divided in the same way.
The carrier's protest and testimony were directed to the
unit prices as appliod by the Bureau and its exhibit 1 re-
lates only to the coat of the work in Virginis, Tennesses,
and FNorth Carolina. The work in Kentucky and in South Caro=-
1ina was covered sepearately, following the Bureau's own:
separate pricing of theso portiona of the work.
The Buresu also asserts that Meadowas Cormpany jobs 2,
25, and 29 possossed abnormalitles which condemm thoir use
in arriving at unit prices. Uur answer is that all these
three jobs show actual costs incurred. We have nlréady ox-
plained that the Meadows Company's costs reflect the ploneer-
ing work which it aid, and for th:t reason are highor pr |
unit than later costs. They are just as properly included
in this exhibit as any other costs of this work, and merely
show that large construction jobs always have highor costs

on some parts of the work than in othors. %ven if thess
/
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three jobs be c¢liminated entlroly from carrier's exhibit
nuriber 1, the romalnlng 29 Jobs still show sctual avorage
costa of 57.95 conts par cuble yard, wiidch is in excess of
the carrier's claim.

The Purcau cammonts on the faet that the carrier's claim
of 57.59 por cubic yard, weighted averagoe, is less than the
average cost of 59.73 cents per cublc yard shovm in exhibit
number 1., This i3 carrect. In fact, in all four sets of
unit prices for grading, the carriars have claimed less than
the actual coasts shown. This was because it was belleved that
in reproduetion now there would be scme economies that could
be effected; whoether or not this 1is true, of course, is pure-
1y speculative, but that is the assumtim that m made.
But, in all four sets of xrices, the carriors have allowed
goenerously for a possible saving that could be effected, and
have added nothing whatover for the upward trend of costs,
which they emsidered existod.

We therofore sutmit that the prices claimed are the minie
munm vhich should be spplied in u repio duction now estimeate.

What has the Bureau produced in support of the unit prie
ces used in these engineering estipates for grading? In the
first place, it has not prodmded the man or men who fixed the
unit prices, and there has been no opporturndty for the pro-

tostants to test the soudneas of thelr reasms or Judgnment in
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establishing those unit prices. The mly ovidence that can
be found in theo rocord in mippart of them 1s cmtalned 1in
the tostimony of Asalotant Cost Engineer Elgon of the Bursau
of Valuation end in the Bureau's exhibit number 4G, which
was prepared and introduced by Mr. Elgen. Wr. Tlgen did not
clalm o have fixed these prices. He mly reviewed thom,
and basing his judgment m the avorages developed in cxhilib
64, stated that in his opinion theoy wore ample.

Exhibit number 46 was a formidable document. It consiaste
ed of 509 pages of data relating to 168 different pru:jecta
on 28 different railroads in vhiat 1s termed "Appalachian
Perritory”. That territary 1s roughly bounded by lines drawn
from Washington, D. C., to Pittsburgh, Pennsylvania, thence
along the Ohlo River tc Cincinnati, thence to Chattanooga,
Tennessee, Atlanta, Georgia, Charlotte, North Carolina,' and
back to Washinpgton. The pariod of time covered extenda from
1899 to 1916. The exiibit cmtoins coplas of final estimate
Quantitlies, unit prices and amounts, and extracts from con-
tracts doescribing carricr concessicng of free transporta-
tion and reduced rates to contractors.

There is also incomplete data as to axtra payments of
variocus kinds. Thoe data as to yardage and aversge rprices
only, exclusive of extra paymenta, 1s somplled in the sume

maries. No sffort was made to find the effect of these extra
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payments on the prices paid, but inatend, . Flgon testified
that an arbitrary allowance of 5 poer cont was added to cover
such 1tems. This & per cent, as far as vwe cowld find out, wns
the Judgment of undisclosed representativas of the Pureau of
Vgluation ns to vhat was the proer allowance for such ttoms,
but no evidence was offered to prove thot 5 per cent was
proper,

The average unit prices so arrived at in tl.is cexhibit 40
were then compared by Mr, Elgen with the highest of the four
sots of unit pricos for grading in tho dockots undsr consider-
ation, namely, that the unit prices for that portion of the
Carolina,Clinchfield & Chio Railway which lies in Virginda,
Tennessee and Worth Carolina. The averagos derived from the
exhibit for excavation, exclusive of haul, wore £4. 8 cents
for common; 5845 €enta for loose rock, and 75.5/;g:t:olid
rock. Including haul, the aversages were 3lightly higher,
Theso werse compared with the unit prices used on this parti-
cular section of the Carolina, Clinchfield & Ohlo, namely,
28, 42, and 79 cents respectively, and ths conclusion was
then drawn that sinecs the unit prices alloved the C.C. & O.
on this partieular section are higher than the averages obe

tained from exiiilLit 46, they are therefore liberal and suffi-

ciont.

We do not cwmseider that kind of a comparism very 1mpreaT
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siva. Thére aro soveral facts that cannot be #&gnored which
have an lmhortant bearing upon the correcth emce Tusion and
use of such data. In the first place, a comparism 1s made
only with thls highest sot of unit prices used in valuing
the ciinchficld systeme The lower unit prices, used for the
perts of tha line In Kenlbucky and South Carolina, and uased
for tho Black Hountain work in North Carolina ove ignored
entirely. Nothing is steted about them. The poercentages
of the various kinds of material has an important bearing in
making a valid comparison, The true test can only be ap-
plied by a comparison of the welghtod average prices per
cubic yard. The weighted average price derived from exh:hit'
46 was 50.2 cents per cublc yard., If the 5 per cent testi-
fied to by lir. Elgen be added to this for extras, then it
would become B2.7 conts per cubic yard. To this should be
compared all welghted average prices for the different mrts
of the 1lines under valuation in these dockets and not merely
tho highest or 50.83 cents for the portion of the Clinch-
fiold system in Virginia, Tennesseo and North Carolina. 1In
other words, we should compare with the 52.7 cents per cu-
blc yard, the welghted sverage for Kentucky, which was 48.4
cents, and tho weighted average for South Carolina which
was 31.45 cents and the weighted average for the Black Mount-
ain work in North Carolins, which was 40.5 centa psr cubic

yard, evory one of which is considerably less than the



wolghted averapge derived from oxhibit 40,
Cormiasionar Atchison, Now, this 1s thoe first tiroe,

asa I rocall, that we hive had Pregsented to ug g comparison

of unclassifieq yardagos, in any of these casas, Is thore
any aimificance to thaty
| Mr. Railly, Ho, except that we think that the waighted
‘3 avarage, 1f that 1g st you rmean Ly unclassifiag price,
is the true test, bocausge that taxes inte account not only
B tho wit price for the various Iinds of excavation, but the
' éumnities involved,

Commias tonep Aitchison, It does not Seem to mean mugh

to me, unless You can mentally apply at the same time, the

various proportimg of the different clasass of excavation

| which you have,

Mr. Bailly, Well, or course, a careful conalderation of
the problem raquires you to take into account all slements
that enter into it« There 1g no doubt of that ., But, as far
48 any one figure can do 1t, a Comparism of thae waighted
average prices malps a better Comparison than a capariason
only of unit prices for classifiag work: ,

Exhiibit 46 ghows quntitioes ang 8hows the raspective
wit prices as vell as the unclasaified price, and we have
before us the Quantities and kindg of the varioug GXcava-

tion m the Clinchriold. ,
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There are a number of othor things in the Bureau's grad-
ing exhibit that are subject to eriticism, such, for cxam-
ple, as using as though tley were actunl contract prices,
data for some eirht militon yards of Meadows Commany werl,
cwhiech data bears on its face the following note:

"Hote: 1In this and the Tolloving Meadowa Coupany final
estlmtes, the unit prices are not contract gprices, but aro,
instead, the prices eatablished by the railroead companiés?
engineers as a basis of comparison with actual costa "

The Bureasu's position in rogard to Meadows Company pri-
ces, and costs, 18 not conststent., It objocts to the use
of actual cost on the ground thet the company was not suffi-
ciently experienced in contracting to & tho work efficlient-
1y, and yot, 1f accepts mere estimates of the railroads?
engineors as to wmt would be proper contract prices as en-
titled to equal waight with actual contget prices, and in-
cludes them in the averages.,

But the riost important criticism rolates to theo uge that
has been made by the Bureai of this tremendous mass of in-
formation, What good can it be to the Burem of Valuation
to be in posseasion of the most voluminous, complete data in
the world on the cost of rallroad construction, unless it ia
logically mal yzed and intelligent 1y used? A more consulta-

tion of such & mass of atatistics, applying to all kinds and



sorts of jobs and conditions, docs not necossarily or oven

probably lead to correct conclusions. More consolidation
of such data into average unit .pricé or prices is more
apt to lead to false than to eorx;ect ecmclusions. The of-
fect of such an averaging process 1gs to lavel the poaks and
fill up the valleys in the cost datm. MHipgh prices in J4ffi-
cult territory arve morged with low nrices in rolatively
easy territory. Fach loses it own distinctive character,
and the average in this case 1is applied at the point where
the high price mouldl be applied.

How, there 1s an intelligent and Proper way to ume this
datas It can be analyzed and the jobs thut are fairly con=-

parable with the Clinchfield work can be selected. Sucha

process will give a fair measure of proper unit prices to
be applied here. This has been done by the carriar, and
was testifled to by Mr. Morgan. His emelusions are embodied
in the carrier's exhbit number 53, & copy of which ia an-
nexed to the carrier's opening brief as appandix B. You can
see for yourselves by looking at appendix B Just what the
results are.

The ten projects included in this exhibit ars the only
ones in the Puresu's exidibit 46 which WMr. Morgan considered
falrly comparable with the portion of tho Carolina, Clinche

field & ohio in Virginia, Tennessee, and North Carolina,
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While those ten projaects are not absolutely identical with
the Clinchfield by any means, thekr location, size, and
general sindlarity of conditionas ﬁra such that thoy mgy be
falrly used as a basis for determining proper unit prices.
The following striking points regarding this exhibit
aiiould bs noted:
All of the rrojects Included arve of camsiderable size,

but the total yardage on the Clinchfield excaoeds any Jjob

‘shown, by millione of yards., The Clinchfleld's percontage

of loose rock and 801id rock is high, b ut not the highest
in"the group. The welghted aversage price of 50.8 cents per
cubie yard allowed by the Bureau is lower than the average
price for any job on the exhibit, and it is very ruch lower
in the ocase of eipght out of ten of the same. The average
prics, including haul; but without allowanoce for e’xtrs.a, is
more than the carrier's claim in six of tho ten cases, and
in two of the remalning four, it 18 mly slightly less. Of
the othear two, one was an unclassified price, and the other
was & Job where the percentage of solid rock was much the
lowest of any in the groupe.

Vilth proner allowance for carrler's service and axtraa,
we clainm that nino of these projects fully support the car<
rier's claim. Two of the gobs on exhibit 63 should be parti-

cularly noted. They are first, the Sendy Valley and Elkhorn, !
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13 which wore constructed in 1911-1912; second, the Connella-
| ville extension of t:?..v.e‘ Viestern Maryland Raeilroad which wes
congtructed in 1909 and 1911.
lhe Sandy Valley and Rlkhorn projoect 1s within twenty
miles of the earrier's line, and in very similar territor:.
: Tho price in the years 1911 and 1912 was 7¢.7 conts per
cubic yard, unclassified, Only 42 pcr cent of thls was found
by the valuation inventory to be solid rock.
fhe Connellsville extension of tho Vestern Maryland cot
£ b 6lel conts per cubic yard, unclassified, in the yoars 1910
: and 1911_., It was proven in this record by the eng ineer who

had worked on both jobas, to be very similar to the Clinch-

fleld.

It seems apparont that those are proper jdbs to consider
in prieing the Clinchfleld, and full conslderation of the
same leeds to the concluslon that the Clinchfield hae been
materidl}y underpriced by the Bureau.

Ve think it 1a obvious that the Bureau's eonslderation of
tho grading mrices to bo ellowed the Clinchfield, haa been
totally inadequute, Rallroads cmnot be built, nor cowld
they be roproduced at avergge prices. The unit prices usod
in the roproduction estimnte should take into aeceount the
same factors that would have to be taken into accomt if the
work were actually done. That proceas requires careful snale

yels of the data iIn the Bureau's possesslon, and not a birdtge
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Any careful analysls will ehow thnt the mly falrly come
parable projocts in the Burcau's exhibit 48 aro the ten nge
sembled in carrier's exhibit number 63. The yardage for tho
ten jobLs included in this oxi:ibit 63 is practically 50 per
- cont of all yardago in exhibit 46, exeluding the Clinche
ficld's own yuardago.

The only fair conclusion that can be drawn frai a con-
sidoration of all the evidence introduced at the hearing
under this account i1s that the darriera have fully sustained:
their contentim that they ahould be allowsed the unit prices:
claimed for grading, and that the proper use of the grading
data introduwed by the Bureau itself in exhibit 46, loads to
the same conclusion.

Commisaioner Lewis. When you speak about the Clinchfielq,
are you including all of it from Spartanburg up to Elkharn
Citye

Mr. Ballly., Yes #Ar,

Commissi cner Lewis. How rany miles 1s that?

Mr. Ballly. It is about 278 or £79 miles.

Commissioner Lewis. In other wards, beyond thim £50
miles there are only 23 miles?

kr, Bailly. Yes. That 1s the Black Mountain, 23 miles,

a separate branch line,

Commisaioner Lowis . Well, I thought the 255 miles only



ran from Elkhorn City down to where the South Carolina C.C. & O
began.

Mr. Ballly. If you will look at your map, the 255 miles
runs only from the state lineo between Virginia and Kontucky
to the state line betweon North Carolina and South Carolina .
‘In addition, there 1s praoticaily 3 miles in Fentucky and 10
rniles in Horth Carolina, msling sbeut £77 or i7 8 miles nltow
gothor.,

Commissionoer Iewin, Practically all of that 255 riles is
in heavy construction territory?

¥ire Ballly. All except the line south fron Marion 15 in
the very heaviest kind of territory.

Cormissioner Lewls., That 18 3 miles?

Mre. Ballly. That 1s about 50 miles on the south end,
That 18 not quite as heavy territory ss the remainder of the
line, tut still very difficult.

Commiasicner Lewls. aAnd you think the construction can-
ditions thore and the construction itself was onmparable in
all respects, or very goncral ly to the Virginian?

¥Mr. Baillly. To that part of the Virginian that lines in
the mounteins. Not to tho part that extends through the
coastal ploin. We have nothing on our line comparable to thut
part of the Virginian, but our line is comparable, I think,
to what 18 called the deep water section of the Virginian as :

distinguished from the tide wator soction.
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Comiésionar Iewis, The tentative valuatlon of the Viprw
glnian was $108,000 s mile, whereass the tentativae valuation
of the Carolina, Clinchfield & ohio is $140,000 2 mile, T
was just maldng that comparison of properties which you said
some time age, you thought were comparable,

Mr. Ballly. vwell you Bee Hr, Commissionor, that might
very well be so, because there 18 a very lorge miloage of the
Virginian that is not in the mountains.

Comniasiamer Lowis, Yes, and you have got fvem 56 or 75
miles that are not in the mountains, also,

Ers Ballly. Well they are not in the mowntaing themselves,
but they are in the very rugged territory adjacent to the
mountains. The mountalns descend rather sharply near Marion,
80 that you god own into lesa difficuls country, but it 1s
not comparable at a1} with the coastal plain section of the
Virginian in my W&y«

Comnisaimer Lewis, Now, there 1s me other dietinction
I want to get ny mind as to the physical corparability or
lack of it of these two roads. Doos the Carolina, Clinechfield
& Ohio rather ride the mountains, wherecas the Virginian goes |
down thr augh thoae passes and valleys through the mountaing?

Mr. Bailly. No, I think they mre both largely supported
gi'ade Unes:« They are both Beeldng the lowest grades obtain-
~able at reasonable construction cost through the mountains,,

That 1s evidenced ty the large number of tunmels op both lines,
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Commissioner Meyor. As 1 understand, what Cowrilssioner
Lewls 1s trylng to get at is whether in cace of the Clinch~
fleld, in getting that lime you cross a lot of ranges, and
in the Virginian you run parallel with tho rarges end in tie
valleys.,

Mre Ballly. %oll, I think the existence of tlg tunnels
shows that both of thom cut through the ranpges whrrever it 1s
necessary, to kecp the proper grade line. 7The Clinchfield
has 75 tunnels, as I recall, and the Virginian has 36 or 38.
In other words, the drainage was not followed to the detri~
ment of the grade 1line.

Cormissioner Moyer. Do you recall the total length of
the tunnels in the case of the Virginien? You have stated it
for the Clinchfield.,

Mr. Morgan. It is on Mr. Rlgen's exhibit; about 4 miles
and sbout 6 1/2 for the Clinchfield.

Mr. Bailly. Also?the;number,ia lower than the Clinche
field; 36 on the Virginian and 55 on the Clinchfield.

Commissioner Aitchison. of course, that has a bearing

" m the account we are discussing, as evidence of the genoral

rugged charactor of the country, tut the tunnels are all

taken care of in a separate account which has not yet been

discuss=ed.

Hr. Bailly. Yes. I am coming to that in e moment .

Comulasioner Iewis. I rocall another road, the name of



which I ecennot remember Just for the roront, which was bullt
down in the mountaing of Virginia, md it ran &l ong the

side of the mountains, cut the buttresszes, you meht asy,

of the mountains, necessltating hoavy ewmstrue tinn of re-
talning walls, and it round the mountains, rether then Crosg-
ed them. I just wondered what the situation was ag rogards
the Clinchfield.

Mre Bailly, I think Jou are probably reforring to the
Norfolk & Viestern south of Roanoke. Thay have much of that
k¥ind of work ¢rossing the mountaina nesr Christiansburg,
Thore is a lot of that ldnd of construction m a11 these
lines dovm 1in that territory, =—-- the Virginian, the Clinche
field,and Norfolk & Western, but, in order to get across
they do t unnel through the mountains in every Instanca,

Commisaion ep lewis ¢ Are those uountains down there any
mare difficult for construction than the mountains we en-
counter in Pennsylvania, in Yarylsnd, md in west Virginia,
that have been crossed by the Fennsylvania, the Baltirope &
Ohio and the Chesapeake & Ohio?

Mr. Baijly. Well, I think they are con 8l derably more

broken in character,.

Commisslonap Altchison. Mount HMitchell 1a the highest
peak cast of the Rockies,

Mr. Morgan. Mount Mitchiell 1s the highest mountain and
everything tends to taper away rrom that.



Mr. Bailly. The Clinchfield passes vithin about 25 riiles
of the highest mountaln nast of the Hocky lMountains. |

Cortiisaloner Lowis . In short, you wroe putting up a pic-
ture :ore of tho roat dLli'ficult rallroad and the most oxpon-
sive rallrond construetion in the Alloghenies. It 1s trus,
t‘here 1s a road down in "itteburgh that runs soxthing 1like
&700,000 a mile, tut that is in tho ciby of Pittslurgh, ----
the Union Rallroad, as I recall 1t.

Ur. lHeorgean, Ve claim that there is nothing for the same
mileage, east of the Mississippl River, thet compares with
ar railroaed in difficulty of construction, and rupged ter-
ritory generally.

Comnissioner Lewiss Now, coming right over the ridge,
does the Loulsville & Nashville have any properties that
are comparable Imconstruction ton this construction?

Mre. Balllys They have a branch line lmown as the Lox- =
ington & Eastern line, which presents a good meny of the
same characteristicas; but they do not have any rmlleage equal
to the Clinchfield that is through the same kind of country..

Mr. ¥oargan, They have me c¢ross country cut-off called ‘
the Wincheater-Irving line, which was a very difficult piece
of construction, and over a vory, very rogh cowntry, but
that is about 30 miles long.

¥r. Ballly. We have here over 200 miles of line thrugh

this very dfficult territary.
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Commissioner lewis. My questicns “ave barn mrompted by
the fact that you do scem to have presented nero a pleture
of such extrsordinary cnstruetion,

Er. Bailly. Dnt 1z what I inté:rqd to present, tr, com-

miasloner, I do not thinl thero 1is anythlng in the region

-comparuble to it at all, except the iirginitm wost of Roanoke,

ard even that does not f@esent all tho same aifiyy cultios that
the Clinchfield does.

Comnisaioner Lewis. Now there is one other factor.

Did this unusual canstruction and operation call for extra-
ordinary éqdipment? .

Mre Bailly. Yeos sir, and I have slready mentioned that
in the woning, that the equipment was especlally dosigreaq,
not 8o rmuch because of the king of line we have, but because
of the kind of trains that they had to Cie rate in order to
effect the economies, In other words, they were golng to
haul a large tonnage of coal from the coal fields in southe
west Virpinia, That required economical operation. The
eqi ipmont was designed for that purpese; locomotives with
extromely high tractive porer and strong cars to withstand
handling ip long trains,

Comnissioner Lowis. Does 1t partake of any of the spe-
clal characteristics or the construction of tMVJ.rginia.n;,
as to extraordinary equipment for the handling of coaly

I think they have equipment that handles 100 tons to the

¢ar, do they not9



Mr.l Ballly. They have some cars, I believe, that have a
capacity of 120 tons. No, we havo no cars of that capacity,
Those cars are mly doaimed for a special service, Thodeo-
livery of coal is more usudl ly required in s sller guantities,

and these lasrge cars on the Virginian are provided Lecause

- of thelir export coal, which thoy can take right tot he nort

and dump into the holdn of the vossels. Ve hevo but very J it-
tle of that kind of traffic.

Comrils s ioner Uoyer, Hany years ago we had a coal case
here. It might have been called the Andes Ridge Cosal ‘case,
in whiech the Clinchfield was the chief actor, end in that
rac(;rd there was a great deal sald about the cost of construce
tion and so on,. The report was written by the late Commige
sloner Prouty, I wandered wiether somewhere in this record
somebody has made use of what was put into that record. It
would be interesting to omIparo.

lre Balllye I @ not thinlk anybody has, I personally
did not become commected with the Clinchflold until after
that case., I was not familiar with the recoard, and this rec-
ord has been developed larpely on our own initiative, without‘
the consultation of any othor cases, but that might very well
contain intoresting information.

Comnissionor teyor. I tldnk -rou will fird in the report
of the Comnission a statemant regarding the physical charactep-

istics of the line, as doveloped in that woceeding,
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Hr. Ballly. oOf coirse, that cnse occurred shortly after

the 1ine was ardeinally opened.

Corralgsionnr Aibtchlson. It might be helpful to have

that roport considored in the record,

Mre. Bailly. The data in thnt cnso undoubtedly was pro-

duced fresh after construction.

Cormissionar Heyor. Undoubtedly. You wo:ild not have
any dbjJection to having refcronce made to that?

Mr. Ballly. None whatever, no sir,

Now, that ends the discussion of the grading. The

issue i1s one o price, as you will seae.

In addition to ﬁxe clalns for grading proper, the Car-

olina, Clinchfleld & Ohio and tho Carolina, Clinchfield &

Ohilo of South Carolina have nade certain ¢laims for work on

other carriers? lands, wark on so-called abandmed property,

and work on county roads.: The exclusion of these items from

.the reproductim estinates is largely the result of the

@pplication by the Burcau of certalin rules and methods 1aid

down by the Cormission for valuation work. I am not going

into a discussion of those items. They are fully shown ina

the record mentioned end in our bris fs, Whether thoge

particiular items involved in those Gockets should be e xe

cluded, is largely a question of fact, and of construction

of the Bureau's rules and the methods 1ald down by the

Cormission. ¥hat I & want to do 1s to invite the Cormige
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slon's attention to the facts shown in the record and sume
marized in the protostants! brief, and request that the anes-
tion of whether those itoms have been properly excluded by
the Bureau be espoclally cansidered.l Those elaims samount to
$345,000, in roung figures, in Docket 364 and +760,000 1in
Docket 377,

This brings us to account 5, tunnels,

The 1ssue under account 5 15 ontirely as to tho unit
price allowed in the enginecering report in Docket 364, as
all tho tunnels are m the Carolina, Clinchfield & Ohio, The
unit price used in the oengineering repar t was 83+25 per cubie
yard for tunnel excavation, which the carrdar olaim should
be $3.50 per cubic yard.

Cormissioner Aitchisons Do you have that reduced to g
foot basis?

'r. Bailly. HNo sir.

Cormilsasioner AMltchisons I have beaen faniliar with tunnel

- rrites quoted on & lineal foot basis ¢

Hri Ballly, No. We have not reduced it, and it was not

originally paid for on owr 1ine on any basis except by the

" cubie yards I beliove alse m the Virginian it has boon es-

timated in the same way.

Mr. Horgan, oOur difficulty is8 the variation in the sec-

*:tion. If we triecd to 8pply prices on a lineal foot basis,

| We encounter that dif ficulty that we have four different
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gsections in size; vwhether a tunnel 1s in bad pround and has
to have timber lining and also concrote lining, or whethor
1t does not require any lining at s}ll.
Irs Bailly. The {:m’mel account 18 extrenal ¥y Important t-
; this carrior. As already noted, it has 55 tunnels, and the
agrregate length is 50,304 lincar fect, or 9.55 mileas.
Commissioner Aytollson. The differont betwegn youis 3§
per cent.
Mre. Ballly. And inwlving an excavation of 019,314 cubie
yards, |
Here, again, the carrier has olaimed that the actual cost
of construction of its tunnels in the ten year period imio=-
diately preceding pricing date 1s the best evidence aff what
unit prices should be spplied in the reproduction estimate.
Following what was done in regard to prading, Ir. Morgan also
made & careful study of the carrier's records of tunnel costs
and embodled the results in exhibit number S, which covers
8645 por cent of all the valuation yardage for this account.
It was found that the average cos t, including breakage,
extra bills and adjustments, amountod to $3+474 poer cubic
yard. In view of the fact that these cos ts were Incurred
when labor was cheaper than 1t was In 1014, 33,60 pér cubie
vyard was claimsd,
The rocords of a part of the &iginal construction yard-

age could not be found in the carrier's file when exhibit
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nmumber 3 was ariginally prepared, Wut with the aild of date
relating to the sswe which was found in Burean's exhibit
number 46, this omlssion was corrected in revised exhibit,
exhibl t number 57 and thoe criginalléost for the ntire valua-
tien yardage inciuding breakage, éxtra bills and ndjustments,
Qas found to have been §3.63 per cubic vard, instead of
$3+474 found 1n oxhiblt e

The Bureau's 7itness m this account was araln Assistant
Cost Engineer Elgen, who roviewod, but/gig fix the tenta-
tive valuatio unit mrice of $£3.25 per cubic yard, and con=
cluded on the basis of the additional Bureau exhib it number
47, which was based on the fundamental data in Bureau exhibit
46, that the unit price used was a fair allowance,

The Buresu's exhibit 47, regarding tunnel costs, was
described by Mr. Elgen as Showing all tunnels on which the
Bureau had cost data in the pariod from 1899 to 1916 on the
Western Maryland, Chesapeake & Ohio, Norfollk & Vestern, the
Virginian, the Clinchfield, and Louisville & Nushville raile
roads,

Hr. Ilpgen fourd from this exhibit thut the avafuge price:
Per cublic yard o tunneil oxcavation for these various car= »
riers was as follows:

Westorn Maryland, $3.33 per cubic yard,

Chesapeake & Ohio, $3.13 per cubioc yard.



Rorfolk & Wester, £2,98 por cubilc vard.

Virginian, {3.64 per cublc yard.

Carolina, Clinchfield & Ohlo, 35145 per cuble yard.

Loutsville & Hashville, $3.20 pcr cublc yerd, or an
average for all, exclusive of tho Virginian, of {3.16,
The Virginian, lr, lNlgen thought could properly bo excluded
in any consideration of mnormal prices, becsuse he thought
that one of the tunnel ¢ mtracts m the Virginian was en-
tiroly out of 1line,

Commissioner Attchison. Is that the one that ren up

over %10 a yard?

Mr. Balllys No sir. I think it was 34,25 a yard, paid .
to MeArthur Brothers,

By cross-examination of Mr. Ilgen and rebut tal test imony
of its om witnesses, oné of them Mr. Hattan, who had worked
on the Western Maryland tunnels, the carrier brought out
the following errora and anisslions in the Bureau's exhibit

First, as noted above, the exhibit was desoribed as
containing all cost data in the possession of ths Bureau on
the Western Maryland tunnels. A & ratter of fact, data |
which was in the possession of the Bureau on the Big Savage,
8ingle track tunnel on the Western Marylend, was entirely
omitted, this being the longest and the most expensive sin#‘
gle track tunnel on the Western Maryland, and right in the

midst of the tunnels, data for which was useds Including
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the datg for this tunncl the average unit jrice on the Weste-
ern Maryland bacame §3.85 por cubie yord insteud of {3.33
as found by Mr. Llgen.

Jocond: The exhibit contaired data for 36 so-called
single track tunnels mm the Virgl‘n;la.n Rallway. One tunuel
_ineluded ameng those 30 was, in fact, & double trach tunnel,
on which the heading had ariginally been dxven by the Chés-
aponke & Ohio Rellroad, and later toton over by the Virpin-
lens The prlce of 32,20 per cuble yard for this job ircInd-
ed in exhibit 47 was really for bench work only, and because
of the extremely unusual conditions, should not have t;een
included in the extilbit at all. Those facts were brought out
by reason of a personal knowledge of this tunnel on the part
of carrier's witness, and could not have been ascertained at
all from the basie data in the Bureau's exhibit.

Excluding this tunnel from the exhibit, tho average unit
cost on the Virginian became {3471 per cubic yard instead of
$3.64;, as found bty Mr. Elgen.

Third; The unit mrices used in the exhibit for the
Carolina, Clinchfield & Ohio tunnola ere not actual contract
mrices at all, but were simnly cstimated prices, oestablished
by the raillroad company's engincers, as a basis for compari-
son with actual costs. |

Commlssionor Altchison. Now, did those railroad company

enginecrs, out of thoir heads, or acting 1in sane arbitrary
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or capriclous way, =--- what wero those fipures which they
have establishod? I have not been asble to get that into my
mind,

Mr. Bailly. I tm.mi: Mr. Isior{z;an ¢can explain that to T

Ccrmniasionar leyer. If you could ex:lain what the pProe-
oS8 was, or what was the purposo of 1,

Mr, Bailly. Here 1s one of the angincers 1in person.

Cormilasi oner Heyer., Here is ths me who did 1te

Cormaissioner Aitchison. He does not look like an arbi-
trary man.

Mr, Morgen. No. I dld not do it., When the contract
was lot to the Meadows Company, engineers were on every resi-
dency on which any work was done. The ehlef engineor at that
time, Mr. M. J, Caples, sant out instructions to those engi-
neors that in sending 4in monthly estimates of the work per-
formed by the Moadows Compainy, to apply certain prices, and
after those pricos got into the office, he usual ly caused g
comparison to be made between the actual costs thut were be-
ing incurred anag those prices, end of course, at that time
the Meadows CO‘mpanjr were only able to make g very few coanpare
1sons,becanse they haa Just started tho work, All the init-
i1al expenses of starting the warl were an their cost sheeots.

Commissicner Meyer. As I understand you then, Lfr. Caples,
a3 chisf engineor, thought of g figure that hs thought he

would like to have realized on the work ang a2 a test of what
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the wbrlc actually cost, he made a comparison botwoen the ace
tval coat and this assumed firure?

“ro Morgan. Vell, as to the fipure which he used, I do
net mow what his niental processss vare, tut ho fixed the
flgure and 1instructod tho resident hengmeers what fimres to
use on these riontt: ly estimtes, ad tho speme firures wore
used month after month and finally, to the final estimnte,
made up for the Meadows Company.

Cormlssioner Meyor. Row, what was his purposc in assw:-

ing a certain fipure different from the fipure that'was ‘ac-
tually inourred in the work? |

dr. Morgan. VWell the only answer I can glve to that is
that his figure was antlclpatory, and perhaps to influence
the contractors: When I went there “r. Caples had only been
on the Job abaut & month snd he was aiming to get the work
started and planned, and then sub~-gcontracted l_at er, as he~
did too.

Cormimasioner Aitchison. He was the company's engineer,
was he?

Mr. Morgen. He was the railroad company's engineer, yos
slr.

Commiesionor Meyer: Is thut the My, Caples who is stil1l
with ae of the comprnios?

Mr. Morgan. He 48 now on the Sonboard.

Comisd cner Attchison: Tre contract with the Moadows

Company was bn what basis? Wpat is a fixed amount per mile;
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430 or on a yardage basis with agreed jrices?

Ur. Morgan. It was on a cost basis, They wero to be

i paid tho cost of the wark. They took a contract te do avory-
an thing except fumish the right of way. The railroad was to
; furnish the right of way, but the Mc;adows Company was to fur-
8 -, nish the railroad with naney to buy tle right of way, am

| they were to be patld cogt.

.f:; Comnisd oner Aitclilson. Cost plus?

! lire Morgan. Cont plus?

Commiesioner Aitchison. Yas.

. Ur. Morgan. Well, the contracts are file here. I

1T read me of them the other night, and it sald that they were
to be paid, ~~— cortain anocunts were glven, but thoy wera

: not for unit ltems, such as yards or anything 1iks that.

- Commissionar Hoyer. Were they I reentages or sggrogate

. costn?

Er. Morgen. ¥No. They were not percentages. They were

running amounts of noney .

Comnisdl oner Lewis. Here ig what the record says;
"The Moadows Company roceived in rayment theregof $41,964,000

of capital sscuritics delivered by the Clinechfield."

Mr. Morgan. Yes. They were to turn the road over, as

A complete entity for operation.

Cormissioner Iswis, They were to turn over what thay fige-

ured was to cost » &and to realize their proflt thr ough the

enhancement in value of the Clinchfisld securitios? Iz that
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carrect?

Mr., Morgan. Tresunchly ao, but fiy information about that
18 simply what I have heard since.

Commiszioner Lewla. Let mo asklyou me otheor gueation.
While Hr. Caplos dld mako estimntes, it seoms he was all the
;:j.me having mpofted to him tho actual costs,

Mr. Bailly. Yes sir.

Commissioner loewlas. The tentative report says: "The
racords o the Moadows (ompsny recorded unusual expenditures
for sanstruction, amounting to $21,209M00, !

Mre Ballly. Those were aut of pocket costs, yes.

Comuisaloner Lewis, Can wo accept that figure for the
196 miles as belng a very close approximation of the original |
cost of that construction? _i

Mr, Ballly« Yoa sires Falrly close.

Commissionar Aitchison. I do not see how ir. Caples
hg pened to get the costs of the Weadows Corpany. If the
road was to be turned over for a fixed amount in securities,
and these people wore dealing at arm's length, how come that
the Meadows Company submitted their coasts to Mr. Caples?

Mr. Ballly. The enswer to that is that they wore not
dealing et arm's length. The Carolina, Clinahfield & Ohio
Rallway ‘uring its period of construction was ownod ent irely
by the Cumberlmd Corporation, which was organized to finance

it and other rrojects. The Mosdows Company was also owned
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entirely by tho Cumberland Corporation. They were affiliated

companies, belonging to the aame poople, The NMeadows Company

was just & device employed by the raflroad for the mrooses

| I have already deoseribed.

p " Comaissisner Lewie, ‘I‘haj wore nrobably to pet their pay-
pnat in a certain peraeentage of Lsnds and shocls agreod to?
Er. Ballly. They were. Trey are sot b, a5 I rocall, ab-
8olutoly in the contracts between the Headows Compeny and the
carrlers which are in cvidonoe in this case. |
| Commisaioner Lowis. The sum total of 1t neems to be that
m thor got reractically 100 per cent in securities, over the age

tual cost of construetion.

Mre Bailly. They got more securites, I do not know just

what the percentage was,

Commissl oner Lewis., The difference 1s the Ailfference bo=
tweon $21,000,000 and $41, 000, 000.

ir. Ballly. But, thoa?, 8ecurites went to the Cumberland
Corporation whioh owned them all. It owned both campanies,
and they were disposed of by the Cumberland Corporation, but
thegse cost figurca which wo are talking about are the actual
cost outlay of the Mesdows Compsny. They have not anything
to & with that anount of payment in securities,

ro Margan. Thoy are a part of the $21, 000,000,
Commnlasimer. Lewis. If that 1a the fact, 1f $21,000,000,
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in round fipured, was tho actual cost, then the cost of the
197 niles was eprrox matoly {107,000 por mile,

Cormisdloner Altchison, That ia without equipment, I
take it. '

¥r. Bailly, That Aid not 1inc de equlpmont. It did not
in¢inde ay overhead oxpense of varlous kinds, Thst iz the

achusl constructim cost,

Commiasioner Altchison. And 1t daia not include the right
of way,

Mr. Bailly. I do not think it includes the risht of
way either.

Comrnissiomer Lowis., As against that they placed a value
of something 1ike $140,000 & mile.

s Sweet., Our information, Mr. Commissloner, 1s that

the right of vay was included in the $21, 000, 000,

Mre. Bailly. I ¢ .nnot 88y, off-hand, whether it does ar

not °

Commlasioner Aitchison. The $21,000,000 wa1ld not in-
clude a certain portion of the general expenses,

Mr. Morgen. The $21,000,.000 1s wnly a partion of the line.

It 18 not the cntire line,

Caimissioner Iewis. It has 197 miles of the 235 miles

which g down to the South Caroclins state 1line ana then be-

7ond thore im 28 mileg,

Mr., Bailly, That kind of g View of thao roblen, My,
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Gommlssimlner, has to be puarded a bit, because in addition
to the facts that have already been montioned, that does not
cover all costs of constructim of the 70 miles which wore
talen over. These lines were graded, md they were only re=-
visod In connection with th:is othor construction.
’ Comxiauiomrzlawil. Then the cther polnt was, it scemed
to ne that if he was keeping account of actual costs, that
the actusl costa must have included a great many of theso
overheads, as far as engineerinz end administration, at all
events, were concerned. Iwonder if that 18 true o not.
¥ri Ballly. They are ‘n tho costs of the Headows Company,
no dabt, but the motuml grading costs and the actual tunnel |
costs can hbe segregated, and have been. I just want to make |
that clear, that we are not responsible in any way for the |
use by tho Bureau of these data. They have done that entirely
on thelr owrn initlative. The other data was avallable, and
they could have had 1it, tut for some unknown roasm, they
have selected these eatimates and inelh:ded themalong with

actunl contracts on other railroads, eid that fact was clear=-

1y shown on tho face of the data itself, as I have read the

note to you, which was on it.
Commissionor Iowis. It secems then that we have avallable
to uas the originml cost data that is mobebly open to some

question or some aennlysis on 197 milesa of the 280 miles. Is

that corroct?
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¥r. Ballly. Vell, I cannot £ive you the figure by miloa,
but I have already given you tihe fipure as to the grading
and the tunnels on the pPropar tion of data that we have, of
the total rmproduction qv.).nntities,‘ahd 1t 1a about 85 per
c¢ont —=w= 86,9 por cent, I think,of the total rerr oduction
quantities. As totbunnels, with the additional data wo got
out of the Bureau's oxhiblt, it 4s complote,

This foet that they did use these arbitrary estimated
prices on Meadows Company data very largely acocounts for the
different In the unit Frices arrived at by my, Elgen for’
Clinchfield work and unit price_a arrived at by v, Morgan for
Clinchfield tumnel work, Mr. Elgen's figure being $3.145 per
cuble yard and M, Morgants $3,63 per cubic yard,

Now, 1f we malke the varioue corrections to the Bureau's
6xhibit 47 which I have elready called attentilon to, the aver-
age unit prices for a1} tunnel yardagg inc luded, éxXclusive
of the Virginian, becomes $3e36 por cudble yard instead of
$3.16 per cubic yard arrived at by mp, $lgen. If you inelude
the Virginian, it becomos $3.44 por oubig yard,

In eddition, exhibit 47 omitted two tunnels on the Sanay
Valloy md Elkhorn which 18 located in the same general terri-
tory as the northern @d of the Clinchfield line. 1In fact,
1t 15 within D niles of the Clinchfleld's 1ine, Those tune-
nels cost $3.81 por cuble yard. The record then, including
the Bureau's an exhibit, affordg mare than ample support for
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Itha carrier's claim of a vnit price of $5.50 per cubic yard.

First, there are Virginian costs, {3.71 por cubic yardf
There are no logieal pgrounds whatevor for exoluding the Vir-
ginlan data in the considoration of the matter. The Virgin-
ian tumnel work, as a matter of facf, is more nearly coupare
able with the tunnel work on the Clinchfield than is any
other project 1n the Bwreauls sxhibiit., Those roads were
bnilt at the same time, in similaer territory, and the Clinch-
field's experience shows that the Virginian costs were not
out of line when all the surrounding circumstances are taken
into acoount,

Of the six rallroads included in the Bureau's exhibit 47,
the Virginian is the aly one on which either the number of
tunnels or the total cublc yards of tunnel excavetion any-
¥hore near approaches that of the Clinchfleld, and even then
it 1= only €0 per cent as much as the Clinchfield. |

.Second, there are Western Maryland coasts of $3.85 per
cublc yard. Mr. Habttan, who 418 now the engineer of the
Clinchfield, had actual oxperience on both the Western Mgry-
land and the Clinchfleld tunnols. He was actually connected
with the original construction of 44 tunnels » ranging in
length from 150 feet to 1 1/2 miles. His total tunnel ex-
perlenco related to 61 different tunnels. He teatiflied that
the conditions on the Weatern Maryland and Clinchfield were

very similar, and there i1s not a word in the record to con-
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tradict him. It was his opiniom thet the dfficulties on-
countered on the Vestern Haryland, including the difficule
ties ancowntered in the Big Savape tunnel, which was oultted
by the Bureau, dd not make the work, as a whole, any more
difficult then 1twas m the Clinohfield.

: Comissicner Aitchison. What 1s this Big Savage tunnel?

Ure. Ballly, The Big Savage was quite a long tunnel, in
which they had sdm umusunal difficulties of construction
which lead to highor unit costs.

Commiss lonor Aitchison. How did it conpare in longtp
with the tﬁnnels én the Clinchfleldy

Mr. Bailly, Well, % is not as long as our longest tun-
nel,

Hr. Horgan. It 1s about 4,000 feet long. We have one
tunnel 4,000 feet and another ane 8,000 feet.

Commissioner Aftchison, How does it compare with the
average?t

¥r. Horgen. Do you mean the Average length of our tunnels?

Comwigd mer Altehison. It 1s greoater, I suppose?

Ur. Margan. Yes. That would be above the average.

Mro. Bailly. It would be above the averuge m tunnels on
elthor line, but there are other tunnels =n the Weatorn Mary-
land, included in tiis data, which are not as long, our claim
being that all tunnels should te inc uded, since they had

the datm, and that there were dlfficulties in ths work on the
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Clinohfield tunnels comparable with the difficulties in the
work on the Blg Savage tunnel,

Mr. Mgrgan. Mr, Hattan was the engineer wm both, and
he testified that he considered the difficulties In the
8,000 foot tunnel fully as great as the abnormal difficulties
in the Blg Savaga. tunnel. Thereforoe they cught to put both
of them Into the exhibit. He testifled what thoso difficule
ties wera., le was the engineer on both of them,

Cormmlseioner Altehlason. If we are geoing to malke a sep=
arate class of these long tunnels, ebviously the unit price:

on the shorter tunnels iz 1leas,

¥r, Ballly, We lmve not made a separate class. We have

included them all, We are simply claiming that the difficul-

ties encountered in our tunnols were Just a&s great as they
were on o ther lines, There was not any particular reason for
excluding any single tunnel, and Mr. Klgen testifiled that he
dld not exclude the Big Savage tunnel intentionally. It was
overlooked and omitted unintentionally.

Cormissioner Iewis, I think I ought to make a correctim
in s one of the figures I have used. My aftention has been
directed to the fact that the Moadows Comiany constructed
only 152.41 miles of the 196 miles, and for that it received
$21,209,705.46, which would be approximately §139,000 per
mlle, but the flipures given, however, for the 196 milos of

road include tho entire property and the equipment. I do not
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Inow to what exgent the Hondows Company prtie ipated 1n that,
¥re Ballly, 1 would simply 28ay thut these figures woulqg

have to be useq with consiﬁ;rable tare unloss you know Just

what is included in thom. The:o were‘parta of tho 1line that

were not ulit by the Moadcws Company, |
“Commisnioner Lewis, Thoy only ¢ onstructed 152 mileos, !
Vre Bailly. papt of tho 14ne was b 11t by anothoyp COrlm

peny cnlled tho Norling Companys Part of thg 11ng was budlt |

by predecessor Companies as to whiegh the costs are not availe

able. Those lines, however, wore roctified in the buillding

of the Clinchfield betwoon the Joars 1905 and 1915, end aome

portien of the costg are Included in those costs, but not

all of the costs,

the Chesapeako & 6hio which 1s Job number 1s in Bureautg I
exhibit 47, and was bullt in the year 1902 at a price of

$3450 por cubie yard. This tunnel 1a on the Big Jandy divie

» 1t is vVery improbabie that 1t cculd
have bean done at £3.50 per cuble yard in 1914, sinco there

were undoubtedly increases in costy in the pariod betweon

1902 and 1914 for work or thia character,
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Fourth, there is the Beaver Croek and Wayland tunnel,
Job number 19 of the Bureau's oxhibit nwwer 47, which was
constructed in the year 1913 at a pout of $3.56 per cubic
yards The location of this tunnel is alse in the territary
Just north of Elkhorn Clty, noar Pilco;\rillo » Kentueky. 7Ths
conditions are comparable, and the work was deone in the
prlieing period,

Thero are four tunnels on the Loulsvllis & Nashville
which are Jobs numbered 61, 62, 63 and 64 in the Bureau'a '
exhibit number 47, constructed in 1912 at & cost of 35..89
per cublc yard, These tumels are on the lexington and
Eastern breanch of the Loulsville & Nashville Railroad, whioch
1s only a short distance west of the carrier's 1ine. They
are in similar rmountain territory, ad the conditions ene
countered would be very much the same., |

There is the Sandy Valley and Elkhorn tunnel, job num-
ber 96 of the Bureau's exhibit 47, but was not included in
its exhibit nurbor 47. This tunnel was constructed in the
years 1911 and 1912 at a cost of $5.81 per cubie yard. This
tunnel 1s in close proximity to t he Clinchfield's line and
in oxactly the same kind of territory.

All of the fore-going work, excopt the Western Marylend,
is in torritory close to that in which the Clinchfield is
located, with substantial 1y eimilar characteristics and BUY-

rouxding econditions, In addition, thére 18 the nversge for
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all of thé jobs included in the Burecu's exhibit, with the
orrors and anlssions carrected, which make s unit price of
83,44 per cuble yard. Taking into account the upward price
trend @uring the pariod covered by_the exhdbit, which wonlid
Justify some incroase in the unit prices of tho various jobs,
tris in itself fully supnorts carrierts claim,

The carrier stands flrmly upon its contontion that no
other two rallroads in the Appalachian territory hnve ao
nany similarities of difficult conditions and costs as the
Virginian and the Clinchfield. Those similarities are pointed
to in the record in many places, and are known to everyone
apparently, except perhaps the Bureau. In fact, we do not |
bellieve the Burcau would be blind to them either, wore it I
not for the necesslity which it ia under, of supporting the
lowor prices used on the Clinchfleld. The physical similar-
1ty of those two properties is closely natched by the actual
costs of their tunnel work. The Virginian data in Bureau's
oxhilbit 47 as corrected, chows its cost to have been $3.71
per cubic yard. The carrior's costs were $5.63. Despite those i
facts, the Dureau allowed the Virginian $3.50 per cubic yard
in its tentative valuation, tut mly allowed £3.25 por cubic
yard on the Clinchfield.

“he carrier's claim under this account wes oririnally
based upon its own cost data, The data introduced by the

Bureau, far from weakening the claim in any respect, has
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strengthened it in ove;'y particular. The additicnal data in
the Bureau's exhiiblt ccﬁaceming the carrior's own construe-
tion work shows that the elaim was, in fact, underestimeted,
rather then overestimated, The daba‘ foi' fairly comparsble

projocts on other carriers, sa shown Ly Buresu's exhibit 47,

fully supports carrler's claim, and should be given special

- sonsidoration in the price set for this account.

Iire Chalrmane. This will be a convenlent place to stop.

Comissloner leysr. Very well. We will stop until 2

' ol'olock,

.(Whereupm at 12:30 o'clock P. M., recoss wes taken until

2 otclock P. N. )
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The argunents wWers remmad at the exniratlion of the receas,

at 2 0'Clock p.m.

ARGUMENT OF MR. BNN¥ARD €, BATLLY, (Continued)

In behalf of DProtectante.

Mr. Ballly. Thiz morning I had finiahed my discussion on
accounts three and five, and now comes account eight, ties.

The lesue in this account concerns the prices allowed and

~the failure of the Bureau in the docket 364 to take into ao-

- count the fact that there were on valuation date in the Sandy

Ridge tunnel on the Olinchfield 5,000 locust ties. The car-
riexrs! proof, as in the other acoounts we have diszcussed, was
from fully experienced witnesses who gave carsful considera-
tion to the effect on tie prices of reproductidn conditions.
These witnegsses were falrly familisr with conditiong of tie
gupply in this territoxy from the beginning of congtruction
to the date of the hearing. Mr. Starrett, the carriers' pur-
chasing agent, in particular, had personally purchased ar
supsrvised the purchase of praotically all ties purochaged by
these carriers throughout the entire period of their exist-
enge. Ha had experignoed the actual construction conditions
as well az maintenanca conditions.

He based his study of what would be a proper price to uae

in a reproductior estimate upon a reproduction program as
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of valuation date, and priced 88 of nriecing data.

The reproduction program would require the upe of 1,082,000

tlies to be obtalned in the conatruction period assigned for

(]

the different narts of theee lines in the differant docketsn.
It was Np, starrqtt's ¢onclugiaon that only 53 per cent of
f%ese tisg oould.be obtained locally ut redsgonnble piioes

and that 1t would Lie Necaseary to shin in approximately 47 pey

cent from the territory served by connecting lines

Bis study of the co8t showed & waighted average prigce, w1 the
|
- out freight of 58.5 oents per tie, and with freight of 63.8
- oents per tie. Hig opinion, baged on this study, was that a
fair average price to apply would he not less than 80 centg
- for Kentueky, Virginia, Tennesses, and Hoxth Carolina, and gs :
- oents for gouth Carolina, The Burpau orizinally had Bs cents |
in the original engineering Teport, bug aﬁtha'hsaring ite
Tecommendation wag that this should be raduced to 50 gents,
The prices claimed by the oarriezs for bridze aad awitch ties
‘Were alao based upon actual experience at pricing date in the
construction of the 3g miles of railrgad known as the Klkhorn

extension in Yizxginia asnd Kentucky, The Bureau's proos b o

garding the tie prices was from Mr, Yalker, a witness entirely .

purchase of tieg, He had nevepr purchased oy engaged inthe

production of tieg 2nywhers, and he had no personal knowledpe
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whatever 0f the oarriers under valuation or of the conditicnag
of.the territory in which they are located. He did not ner
sonally fix the high prioce originally allowed in the enginecr-
ing reports, but with exactly the same information before him
as that originally used in fixing tha price, he nroceeded to
Teoommend changes” reducing the price. Hig concluaslons wers
based partly on the carriers returns to valuation order 14

and partly on hie interpretation of notes as to the availabll-

1ty of tles and timber in this region, which were made by ths

- aselstant fleld enginaer of the Bureau at the time the inven

. tory was taken.

We contend that the osrriers' returns to valuation order 14

_are not a sound basias for determining a proper tie prioce in
' the reproduction estimate. These returng cover only a small

quantity of ties which were bouzht entirsly for maintenance

woxk auring a perlod of five years, and do not cover any ties
that wers bought for original construction.

The aggregate quantity of matertizl covered by these returns

- would only produce about one-third of the quantity required

for a Peproduction progran,
Furthgrmore,‘the price reported in these returns did not
include anything for ingpection, handling, or local haul.
Ag indicating that the carriers valuation order 14 returns

 were not complete, 1t should be noted that nelther the 5,000

dooust tisa in ths Jandy Ridgs tunnel. whish nn-~s me ...
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each, or the tiss for the peven miles of trzok on the north
end of the Tlkhorn extension, which had to be shipped in from
points off the 1ine at a cost of G5 cents per tle, are shown
thereon.

Corzmligssioner Aitochigon. ¥hy we&e not the roturna to valua-
tion ordsr 14 pompleta?

¥r. Baily. I cannolt anewer that definitely, ¥r. Commigeion-
er, but the rsturns wore made at 4 $ilme when the ocarriers rers
under considerable gtress due to the war in Zurope, and thls
particular carrier had pufferad what might bs called a dises~-
ter of the firet magnitude in a flood on its line which had
wagied out large scctions ¢f line on the Blue Ridge Mountalng
and sbgolutely stopped its operations.

Qommisgioner Altchigon. Valuztlion order 14 is not a matter
¢f opsration ag much as 1%t 1s of accounting, is 1t?

Mr., Ballly. G&=verything was in confusion, and it waé not
made up with the meticulous caze that it should have been.

Qommissioner Aitchison. What I am getting at ig this. 1In
almost every case the carrier comes in here and says "Our
returns to valuation orders 3 or 14 were not right.* They
are oalled foxr for the purpose of complying with a statutory
requirzement that the oarrier cooperate with this Commission
in the eppraisal. Doaes 1% lie in the mouth of the carrier
in every case to come up here and say that none of the returna

are right?
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Mr. Bailly. Perhaps it does not, but the fast, Mr. Com-
is
missioner, /that sometimes requests of the Commission are not

clearly understood. Thias is particularly true when these
returns are turned overs to clerks in various departments to
gomplied with. They 40 not alﬁays understand exactly what
the informati®sn is to ba used for, or why it is asked, mnd
the information ie put in there without the undersianding
that ought to be used in getiing it up.

Commisgaioner Aitohison. And then somebody who is respon-
gible, and who is not a olerk, puts his name down a% the bot-
tom of it and holds up his right hand before an offiocer author-
ized to administer oaths and awears to 1t and returns it for-
mally to this Commission, in compliance with the statute
passed by the Congress.

Mr. Bailly. I do not know who signed these returns.

Oommis :loner Altchison. There are required to be signed
by a responsible officer of the comnany.

Hr. Baillly. But the fact 1n, ag to ties, that the valua-
tion order returns of this ecarrier wore not gompliete and did
not cover all the coats that would be encountered,

The carriers claim 80 oents per tie, and the carriers’ olaim
of €0 oenta por tie 1s based on what competent witnesses con-
sldered necessary to obtain the quantities of ties required
for reproduction in the time allowed for reproduction. Prioce

has a very important effeot upon tie production, and a price
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of 50 cents per tlo, as now recommended by the Bureau, his-
torleally d4id not and would not at valuation'date have in-
duced the production of tieg in sufficient quantities for the
Teproduction of these nroperties.

In original construction this aarriar had to orpganize its
own timber department to produce ties 2nd bridgetimber. Tha
B;roau's witnesa,#when forming his opinion 28 to the availlo-
bility of fiea and timber in this territory, xelied wholly
on the notes of the assciatant field angineer. Thede merely
indloated, in & general way, and in very general language,
the presence or absence of timber for construotion purp;sen.
- They did not purport to state the quantities that oould be
~obtained in any given time. The carrier olaime that trees

- standing in the woods are not ties, and the fact that they are

- 8tanding there does not glve any indication as to what ties i
jmade from them would cost., The mere faoct that timber ig
-avallable loocally along the line of a rallroad does not jugti-
Iy the conclusion that tiss can be obtained there at any time,
in any quantities, at the same price at which they can be ob-
‘tained 4n relatively small quantities for maintenance pur-
poses,

Commissioner Lewis. 1Ig there any place in the South where
they can get ties to build a rallroad 1f it 18 not in that
paxrticular section?

Mr. Bailly. That is one asction vhere you can get ties,
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Mr. Oommissioner. If the production of tles is nroperly
orgenized, to induce the production of tiss by loeal people as
& by-product of thair farms and othor proparties, you have to
give a proper nrice.

Qomnissioner Lewla. Is 4t not to be nrasuned that in the

congtruction of a nroperty 275 miles long, representing
340,000, 000, there would be a proper organization to get those
ties outs

Mr. Ballly. They could be produced, but they could not ba
produced at this price. That is the answezr. They can be
produced in that territory, and I am not claiming or in any
way indiocating that there is not ample timber to produca the
iiea. What I want to bring home t6 you is that the price that
¥ill induce the farmer in his spare time %o make a few tles
and bring them to a condiguous railroad will not induce him to
give up all his other work and busineas #nd g0 out and make
qQuantities neocesgary for reproduction progranm,

Qommissioner Lewis. That is not the bzsis on which the e~
production of this road ig worked through, a farmer produecing
a few ties in his spare time.

Mr. Ballly. But that 1s the basig of the price reported in
valuation order 14 returns by this oarrier.

Commiasioner Aitochison. Probably it 1is too muoch.

Kr. Ballly. The emall quantities of ties coms to the 1ine

at bargain prices because they are a by-product.



Commigsioner Ailtchison. I never had the good fortune to
ta} ofar the Clinchfleld road, and I can only surnise what
the character of the countyxy la, but from your desoription
of the number of tunnels and the way your 1ine is built, the
gullizs you cross, a2nd all that, I ghould be much surprised
if there weie many. famms in that mountainous country.

Mr. Ballly. There are & good nany.

Qommigslboner Altchimon. Especlally where it im timbered.

Mr. Bailly. Thero are e greal meny small farms all along
the line. _

Oommligsioner Altchison. What do they ralse, moonshinet

Kr. Morgan. Mostly.

Mr. Bailly.~ Largely moonshine a2nd what we oall "side hill
mules", with longer legs on one side than on the other, so
that they can plow the rows of ocorn.

Qommissloner Altchison. But, seriously, would you expect
to find in these mountains farmers who would be cutting ties
ap a by-product?

Mr. Bailly. Ve do, That is the actuasl expasrience of this
carrier, that the farmers along the line,when they have not
anything else to do, and the nrice is sufficient to make them
want to work, will produce a few tics and bring them to the
line. Thoss are all at lowsr prices than the oarrier could
produce the ties itself.

Commisgioner Altchison. T should not think the farming
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thay eould do in tha mountalna as I have thom desoribed
this morning, would kesap & man very busy, and he would have
plenty of tinma.

Mr. 3allly. The quegtion of how many ties he makes dependsa
largely upon the nrice tha carriéi e willlng to pay for them,
"The carrlier can’laxgely control that in a maintenance nrozram,
They c:sn buy the tiocg at the priess that they want, when they
are avalleble. They do not have to fores the nroduction, in

other wordg,

Commisesioner Aitchison. One other thing is to be borne
in mind, I take it, and that is that with regpect to returns
to valuation order 14, as respects tieg, it is largely a laborx
item, baocaune obviously the timber did not cost very much up
in the mountains. In 1917 there was quite a shortage -~ a
monentary shortage -— of labor, due to war conditions. - 80,
might we not reasonadbly expect to f£find the costs in small lots,
of a produsct which depends ﬁpon local labor, and young men
labor, largely, too, to be high durlng the period of the war?

Mr. Ballly. Yea, but my rscollection is, NMr. Commissionex,
that these returnc were made in 1915.

Commisnionexr Altchison. They should be made current.

Hr. Ballly. 8o that the prices covared by these returns
do not refleoct that conditihgn.

Oommissioner Aitchison. That might be.

Qommissioner Lewis. What is the begis for the Commisgslon'g
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figures, 1ts tie figurss?

Nr. Bailly. That ig not discloged in the record, Mr. Oone
missloner. We have not had anybody hsre to te2ll us what the

basgis of it 1is,

Qommis-ioner Aitchlieon. The anaiysis of methods tells

_pretty well.

Hr. Bailly. ’I do knaw, of course, from Yeading the Texas
¥1dland case, thnt prices were obtalned from ths carriers in
the returng to thosge valuation orders, covering, as I be-
lieve, a five-yeaxr period prior to 1914, as to ties.

Qommiggioner Lewis. Would condltions down there be such
that the cost of ties would be greater for the reconstruction
of the Olinchfield, we will say, in 1617, or whatever year 1%
is, than 1n the reoonstruction of other roade in the Bouth
or the Rast?

Mr. Bailly. It would be greater to the extsnt that you
had to ghip them in,

Coumigsioner Aitchison. Would'you not have to ghip more
in oa the Virginian, for example?

Mr. Bailly. I ocould not ansgwer that. I do not know just
what their looal conditiong are. ¥hether the prioce the Bu-
reau recommends, of 50 cents, is bagsed solely upon our valua-
tion oxder raturn, ox on & birdseys view of all the data from
that territory, 1 cannot angwer, elther, bul we think 1t is

too low,
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Qommigsloner Altchlson. The lgsue about thess locust tles
is comparatively =implp, is 1t not? The Bureau says that they
abgorbed the extra cost of looust tiles in tho general price,
and you say they could nnt,

Mr. Ballly. That is 1t exactly;‘

. Oocming to account 9, rall, there are two iussuss under this
accountt Flrst, zs to the unit nrice anplied; and second,

as to the clascification of certain rail as second hand or
relay rall. In all three dockets the Bureau has used a unit
price of $33.70 per ton. The oarrier claims 334.20 per ton
in dockets 3684 and 377 -~ that 15, the Olinchfield eysfem -—
and 434.50 per ton on the Blaok Mountaln. The differences
between the prioces claimed and those used by the Bureau re-
Bult largely from different points of view as to the proper |
method of making an estimate of cost of reproduction new. The
Buresu's maln purpose seems to be to find the cheapest érioe
posgible for a given quantity of material without regard to
praotical conesiderations that would have to be taken into
account 1f the property were aotually reproduoe&. In other
words, thelr nrice is based on the delivery of all the rail
through a zingle junction point, and that one selected be-
cause it would 7ive a lower delivered price, and then to com=-
pany haul the material to the places where it would have to
be used.

The carriers' valuatlion engineer made 2 study of the Iepro=-
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duotion new based nn the respective.quantities of open hearth
and Bessemer rail that are Tequlred to reproduce the pronerty
as it exiated,'and distributed as they actually existed in
the line and were inventoried. Thisg study is shown in the
carriera'exhibi tmumber 4, h

* Actual construdtion conditions would require that thia

rall ghould move to tho work through the nearest junction
polnt 0 ite ultimate location, and to cssume that 1t can
mofe through the oheapest junction point on the line, as the
Bureau does, entirely leaves out of acoount the uncompleted
gaps that would exist im actusl construction.

Commissioner Aitchison., 1Is that the same Question whioh
¥as presdnted to us in the Great MNorthern ozse?

Mr, Bailly. I camnot answer that, Mr. Commigaioner, as I
am not fumillar with that caase.

Commissioner Aitchison. Very well, Perhaps Mr., Swink
gan.

Mr. Swink. T believe it is, yes, six.

Commissioner Aitchison. The same question, as to comstruction
plece meal?

Mr., 8wink. Yes, In other words, the Bureau econtends that
each seotion is complete at the time it is working on a pec~
tion under oonstruction,

Oommissioner Aitchison. That general question 1e'prettyl

well presented in the Oreat Northern and several other oaseas,
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Mr, Ballly. That may be, T am just going to point out
that that‘queution is in thie ocase., I am not going to argus
it at any great length.

The prices claimed by %the corrier wers also supported by
the studies of actual cost of rall in original esnatruction.
Theze were found to ba 334.135 on the Garolina, (linfhfield
;ﬁd Ohiog 334.53?ion the {arolina, Clinchfield and Ohio of
8outh Qarolinaj; and 434,93 on fha Black Mountaln., Theses fully
support the prices elaimed. The only testimony nresented by
the Bureau under this account was a review and approval of
the Bureau's prices by the witness Amadon. He had nothing to
do with the fixing of the price used, but merely reviewed and
approved it,

1t appeared from Mr. Amadon's tostimony that in fixing the
price for the Black Mountain railway it was assumed that the
requlred rail would be delivered at Johnson City, Tennesses
and company hauled to the location on the Black Mountain,

Since the Carclina, Olinohfield and Ohio and the Black Mountain

are geparate properties, thera seems to be no justifioation

for the Bureau's basing the price allowed the Black Mountaln

on dellivery at a poinf on the Olinchfield, and making no al-
lowance for the cost of haul from that point.

Qommissioner Lewis. There is 2an allowance for company haul.
It is not a free haul.

Hr, Ballly. Yee, but it i3 a different company, n different



e

carrier. The Clinchfield, as I understand 1t, would bem-
quized by law to make the same oharge to the Blaeck Mountain
for hauling ite rail as it would to any other customer.

The differences between the carrier and the Bureau as to
relay rall are fundamental, The Bu:e&ulinsiats that the po-
sitipn taken by the Commission in the Texas Midland cnge
goveQna hersa. Theca;riara eontend that the Commiszion was
in error in the Texas Midland case, bui, in ﬁny event, thal
the rule laid down should.not apoly to the relay rail on the

Carolina, Olinochfield and Ohio and the Carolina, Olinchfield

- and Ohio of South Carolina. This was not purchased as second

hand rail, but was simply found in a different location from

- 4ts original location on valuation date. As to these two
.carriers the question is whather 1t is proper in ths repro-
duotion new estimate to price this rail as sscond hand simply
becauee 1t had been moved from its original looation. Why
should suchrail be priced ag second hand any more than a looo-
motive would be priced as second hand which had been changed
from the original servioe to whioh 1t was devoted and put in
some other service?

Oommiggioner Attchison. You do that with an automoﬂile
that you buy. If you run it around the blook 1t 1a sacond
hand,

Mr. Bailly. But this 1g & reproduction new estimate we

are talking about, and we view it ag Tequiring that all the
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materials shall be raproduced new.

Commiseloner Meyer. Now in the same saensg 1% was navw vhen
the road waa firet constructed?

¥r. Bailly. Yes, .

Commisslioner Altochison I caugh% myself talking about my
ne¥ housge this marning. To the baat of my recollection it
was built 40 yearn sgo, but T have 1ly hed 1% a few waata,

Kr. Bailly. Hers lg 2 question of nrlaciple. T think the
igsue is clear, and thers 1is probably nothing morxe than I can
#¢ay that will add to the clearness of your understanding of
1t. I mexely want to point out that it does exist in this
case.

The next account upon whioch I would like to say a few words
is account 11, ballast.

The 1saues under this account concern, first, the unit prioce
for the various kinda of ballagt; aecoond, the average haul
nacseszeary to distribute the sane; and finally,the cost of
that haul,

The bigzest ltem of difference in the acoount is the unit
price for atone ballast, as to which the Bureau allowed 58
cente in docket 2684, and the carrier claims 83 cents. In
docket 377 the oarrier claims 79 cents. The prices claimed
by the carrier were azain based on astudiesz made by Mr. Mor-
gan of the aotual costs compiled in tha period from 1908 to

1811, previous to the paspage of the valuation aoct,and when
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the rate of wages was 13} cents per hour and less for common
labor, as compared with 15 cents in 1214.

The average hauls necegpary to digtribute ballaat were
based upon an entirely new study of what would be the most
economical distribution possible for a reproductlon program,
and the rate usediin determining the cost of haul was baged

-upon Mr. MNorgsn's judgment after gonslidering both the rate
uged by the Buresu and the rate recommendsd by the Presidents!

- Oonference Qommittee, and other data.

Mr. Morgan's price for cost of haul is somewhere in between |

. that used by the Bureau and that Tecommended by the President’
Conference Committes. The studies developed a cost for gtone
ballast on the Clinchfield of 60.6 cents per cubic yard, and
3 ognts for dumping, makingz a total of 83.8 cents. 3Slxty-
three cents has been claimed.

On the Oarolina, Olinchfield and Ohio of South Carolina
the study developed a cost of 79 cents per cuble yard, which

wag claimed.

For elag ballast the Buresu allowed 28 cents per cublc yard |

and the carrier claimed 38 oents. The record is quits full
and comprehensive as to tho cost of ballagt of this characjex,
and the carrier contends that it fully supports its claim,

The carrierB return on this i1tem, under valuation ordexr 14,
,only ocovered the royzlty that was paid for the flag, and did

.not cover the other costs involved, and not aven the Bureau
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uged thoge figures in arriving at its prioce. .

The statement in the Buresu'rs brief that the price of 28
cents per cuble yard for sls) compares favorably with ﬁlag
prices in priecing rallroads throughout the eastern secotion,
we think, @lsregards slag prlces in ths Youth.

Ag: the result of tbs carrior's teatimoﬁy under thins account
the Bureau has reoommsnded a change from 58 cents to 75 cents
per cublc yard for certain ballast in Horth Carolina. This
vas a partiocular tyme of ballast, called "gneiss", which came
from a crusher in that atate known as the (atawba qrusher.’
The Bureau has also recommendsd certaln changes in haul in
Tenneassee and Virginia. These changes which have been recom-
mended result in an increased allowance of 22,835 in docket
364, and 33,980 in docket 377.

Ye think that the carrier's claim in docket 364 should be
allowed in full, and not merely to the extént recommended by
the Burcan. It is based on actual orusher cost during the

pricing period. The average hauls used are the shortest that

- W1ll accomplish the woxk, and the cost of haul used was con-

gervative. The necsssary supporting data were all introduced
by & highly competent witness, and the Buresu has r2ally made
no adequate anawer to the game.

The next account is account 123, track laying and gurfacing.
Here again the suffioclency of the unit price used is ths only

issug. These carriers have based their claims on a newly laid
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track in the same condition as that assumed by the Buresau,

and have made n» olaim under thisg particular mocount for the
additional intensivs surfacing work that would be necessary
%o bring such a newly laid track to the condition in whioch the
carriere! track aotuclly existed on valﬁation date. This does
not mean that we agree vith the Bureau's theory thrt a new,
ungeasoned track, 19.&11 that ghould Le allowed for in the
valuation. We differ entirely from them, in that view, and
contend that all tho slementa of expense which would be necess-
‘ary to produce tracks like the tracks of the carrier as they
were in existence ah valuation date, should be allowed forﬁ

somewhere in the reproduction estimate, but not necessarily

‘under aocount 13, Those elements of value should be allowed

for elther under cost of deveslopment, or am an offset to de-

preciation, or by taking the same into account in fixing the

final value. ' | |
Commissioner Msyer. This has nothing to do with this par- i

tlcular case, but bearing upon that question of ssasoning,

Mr.'Ballly, you will be interested to know that one of the

great trunk lines in this oountry, which has as magnifiocent

tralns as any other, was hers with an appliocation for authority

to take one of those great trains ovsr soma 80 or 70 mileg

of raw track built within a year. They forgot all about season-

ing.

Oommiesioner Altchison. The Commissioner is not quite right.
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It wag not gulte that lon;;, and there wers threo of the
gTeat oarriers of the country that wanted to do it.

Mr. Ballly. Wers they going %o take 1t over at the same
rates of speed as.on the seasoned track?

Commissioner Meyer. No% quite. There wag a difference of
10 miles, I think. %e denied the avplicatlon.

;r. Bailly. You;made them be ocon~lstent,

In dockste 3G4 and 377 the Bureau has used a unit price of
$1190 per mile for 85 pound main line track and 3780 per mile
for 85 pound yard and siding track. The carriers claim the
unit price for the 85 pound main track should b§'$1250 péR
mile, and the price for the yard and siding tracks should be
900 per mile, respectively. All the prices oclaimed are based
on studies of the actual track laying costs upon five differ-
ont gections of the varriers 1line in the period from 1307
to 1914, with necessary adjustments due to changes in labox
costes to place all the work on the basie of the 1914 labor
rote. It was found that the weighted average cost per mile
for track laying alone was $1358 for the 85 pound main line
track, &and }948 for the 85 pound slding and yard track, and
$832 for 60 pound siding and yard traok, or in excess of the
amounts claimed in these dockets.

The increases claimed in the prices used for placing ballast
and framing bridge ties were supported by similar studies of
actual costs.

As speclal reasons why liberal allowancss chould be made for
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track laying in tho ocase of these oarriers, the orookedness
of the line, the number of tunnels, bridzes and viaducﬁs, and
the high fills and deep outs should be noted.

Commissioner Aitchison. Do they make & deduction for the
length of the tunnels in apolying the unit nrice for track
laying and surfacing, or how wae that handled?

Hr, Bailly. 1 do not know exactly how they hondled 1.

Br. Moxgan. In our case they increased the price & bit
through the tunnel. 1 think it was 41650 per mile for the
tunnels.

OCommissioner Aitchison. For the space occupied by the tun-
nels?

Mr. Horgan. Yes,

Mr. Ballly. I wag going to say that T understood they had

made gome gpecial allowance becaugse of the diffioulties in

the tunnels.

Commissloner Altchison. How about bridges and trestleg?

Poes their untit apply there?

Kr. Morgan. Yes.

Mr. Bailly. They made no special allowance for it, and Mrx,

Saunders, who testified for the Bureau, tegtified that 1t would

be easler to lay traock over bridges than anywhere elsa, and

would cost less. %a do not admit that, I may say, Mr. Qom-

misgioner.

Oommissioner Attchison, What isg the claim, that it 4z all
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' Just the same?

Hr, Bailly. Our ocontention ig that it costs moxra to lay
the track over bridges becsuse of the oramped space in whioh
to work, and ths groat oara with Whioh the men have to work
in order to gtay on the bridge. It slowe up the work, necese-
ari}y, and oosts mora, sinos track laying is a labor 1tem,
That is fully explainad in Hr. Morgan's teatinony undaer thié
acoount.

It was proven in ths record that 42 per oent of the line vag

ourved and that there arg 20 miles of ourves of asix degrees

°r over; 56 tunnels, ag I have already mentioned} and 170
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bridges, tremondoualy high f£ille and deep cuts with steap
sides, all of which gioy up the work of track laying, and, of
course, inorease itg cost, and should be taken into account
in fixing unit prioes.

For the Black Hountain, the Bureau used a ﬁnit price of
#700 per mile for &0 pound main 1ine track, and the carrier
elaims $900. On the Carolina, Clinchfield and Ohio the Burem
uged $700 per mile for 6o pound sidings. That is, exactly the .
same figure was used on the Oarolina, Olinchfield and Ohio |
for sidings that was used for main line traok on the Black 7
Mountain On the Carolina, Olinochfield and Ohio the Bureau
rooommende that main lins tracks ahould have a hlghcr/;:izo
than side traock., The main line of the Black Nountain 1g ex-

ceedingly orocked, ae I have already stated, with some curvag
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over 30 degreea, and a number over 20 degrees. It oould
not poseibly be laid as oheaply as sidings of the sang weight
on the Oarolina, Clinchfield and Ohlo,

In the caze of a slding, thé main 1;na i3 already in plage,
The ties and ralls and other materlals are deliversd and
du@ped right where’you wanl to uge them. In tho ocaze of wmain
115@, the rail, tiés, end all other material have to be lozded
onto push ocars and rughed forward by hand as the track is laid,
or otherwige moved to their final position. We c¢ontend that
8 olaim of $300 extra per mile for this extra labor involved
in laying main line track is not éxcessive, and that the Bu-
reauls uce of the sume unit price for 60 pound main line track
on the Blaock Mountain and fop 80 pound giding txaok on the
Olinchfisld 1g entirely inoconsistent,

The only witness whigh the Bureau preaented asg to thigs 0=
count was itg agsistant supervising enginesr, Mr. Jaunders,

He did not f£ix ths prices used by the Burem, but_marely T
viewed them ang approved.them. Mr.32underg! Peérsonal knowl.
edge of the actual work of laying railroad track was adpittedly
small, and hig knewledge of the lines of thess partioular osxe
riers was obtained entirely from the Bureau's f1sld notes, His
testimony haa largely to do with eriticleing the carriers’
evidence. This has been fully discugsed in our briefs and 1
8hall not take the time to ocover it again haera,

That covers the aoccounte where the main lggue relates o
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the unit priodas to be applied in the xeproduction estimates,
and brings me to the various accounts and olalms whers the
igsgue is as to the corractness of the $heorles or mathods
followad by the Bureau. The firat of thqpe whioh T wish to
call your attention to is8 tho subject of contingencies.

The carrlers have nprotested the omisslon from ths tentative
valuation reporta of any amount foxr contingsncies. They
olaim amounts should have besn included which equal 5 per ceand
of the inventoried items in the roadway and structure acoounts,
exolusive of land, in valuation docket 384, or an amount of
$1,371,4868,

They alac olaim that an amount equal to 3 pexr cent of the
sane items eshould be included under dockets 377 and 381, wmak-
ing the claims in those two dockets $44,2303 and {11,568, re-
specitively,

The coat of xeproduction new is, of course, nothing but am
eatimate. The Commission itself has adverted to that faot
in the Texas Midland case, and in that case has explained
at some length the rsasons why it does not consider such an
agoount neceesary in estimating the cost of reproduction new
for valuation purposes. 'Thoae reagons are fully known to
you and rsquire no restatement now.

¥ith all due reapesot to the judgment of the Qommission we
contend that no satiefactory reasons have been advanced or

oan be advanced why an egtimats by the Bureau of Valuation
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should be fxeated differently from other engineering esti~
mates,

Commigsloner Altchison, Is thereé any reason that the Olinch-
field should be trented differently from other carriers?

Mr, Ballly. No, but they should all be given an allowanoce
for; ocontingsncies 4n our opinion, Mr. Qommissioner. The eg-
timate 18 subjeoct to the same liability of errox, inadequacy
and miatakes of judgment =5 other estimates mads by equally
experienced and competent enginesrs. (Certainly no one knows
better than the Commigsion that the Buresu of Valuation does
make errors and has to correct them from time to time. In
this rscord we have produced testimony in some detail as to
33 Aifferent items of inadequacy, omission, and probable
error. A fair prioing of these 33 items, all drawn from the

carriors actual experience, more than sustaina the amount of

b per cent olaimed. Because of the importance of the subjeot

wo have set forth thig testimony practically in full in the
abstract of testimony, volume two of our brief, and respeot-
fully request that it be xead for a olear understanding of the
basls of the claim,

Qommignioner Lewis. What is the page?

Mr. Bailly. In volums %wo, beginning at page a8.

Qommisplioner Altchison. I upderstand you make the con~
cesslon that there is nothing with respeot to the Olinchfield

vhich differentiates it from the general mass of carriersg

e et S G,
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with respect to thig itemy

Hr. Ballly. I think perhaps that 1a0 o 18t%1e too broadly
stated, ur, Commissioner,

Commissioner ‘Altchigon. I would be.glad to hear what the
differentiation ls, ur, Balilly. “

Er., Ballly. 71 ¥auld rather not take the time to go into
1t. It 1c 211 ghown in thig testimony, and 1 think some of
those itema are undoubtedly pedulia: to the Olinchfisld,

Commissioner Aitehison All right.

Ur. Bailly. As there &re 32 of them, it would require
80me 1little time for me %o pPick out those that are 1llug-
trative, but 4t ig all set out in our abstraot of testimony,
of which you have a copy.

The Bureau hag not offered any teqtimony whatever on this
#ubjoot, and so far ag the Tacord is ooncernsd 1t ig baged
entirely on the testimony of the carrier.

Yo next come to the subjeot of depreciation, This 1s a
subject on whioh You have had g great deal of argument.

Commigaloner Neysy. motn to the effeat that thore 1a and
that there is no depzeoiafian.

Mr. Bailly. quite oorrect, Mr.Oommisaioner, and I do not
want to dburden you or the record with any long digcussion
0f 1%. The differences between the Bureau and the oarrier
are absolutely fundamontal,

| Qommissioneyx Meyer. Ag are the differences among oarriems,
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Mr. Ballly. But I would like to point out some of the re-
gultrs of the application of the Bureau's theories in this
partioular oase.

In valuatlion doocket 364, the Bureau has reported the cost
of reproduction less depreciation, which shows a total de-
preciation of $4,12Q,981 from the cost of reprodustion new
reported. This 1e 11 per c¢ent depreciation for a property
in operation slght years, or at the rate of 1.4 per cent per
annum,

Takéng separately the Clinchfield Northern Railway of Xen~
tucky, &ts daepreciation totalas 5 per cent for = property in
operation tw0 years, or at the rate of 3} per cent per anmm,

In valuation docket 377, the amount of the depreciation is
7.4 per cent for the property as a whole, or just about 1 per
cent per annum.

In valuation docket 281 the depreciatfon totals 12.8 per
cent, whioch 1s at the rate of over 4 per cent per anaum,

Qur contention is that the methods used by the Bureau 4in
arriving at cost of reproduction less depreciation are dased
entirely on the finding of a theoretiocal depreciation as dis-
tinguiehed from actual physical deterioration, and that thia
is oontraxry to the prinoiples laid down by the courts in
‘numarcus cage2 which are cited in our brief, and which I aehall
not take the time to digouss,

This 1s partiocularly true of the equipment accounts, where
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the depreclation appears to have besn based on a losg of
service life. This, of sourse, is purely an estimate. It
requires the fixing of a theoretloal 11fe, to begin with,
and then proceseds to find the amoun§ of the depreciation by
deduoting a percentage of the cost” which ie represented by
gpe expired lifag the proportion which the expired 1ife bears
to the agsumed t&tal 1if9. 1In this casze 1t appsared that
81noe the estimate was originally made, as to some of the
equipmwent, all the remainder of the service life assumed had
expired, and that the equipment was still in uge and of al-

' mogt asg much value as it wag when it had been appraised by

- the Bureau, That fact was met by simply changing the asgumed
~ 8ervice 1ife. Tuls, we think, shows very clearly that the
depreciation of equipment 1g purely theoretiocal and not baged
on 1ts oondition. _

The only testimony in the record ag to the actual condition
of the equipment or of any other property of the carrier is
that it was in good condition and well maintained on the date
of valuation,

Comnisationer Altchison. Does the Oarolins, Clinchfield and
Ohio set up any deprsciation account on its equipment in itg
- Operating expenges?

Mr, Ballly. VYes.
Commisgioner Aitohison. At what rate?

Mz, Bailly. The rate varies, ¥r, Oommiasioner. 1In the
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early yeérs a very small rate was used. I could not gay
what 1t was,!exaotly, for the different clasesss of eﬁpipmont,
but I know 1t was very low, ag low as one per cenit on some

- some of
claspes. Gince Federal control/ the rates of deprecistion,
at least, which were established by the Rallroad Administra-
tiog,hava been continued, so that at the pressent time I am
quige pure that rat;a as high as 43} per csnt per annum are
mainteined on gome olaseces of equipment.

Oommissioner Altchison. Was the Qurelina, Clinchfield and
Chic the beneficiary of the guaranty during the period of
19207 ‘“

Mr. Bailly., Yeas,

Qommigaioner Aitchison. Did it oharge depreoiation as pait
of its operating expenases during that period?

Hr. 3ailly. Lsi me correct that. They d4id not take the
guaranty. 1 was thinking of whether they had made a contraot
with the Rallroad Administration. They did, but they did no%
acoept the guaranty.

gonmissioner Meyer. Ag a matter of information -— I do not .
remember -— did you make money during that aix months! period?

¥r. Bailly. I think we did.

Commisszloner Meyer. 80, you never ragretted it.

Mr. Ballly. %e naver regretted it at all.

The whole subjeot of depreciation is fully discussed in the
- briefs, with a citailon of the authorities on which we rely.
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It ig to bo found in gomewhat separated portions of the brief,
but I would refer you partioularly to the digcussion under
equipment accounts, cost of reproduction leags depreciation,
On pagze 53 of the maln brief; to the dizcussion under the
heading of Depraciation on ¥age B0; and in the Teply briefr
to the discussion under the heading of Nepreoiation beginning
°n page 73, Allaf thece put together are not very lengthy
and will give you & very olear conception of what our claims
are.

it .

Qommiscioner Lewis. what 1s 1%, in a nutshell? 1a/that
- PToper maintenance offgets depreciation? |

Mr. Bailly. 1t comes down almogt to that, Mr, Commi ggioney,

Oommigsioner Lewis. The argunent is not rsally much d4i{f-

ferent, then, from that advanced by other carriera?

¥r. Ballly. Not at all. We claim that 1t 1g the actua}l

condition existing on the date when the valuation 1a made
which ghould be taken into account; and, of courae, adequatg
~maintenance has a very important bearing on that Question,

We also claim, as do othex carriera, that the traok st rugt-
iure, as a whole, 1if properly maintained, doeg not depreciate
‘so long as it ig &ble to randep the eervice for vhich 1t wag
‘intended, and tnat to depraciate Varioua parts of that atruct-
ure to the extent to which the Bureau depreciates 41t would
- make it absolutely unusuable if its aotual oondition waz whag

the Bureau gives as the bercentage of theoretical condition,



That brings mo to syother subJoct wihilch I prosume has
teen argued beforo you st considerable length on varicus
ocoasions., That 4s the nub jact of coast of development of
golng value. T am not oing to tuké your time to go into
a long discussion of suthorities as to whethep the cost of
éevelopment is a%proper item to be considoered in a reproduwe -

tion nbw estimate. The vizthoritios are cltod in our brlefs
and in the Burcau's briefs, and you are probably just as
mmnwwnhmmnaIm. |

Commissicner Aftchison. at least, we are just as enxious
to follow them as anybody?

Mr. Ballly. Yes 8ir, Tou are perhaps rore familinr with
them than I am. I only want to say that the carrisrs contend
that cost of development oy going concern is an element of
value that should be ascertained and reported.

Cormianioner Altehison. oOur accounting report, if it is
in this case 1ika 1t is in others I have ¢xartined, contains.
ell the data from which gost of reproduction can be argued,
following tho basis which used to be submitted to the state
comlissions by My, Hogenaw and others who followed the wib-
oonsin Commission rules 8o-cnlled,

Comissianer Meyor, Wiisconsin never imew of such rules,

“but go shead,
Commissioner Altchlson, 1Is the accounting roport, as

full in that rospect asm they usually aret
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I}f g Mr. Bdilly. I think the temative valuation followed the
aag% usual forme It is just as full in respect to those three
'?idt; carriers as 1t is to the othor carriears that have been valued,
ﬁ.?;n. Cormissa fonor Altehison. It might be that we have not
'ﬂgf | given sufficicnt wolght %o that in dotermining final value,
48 far as development cont 1s concerned, following the formye
lae that are so often used with respect to doferred and un-
roqulted losses and intorest thereon and 8o forth., Thet does
appear in the tentative valuation and will gppear in the fine
_%i? al valuation,
G | Mr. Bailly. Thore 1s an item in the final value there
that wo do not Xnow how it was arrived at by the Commisaion.

There 13 an item over and above the cost of reproduction less
deprediaticn that the Commisaim hasg 8llowed. It does not
itemize it., It does not tell us just what eloments enter into ;
the make-up of that tem. It is loft to conjecture, but in
the Texan Midland case ¥o are told what allownnce has been
made for joint value in these reports ami it seys quoting
from page 69 of thg Toxas idland report

"In this comnoction 1t should bo stated that in the in-
stant tase, golng concemvalue has been giveﬁ connideﬁation
in the cost of roeproduction now ang cost of roproduction less
demreciation figures. In the cost of reprodustion new and

cost of reproduction less depraciation figures, values assigned

to the moperty are not those of & :desd Plant, but of g going




concern, md to the extent Indlicated in the Dos Moines (as
case, this elemmt has baen covered In the figures. Going
concern value has bean deseriboed as the value of an essembled
and establishod plant, doing business. # # #

¢ "In'making up the inventory we applied prices to the
different parts of the property in the lirht of the fact
that 1t 48 a roality and doing business, Otherwise, the
prices that would be applied would be acrap prices.”

Now, 1f that truly indicates the kind of consideration
which the Commission has given to the subject of develop=
ment in this valuation, we do not think it complies with
t'he authorities at all, and we do not see how, as a practi-
oal matter, that kind of consideration really could take
into account the element known as cost of development or
going value, There is not anything in the reports hers tfxnt
indicate the existence of any inatructiona to the employecs
of the Bureau of Valuation in determining the oost of re-
production now or the cost of reproduction less depreciation,
they shall give consideration to the eiemmt of going con-
eern. The unit prices which the enployess of theBureaun used
in determining cost of reproduction new are Qet ermined by
differences of Buraesu employees under different accounts.
They are not the same people all the time, They act sepa-

rately in the various matters assigned to them, and they



l dotermine irrxdepemtmtly, unit prices for cach particular ace-
count . There was nothing whatever to show thnot they had bo-

i fore them sy facts vhatever on which to base any considera-
"l:"_ tion or meko my allowance for the elewmont of poing value.

. Row, L1f that 18 a correct view of the situantion, then what -

the Commission says‘w'? in the Texas Midland case seems nothing

more than that the valuos here found are not preface or second-
hand values. They are valuss of new thinps.

Comalssioner Meyer. There was a great deal said in that
case about "bare bones vl ue",comparing a dead plant with.a
live plant and that kind of thing, !

Mr, Ballly. We do not mee how merely applying the prices \

of new things as distinguished from scrap ar second~hand thing s |
|

can possibly mnke a proper allowance for the elanent of going |

value, ]
On this subjeoct I would 1ike to call your attent lon parti-

cularly to the opinion of the Court of Appoals im the stat_e

of New York, which I have quotod at length in my roply briof.

It will be found, beginning on page 66 of my reply brief, and

it answers in detall the various statemants that are contain-

ed in the qutation that I read to you a minute ago in the

Toxas Midland case.
Commlssicner Meysr. ¥as that the case of a valuation for

rate making purposes?

Mr. Ballly. It was. That was the case of Poople ex rol,
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Xings Couni:y Lighting Campany against Wiloox, 210 New York
479, vhors ‘the valuation of the properties of the Kinga
County Lighting Compuany by the Public Service Cormiselon
of the state of New York in a rato cnse was undep roview.

Comuissioner Foyers Well, I recall that ease. In that
canse there were &llowance, partly bocauso of legislative
recognltion prior to the date of valuation.

Bbe~Bailly. I do not recall that.

Cormissioner Neyer, Woll that ia vary definite in the

Mrs Ballly. As far as the opinion is can cerned, thore is
no reference to that legislative rocognition. It is set
out here as a matter of right and law. Some of the remarks
are very pertimnt to the methods used by the Commission as
8tatod in the Texas Midland case.

Far example, it says in one place: "The Commission in .
this case says it was taken into account in valuing the
Plant in a going and not as a defunct or static concern.”

Commissionor Maeyer. But our Suprane Court has not yet
sald that,

Mr. Ballly, Well, they have come rretty close to it em
fome occasions. In other words, serap values were not taken,
but to say that sufficlently allows for Foing value is the
3ame a8 to say that going value 18 not to be taken into ac-

count .

Comilasioner Altehison., I happen to recall very well
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our testi:!;ony in n case where Judge Prouty and thoe prosent
Supreme Court Justice Butler were fighting thias out., Our
prices wont ao far as to rut the kindle under the boiler of
& locomotive ready to 1&gt the firej --- ow price on oquipe
ment,

g Mr. Ballly. Thit shown great forethought, Mr. Cormiissioner.
Did you put the wator in tho boiler too?

Commiasioner Aftchison. It was ready to fire, according
to what was developed in this con troversy between ir, Justice
‘Butler and Judge Prouty.

Ure Bailly. Well I am not going to attenpt to read you all
the extracts fronm that oplnion, ut I think they are worth
reading, and I recommond it to you as belrg very pertinent.

The Bureau, during the hearing, has attemptod to exclude
all carrier evidence on the subject of golng value am the.
ground that it was not ecorpotent evidence under the deecision
of the Supreme Court in the Galvoeston Rlectric Company caae,
We do not look upon the Galveston Electric Corpany case as
boing as drastic as that. What was decided in the Galveston
Electric Company case was that certain kinds of proof of goe
ing value ware not competent, among others, proof of going
Valus based oh past losees. We have not endeavored in this
case to produca eLyiniig of that kind. Ve have presented

proof by various witnesses as to certain eloments, not all

of them, because we could not prove them, tut as to certain
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elements of the cost of developmont, viewed from the stand-
point that cost development is actual cost ‘neurred, and
in setting a plaunt in nperation and in attaching bus ineas to

it.

Cormisaloner Aftehison., Do you recognizo tho conflict

“there 18 betweon that theory and those who take the plamntans

a
it has been doveloped,/«:apable, running business and attonpte

ing to adduce value from how well it pots bus incss¥

Mr. Ballly, Yos, we do, Ve do it entirely as an element
of cost. Our view is that in making an estimate of eost of
reproduction new, one element to be taken into acc.ount is the
cost of starting the wheels in motion; of making the plant
g0, @md of acquiring a certain amoung of business during the
early yeara of its existonce. We have directed air testimony
to those points, I have not attempted to d iscusa at length
the kinds of testimony produced, beycnd to sey that we pro=
duced testimony by the carrler's chief engineer, Mr. Hattan,
to show excess costs of maintenance as he terms then, during
the early vears in bringing up the treck to a proper condi-
tion for moration, to the extent that 1t was operated an
valuation date. We mroduced testimony from the carricr's
superintendent, Mr. MeIntyre who had many vears o oxperience
as carrier's chief clerk, pay-master, and af terwards aupor=
intendent, on the cost of goetting togethor and bringing the

operating forces to a state of efficlency which they werae in
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on valuation datoe. Thare aro vory real itams of cost in-
volved in doing that kind of thing. The only difficulty is
in produeing proof that satisfics that those are the actual
costas of that operation.

We also produced testimony fron Mr, Camplon who, from
éhe boginning of Zoparatimnﬂ down past valuation date, was
the cerrier's chioef traffic of ficer, and he testified as to
the cost of sequiring business for this new carrier in the
fow early years of 1its operation. Those, too, were very ac-
tual and raal costas,

Commissioner Aftchison., You d&id not try sny synthetic
build-up of how much it would cost cn reproduotion, .did you? ,'.

Mr¢ Baillye No sir,» we did not make any stuiles on
complicated forrmulae or theorles that tool into account early
lossea or enything of the kind. We merely produced opinion
evidence, you might say, as to what some of the actual costs
were in the early yoers of starting this machine in motion
and attaching this business to it. On tho basgis of what
- these men testificd, —w-- Mp, Campion testified that in his
opinion; a reasonable allowance forr the cost of developmant
of this systen was $3,000,000,

Cormissionor Aitchison. I presume a large part of that
was expoended in inducing Industries to comg and locate along

your 1ine?

HMr. Ballly. Some of it, Mr. Commissioner » was expondod in
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that way, to induce Industries to come and locate on the
line.
Cormissioner Albehison. Would you assume that in reproduce

tion, they would be ocbliterated snd they wohldd have to bo

induced to come apain?

-5

4

Iirs Ballly. ’No. I would net, tut they are an elermnt of
the cogt of this nroperty as it existed on valuation date.

Commalssioner Aitchisone That might be if we were con-
hsidering original eost, but on repraduction yaur assumption
would be that 1t would be necessary to go anfiget those ine
duastries t o come again?

Mre Ballly« Well, I think we should be allowed an element
of value, whethor we have to get them again or not.

Comulasiomsr Aitchison. That 18 a dif ferent thing.

¥r. Bailly =--- for what has bean created there by the
expenditure of money.

Commissioner Aitchison. That may be, but I amtalking
aboit how much it would cost to reproduce this moparty of
this company, assuming that it had ro proparty there, and
you assumed that 1t would cost as much todevelop its buati-
noss as it did cost originally.
¥re Ballly. TNo. I &d not assumo thab .

Comissioner Aitchison. What did you assime?

¥r. Bailly. I have suaid here that we wore only able to

: show a fow of the items of cosat .
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Cammissioner Altchison. Well in raspeet to those items,
1t is your contention that o reproduction they would again
boe incurred?

Mr. Ballly. I won't say that, no sir, but I do contend
that we should be allownd for the values produced by the
expendliture of t:imt monoy e

commlgsioner Altehison. Thit may be In ¢ mnection with
some cther iter;, but we mmst not add egps and apples togethor
and expoect to get a unit. Vhen you talk about repr oduction,
which 1s an estimate, and costs which are actual historical
facts in the past, thero, it secems to me, we are dealing with
differont algobraic quantitle

Mr. Ballly. You are anly talking about me elament of
going concern value.

Cormissioner Altchison. I want to a,naly'ze that. Perhaps
I will have something more to say about the othoar later.

Mr. Bailly. There are other elemcnts which have to be
taken into account, to which that critlicism does not applye.

As I pointed ocut in talking sbout account 12, we were only
claiming, under account 12, for the same kind of a track as
that assumed by the Bureau, but we do claim that thore should
somewhore be allowed in this estimate for the appreciation of
the track which is brought about by maintenance, and these
values, where we have them, ought to be allowed, and we have

produced evidence to show vhat saw of thoes e costs were, and
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the opinion of the men best quallficd to testify sbout 1t
a8 to what it would cos¥ to bring that condit ion sbout.

The swme 18 true «f the acquirement and development of
the oporating force.

Comalssionar Aitchison. Now jJust what did vou cover by
;;hat? DMd you o;gunize the personnel departuent theoreti-
cally and have them exarilne the qualifications of applicants
for pdsitions and soliciting people to como inte tholr em-
ployment, or what did that cover?

Br. Ballly. Well, the testimony of Mr. McIntyve only
wont into one phase of the problem. It did not cover all of
the costs that would be involved in arganizing and training
the operating force. It attacked the problem from the stande
point of finding out what different classes of employeea
cost the carrier in damage claims and things of that kind,
during these periocds of their orploymont. Mr. MeIntyre
showed by e exhibit that in the case of engineera md con-
ductors and brakemen, new men who were auployed by the Clinche
field, without any previous experience, during their first
Jear of employment, cost a grest dea} more from thias stand-
polnt than they do in later yoara,.

Corrmissioner Altchison. You mean during the first yem
of oxperience on the Clinchfield?®

Mr. Bailly. During the first vear of experlence on the

Clinchfield. He also made a similar study of men who camo

i bt e 2 e L AT Liap
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to the Clinchfield with previcus tralining am other lines,
and he found that they wost the compmny a less amounfy than
the green mene.

Conmissioner nltchison. You do hot tale groen ongineers
who have never had any oxperionce.

¥r. Ballly. "No, but some of tham bocome engineers on the
Clinchfleld for the first time. That is, they were omployed
as firemen first.

Commissioner Aitchison,fhat would not necessarily follow
that that would be dcne on roproduction, in putting the prope
erty in service again, would it?

Mre. Bailly. Well 1t was e way we could seo thit we
could develop the element of cost of getting and treining
the organization.

Commissioner Altchison. But that experience that you
spoke about the employees claiming, belongs to them sand not
to youe.

Mr. Bailly. Well it eosf the carrier meoney to got togsther
the organization.

Cormisaiom r Altchison. Suppose you had the Clinchfield
41l organizod and roedy to start to-morrow, could you not go
to the hoads of the labor unions, if you wanted to, and get
them to bring to you sensoned men? In fact, you would have

to telko them that way, would you not?

Mr. Ballly. You would have to take the englnsers who
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were seaBoned. You would not have to take all of the other

employess,

Commissioner Altehison, You would have to tare omdue-

tors who ware seasonecy

¥r. Bailly., Our exporience is that they cost riore to

fevelop on aur l4ne than do the men that are trained up on

owr line, end that 1s sliown by Mr. MeIntyrots studies. At

any rate, wo have attachsd the problem from tho standpoirs

of cost of starting the plant in opsration and not from the

standpoint of oarly losses or formlae, and we invite your

attention to the abstracts of this testimony in the rocord,

wiiich we have rade as full as possible.

Cormmisd cner aitchison. as those men are all privilaged

to quit to-morrow if they want to, end some of than have

tried to do 1t sometimes, 18 not the {tem you spoke of saque-

what akin to the good will of employees, rather than the

good will of customors aa Wo usually speak of 1t¢

Mre. Ballly. No sir. Ido not soe that 1t is, Mr. Cam~

mlssioner. You cannot visualize an entire organization as

-quitting at once, can you?
Commia sl aner Altohison. oh yes.

Mr. Ballly. Thore are terpopary stoppages of work, but

Jou do not find tliem leaving the community when

thoy do
that,

They stay around expocting to get their Jobs back

when tho reason fop the 8 toppage ig removed,




vy

There'are a number of other items that I with I had time
to go into, tut I would like to save a 1ittle time for reply,
and I will have to caitent myself with directing your atten-

tion to what they are and ssking vou to read the portions

I sg of the brlef in wuich thoy are covered.

:i ¢ The first of .these 1s trackage or contract rights, and I
f" would 1ike to aslt you particularly to resd what is sald $n
‘I] '.:I-'l | the original brief on that subject at pages 98 and 98, and

i: l at page 80 of tho reply brief,

! J I think MEr. Gommlssioner Meyer will find that I have been
ih& as brief in discussing that subject ms he hoped Iwould be

i ??] in this argunment.

Ik s I would 1ike also to direct your attention to the discuse
| r: slon of interest during construction and the related subject
| i of cost of obtaining money, which appears m pages 61 to 65
:ll t‘? i of our main brisf., Thoge are the prineipal items which .I
:ifi; tl had hoped to cover in this cral argument. I will resorve a
' '||1 i small amount of my time to reply to the Bureau.

| :'b i Comuissioner Meyers, Mr. Syink.

fiie: 3

l ARGUMENT OF MR. GROVER L. SWINK

H] E In Bohalf of the Buresu of Valuation.

} 1{} E ¥re Swink. May it please the Cormission, the issues in
1,,{ . those dookets result from the assertions in the protests

; i‘: that the Bureau's gost of reproduction estimates are too low
: ' by reason of the use of inadequate unit prices; omissions of
T
i
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in property owned and used, and omissions of certaln costs.

Under account 3, grading, the Bureau has epplied an aver-
age unclassified unit price of 51.3 cents per cubic yard,
ineluding hsul, in tho reproduction'éstimate of tho Clinch-
ﬂ;eld.

Cormmissioner A:{tohiaon. Is that oxactly true? Did you
not use three different sets of prices, and vary them accord-
ing to the valuation sectiona? |

Yr, Swink., We did, Yowr Honor, but when we took the en-
tire yardage and divided it into tho total cost of reprodus-
tion new, we got what the angineer terms "unclassified unit
prices",

Commlssioner Altchison. But that is deduced and not ap-
plied?

¥r. Swink. Yoa sir,

The Clinchfleld asim tho Comuission to apply a price of
57.59 cents. The only support presented for the contended
increase 1s exhibit 1, whieh purports to show the historical
cr actual costs on 32 jobs on the carrier's ldne, represent-
ing approximately 86.9 per cent of the valuation yardage.

Original cost of rallroad comstruction performed dwrirg
the rricing pericd of the Bureeu is always considered in ro-
production by the Bureau, rovided that original cost was a

normal cost. However, that aripginal cost eannot be applied
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by itself when it was porformed at peak prices or in part
by a contractor on an actual cost basis.

The original cost dats relied upon by ti®Clinchfield is
not determinative of the cost of g,rtiding in reproductionat

normal 1914 pricea. For example, tho Meadows Covvany was

the general contractor for the major portion of the Clinche

b it =
-

s

field mileage. The Meadows Compeny was incorparated by the

same group of individuals that incorporated the Clinchfield.

PR >
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It was arganized for the specific purpose of building the
il ~ Clinchfield. The Meadows Compuny was not a cmtracting fimm
i of recognized standing. This record doces not show that it
ever porfarmed one cublo yard of excavation either before or
subsequont to the time 1t constructed the Clinchfield.
The earrier asserts the Meadows Company was organized for
the specific puwrpose of keeping down the costa, but the ree~
v ord elesrly indicates their work was decidedly more expensive
than work performed by contractors on adjoining sections.

The Meadows Compeny began work in Beptember, 1908 and per-
1 formed approximately 8,000,000 yards of grading. This g rade

ing was performed o an sctusl cost basis, but we contend

does not -ake 1t comparable with wark dane undery competit ive
bidsa.

We also contomd that grading prices for work done on the
Clinchfield in 1805, 1906 and 1907, as shown in carrierfs

exhibit number 1, were higher than in eny other similar pore




iod between'lgoo end 1714 both Inclusive. The pr osent rece
ord clearly indicates grading prices were at thelr peak dur-
ing the conatruecti-n «f tho Clinchfield.

Comalssioner Altchilson. What was thnt date?

kr. Swink, 1905, 1908 and 1907.

%Mring this threb yoar neriod moro miles of new railroad
wore constructed in the United Stetes than in eny similar
pericd since 1900. In 1906 moro new nileago was constructed
than in any one yaar since 1900, In 1907 more miles of new
railroad were constructed in the South than in any one year
aince 1900,

During the construetion of the Clinchfield in this period
thore was more rallroad mileage constructed in the South than
in any three year period aince 1000. We contend the condi- !
tions cited crcated a greator demsnd for contractora to bid
upon work, md had e material effoct upon unit prices.

Carrier's exhibit number 1 also cantains grading jobs
wiilch the Burocau eontends are mproppcr for consideration ina
reproduction study.

Cormiiseioner Meyor. Because 6: this increassed demand for
contractors, assuming that to be tle f act, w ould not the pri-
¢es be higher, and then, would not the original coat of this
carrier be correspondingly higher thm it would have been

otherwise?

Kre 8wink. That ia the contentlon of the RBureau.



COnuniaaioner Meyer. And is 1t shownt

Mr. Swink, We believe we will be able to show L% very

short iy.

Commission:r Maeyer. Ils it shewn, I mean, in the terintive

report?
* Hr. Swink. Yes sir.

Commissioner Aitochisons It ig hsrdly shown in the ton-
tative repart, is 1t?

Mry Swinke I think 1t 1s shown in the tentative report
when 1t is predicated upon astual cost: of the Meadows Com-
pany as compared with the normal 1914 prices used.

Commissioner Aitchison. I mean is the faet that there
was 8¢ much rallroad castruction going on in the South,
shown in the tentative roport?

Mre Swinkes Oh, that would not be shown in the tentative
valuation of the Clinchfield. It is shown in the record in
this case by evidence premonted by the Buroau.

As to work in exhibit 1 which we do not ccomaider proper
for use in a reproduction estimate, we refer to one job of
grading performod at $l.14 per cublc yard. We refer to ane-
other job of the Meadows Company at an average rrice of 91
cants por cuble yards We slso refer to grading for audi-
toras' charge of 170 por cent in excesa of the direct grading

charges on the rroject.

In support of the unit mrices in the tentative valuation

e e s o S eemmn
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and in the baslc engineering reporf s the Bureau presentod

1 in the territory, with the exception of revision worlt, ro-

r exhibitl 46, This anhibit shows pricos pald cantractors for
.i | grading in the construction of 156 projocts on 28 railroeds,
l. E incliuding the Clinehfield, locatod‘ In the Appalachian Moun-
i+ ¢ i
“1: tains, f or work performed during the period 1899 to 1916.
| } The exhibit contéins all aveilablo new conetruction data
i ¢

f

|

aligmment, changes of line, changes of grade and other in-

provements on the operating propoerty.

The Clinchfleld asserts in its brief that the Bureasu has

& not used all costs o thaese rroJects ,but only compared con-
~ i tract costs. These data were not collected anq averaged fw
,_;;u_' thé pmumpose of ascortaining specific wnit prices for appli-
fl cation, nar were those average prices spplied.

h . They ware used merely as a basis for 8 tudy by the Com-
| mission'a engineers, as the Commission directed in the Texas
¥idlend case.

T?_ﬁ Following that study, the Commission's engineers excepe
“ eised thelr Judgment in 8pplying proper unit prices, having
f in mind the location of the roperty, the topography of tie
" country traversed, drainage, geology, volume of grading por
_' ’:' mile, end nll other pertinent factors.

F . It is interesting to na& e that of £5 sumaries in exhimt
46 for loose rock/;?:ces puld were lower on 22 projects

4 ‘" '

than the Buresu epplied to the Clinchfield. Cf 25 summaries
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for common excavation, 17 were lower than the unit price
appliecd an the Clinchfield, Of 25 for loose rock, 20 were
lower,

Hr. Ballly. told you the average prices reflected by
exhibit 46 aro unreliable end only 80 to 95 per cent of
ne full prices, ‘becausc extra work was éxcluded. The data
on extra bills, concessiomna, and contract sdjustments were
not summarized for the reason that thse Buresu's rocords show
considerable of this extra work would be measured Ly field
partios, and included in the inventory.

In order to ascertain costs to carrisrs over and sbove
the contract prices, the Bureau has made extensive studies.
The Burcau fc;uixl S5 par cent to be an adequa_t:a all owance for
such work, and epplied that percentage in the present case.
| As indlcative of the adequacy of this § por cont , we re-
fer to Bureau's exhiblt 76 which is marked for identifica=
tion in this record. This exhibit is an analysis of axtra
work costs on the Clinchfield, made by the Bureau employees
in 1913. It covers #8,000,000 worth of grading. It reflects
extra work of 5.3 por cent and of thisz amownt mly 2.7 per
cent or $221,000, was chargesble to the unit prices of the
grading account. This 2,7 per cont includes $57,000 of duubt-
ful items and $95,000 for losses of contractors and court
awards,

Considerable comment has also been made by counsel upon

s

]
S =
.
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the facrt that important data wore cnitted fron the Pureauls
oexhibits. Ve direct atlention to the fact that these onitted
date rolatod mly to those extra raynente made cqntfaotors
for extra workz, mnd have no bear:lr;g upan contract unit pri-

CCe8.

Counsel has }'lnid great stress in arpuwent and brief upm
the fact that in the 109,000,000 cubic ynrds of excavation

in Buroau's exhibit 48, there aro 18,000,000 cubic yards of
excavation on the Clinchfield at prices estsblished by the
rallroad's engineers, rather than contract prices. This
statement 13 rather in error to the extent of 10,000,000
cuble yards, as tho Meadows Company work embraced anly
8,000,000 yards. We admit the inclusion of thesa data, in
order to present all new canstruction work in the torritory
to the Commission. Eaeh Headows Company project in the Bue
reau's exhibit, bore the plain notation that the unit prices
wore not contract prices. No effort was made by the Bureay
to conceal the facts. an explanation of the source of tlo ce
data will readily Justify their use . They werec furnished by
the earrier to an amployee‘.or the Bureau in 1918. For 8 aven
years these data remained in the cost records or the Bureay
without any effart baing made by the carrier to produce
other prices, During this period the carrier had no know=-
ledge of the Bureau'g possesslon of these data, and this

record does not cantain the assoertion thuat 1 ever furnisghed



nddition;l or ecorrected information.

The Bureau's witness testified he used these nrices in
his exhibit becavss the Bureau did not I'now what prices were
paid, Until thece hearings they wara'tha only prices avail-
able for loadows Companr work. Thoy atana to-day a mere swi-
éation of rigurei, without sufficlent break-down to permit
of intelligent malysis.

Mr, Blgen, the Bureau's engineer, furthor tostificd he
used these figures in the bellef they were based on the
knowledge of the Clinchfleld's ongingers, and what the cone
tract priceos were. In fact, ho checked the prices on miles
185 to2 068, and found ths Meadows figurep, as made by the
Clinchfield's enginesrs, gave practically the same price as
the contract prices paid McCabe & Company.

In robuttal the carrior presentsd exhibit 63, containing
ten projects chosen from the Bureau's o ibit as comparable
with the Clinchfield. The ten projects are mpmm the highest
projects in the Bureau's exhibit. A review of the mrojects
in this exhibit clearly indicates thoy are handpicked to
support a preconceived unit price.

Commimssimer HMeyer. Were not the ten selected from arela-
tively amall number? Ten out of sixteen, or some thing like
that?

Mr. Swink. WNot to my knowledge, Mr. Commissi:ner. oOut

of thim entlre volume, the ten wero selected (indicating ).
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Considerable has been said this morning regarding the

effect of inaccossibility and isolation, upm the unit

pricos. In the course af ita rebuttal testimony, the Clinche-

field contended the location of its property in a mountain-
ous territory would have a tendonc'y to affect unit prices.
¥e cmtond this 1s not supported by tho axhibits in the pece
ad« Tho carrierts reply brief asserts tho Virginian jobs
arc the aly jobs really camparable with the Bulk of this
work, We wlll use those projects to prove our assaertion on
the basis of fact that isolation and inacceasibidity do nob
affect wnit rrices. Langhorn & Company, Incorporated amd
MoArthur Brothers had oontraqts on immediately adjoining
sections of the Virginian. The final estimates indicates.
cach contractor pald all transportation chargods The
MeArthur job was paralleled thr oughout by the main line of
the Norfolk & Western Rallway on the opposgite bank of the
New Riber and was apmroximately 3 miles away at Allegheny
Summit, |

The Langhorn presents extreme isolation, Except near
tho west end of thework, transportation was not convenient.
The haulage for the east half was from 12 to 15 miles over
hilly roads. However, this inacceasibility and isolaetion
is not reflected in the contract prices, as Langhorn did

the work £ cents cheaper on comaon excavation, 5 cents on

loose rock and 15 eents chemper on solid rock than ilcArthur, ./

\ :
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Conealssionor Meyors Vhen you say thut ias not reflocted

in tho contract pricoms, you mean th-t this exXpanse of haule

ing did not sufficlontly Ainfluence there rrices to mak

tiem stankl caut”

“re Swinke . That is our centonticn ,

1

hat it doss not have
any dreect Infliancs npon thé unit nrice,

Commigsioncr Yoyer, But, whatevor those coats Were, wers
they includeds

Mr. Swink. They were ineluded In the unit price,.

We might also oite that at the samo time the Clinchfield

was constructod, the Denver & Salt Lak® Rallroad was con-
structed, about 214 miles of 1ine across the Rocky Mountalns,
This project was decidedly inaccessible, mmd ae

isolatiom,

of extremp

traverasing country requiring a snow Plow eleven

nonths of the year, The yardage was 9,000,000 cubie yards,

of wshich 2, 000,000, or less then 20 per cent was common 60X~

cavation. On thisg project the contract pPricesfor common

oxcavation and losse rosk were 8 esnts por cubie Yard, and
for s0lid rock £1 centa por cuble yard lower thaen McArt.ﬁur,

with all the accassibility in the world at his command.

Hr, Bailly, Muy I ask whero that is in the record?

Wro Swinke Mre R, E. Blgentsstified to that fact in the

record for the Buraau,
¥re Balllye Can you glve me tha page?

Mr. Swink, Trangerips page 1222,



M S R S TR R

e
P T
.

A questlzion has also baen presonted by Kr. Bailly as to
the trend in grading prices. The Clinchfield contends thove
was a trond in prading prices betwsen 1899 and 1913, end
presented exhibit number B4 for the recofd. This e xhibit
purpoxrts to show that the gradlrg contracts in the Burcauts
exhibit, reflect increames of 7 per cent for e¢ommon exca-

vation, 31.4 por cont for looss rock and 21,7 per eent for

80114 rocl.

C ommis s ener Mgyor. Can those figures be righte 31

conts for loome rook and & centa for solid rock?
¥r, Swink, No, === I m speaking of the difference,

Your Honor, between the HeArthur priee and the prico paid
on the Denver & Sglt Lake,

The Bureau contends in the first place that thig trend
was improperly prepsred. No analysis was made of ¢t }e basic
data to irsure the Inclusion of anly comparable projects,
No sogregatian was made with respect to the quantities of
material excavated per nile of road, No detarmination was
mode of the character of materials encountered in esch

8dass or excavation, prior to preparing the trend.

The extibit also bears the notation "Hard pan excluded".

This statoment 18 not mly incorrect, imt misleading . Fop

eéxample, mmerous Norfolk & Wostern rrojects were used in

the trend, which mrolects were performsd somo years ago, and

in the final estimates, hard pm was separately classified




arnxl priced,

- On the othor hand, Virginian snd other contracts were
used, snd in those confracts, hard pan was hot given an
individual elassifiecation or unit mrice, tut included in

+ the unlt price, for cormon excavation,

Mr. .mgen, t;ho Burcau's witness, tostified the cost
pranch was unable to find a trend in grading rricea, with
all the date In the United States nftar its disposal .

-Garrier's witness Morgan testified repeatedly that the
Bureau's data in exhibit 46 was Improper to use in reproduce
timn, yot he uses those data and none other in sn attempt
to develop a trend inrgrading prices. We submit the same
trend ocould be doveloped for each and ‘every year. from the
data in exhibvit 46, that ¥r, Morgen has developed for the
period 1899 to 1915, The Bureau does not contend labor‘;mi-
ces have not increased since 1900. It doos contend, howsver,
that the cost of lsbor does not directly affect contract pri-
cos, as shown in exhibit 46. Any proper set of contract data
will disclose the fast that contract prices do not vary with
the increasing cost of ldbor. In fact, in certain cases,
contract pricea are found to be lower, altlough lsbor prices
havo inereased.

Mr. Bg—illy stated this morning that the tenative valua=

tions in these cases spplied four different aets of grading

prices to the Clinohfield 8ystem. He further asserted tie 8e
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prices were separately nroduced, and thnt the Thwreau has
preduced no testimeny in support of riore than me set of
prices, Thilas objoction 1s best melt by comparing all of the
carriers in the Clinchf'ileld syastem und camparing the unverape
:prices appliecd to the syatom with thoso appliad snd proven
on the Clinchric;ld, systom. Such a ¢ :mparison revedls a riax-
irum variation cf 3 millls per cubic yerd in the unit prices
appllied to solld rook and 2 mills per cubic yard for loose
T00k

Coming now to account 5§, tunnels, the gentative valustion
of the Clinchfield and the Clinchfield Northern of Kentuckys
They include approximately 1,000,000 cubic yards of tunnel
excavation price at §$3.25 poar cublc yard, incInding over=
breaks An increoase of 25 cents per cubic yard, or-éia,.so is
asked in the mrotest:s The increase requested is based upon
a study of carriers! actual cost, including bids for doing
work received in 1905. These actud costs are incorporated
in exhibit 3 at an average unit price of §3.47 for excava-
tion inecluding over-break, extra bills;, and contractors?

gdjustments.

Commissicner Meyer. When you say bids of 1905 are included,
do you mean bids, or bids that were eccepted?
“rs Swinke That 1s the expression that was used by ¥r.

Horgane I assume that he has used bids received as well as

-
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bidalaccepted. That: 1s the phrase whish Mr. Mergan usos
in the transoript, alr, at page 63.
Exhibit nuaber 3 was subsoquently corrected by exhibit
number 67, and as corrected, ahows {3453 por cuble yard.,

The Bursav emtends neithor exhibits 3rmor 67 are a prapor
bosis by thomsolves for use in roproduction. They simply ree
fleot original coste of Clinchfield work performed at peal:
pricos. They contairn and are daninatod 5y three Moadows
Jobs, involving 88,000 cubic yards of tunnel exoavation ak
8n average price of $6.81 per cubic yard. This Meadows work
represents actual cost of work without the olemant of come
petition. It is double the cost per yard pald any other
contractor on this line. By including thess abnormal costs
on the Meadows jobs, the weightod average cost of tunnel

excavation an the Clinchfield ia comparable with other work
in the territory.,

Commissionor Meyer. As I understood Mr. Ballly he does
not clalm reproduction costs equal to the actual gosts.

Ur. Swink, That ie true, Your Honor.

Commigs ioner Meyer. Now, the difference must be due to

the use of different fipures to get at the average that you

apnlied.

Mr. swink. /A3 I underatand it, Your Honer, Mr. Bailly

took original costs, found the woighted average, and reduced

his cleim a 1ittle bit wnder thoet,
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Comrdsasionor Heyer. His clein for reproductiont

Mr. Swink., Yea sir, per cubile yard for tunnel excavation.

¥r., Ballly. The conts as found in the oxhibit are £3.83
and the claim is §3.80.

Hre 8winlk. In support of Lts tunnel prices, the Bureau
presentad oxlif’b 1t 47, bYelng a summary o the final estia-
nates m tunnels comshructed during the period 1899 to 1615,
It contains contract date am more than 100 tunnels, inelud-
ing those of the Clinchfield,

The exhibit also eontains data on nine double track tuhe
nels, although the (linchfisld tunnels are all single track,
and, as oxplained by the Buresu's witness, those tunnels
were inocorporated merely for infarmation, and the Buresu's
onglneors were Influenced in no way by the lower prices ape
Pliocable %o double track tunnele.

“ommissioner Altchison. Vhat do you say about this double
track tunnol? Mr, Ballly says 3‘$u have got no such tunnel,
Mre Swinks I will bo glad to tell you sanething about

that right now.

lhe Bureau's exhibit disdosss a welpghted average price
in tunnel excavation, including over-break, of $2.,15 por
cublc yard, including the Virginian tunnels . » and §3 per
cubie yard for tunnel exeavetion inc ding over-break, ax-
cluaive of the Virginian: The Buresu hes applied $3.25 per

cubic yard for tunnel excavation, ine luding over-break;
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to the'ym’dage in protestanta' tunnels. Mr. Ballly maltes
inquiry as to why the Virginian cobtracts should be oxclud~
od [rom theosco datas The amewer 1s simple. There are &5

. aingle tra;':lr. tanaels o the Vireinlan which avoraged §3.71

per cuble yard for tunnel excavation, including over-breanl.

o

This unit price 1s largely dominated by joLs 14 and 77 of

. MeArthur Brothcrs, at prices unheard of in thie Apralachlan

Mountains, of 4,20 p:r cuble yard.

¥r. Dallly. How about MHoadows, of $6 and samothing?

r. Swinke I might say that those are not in the Bue
reau's oxhiblt, !Mr. Bellly, All Virginisn contracts, exdlue
sive of the MeArthur work, asversged $2.96 per cubic yard.

The McArthnur contracts wore excluded by the Buresu's engl-
neers for tho roason they were never shiown to hwave been lot |

after competitive biddinge They were emorgency emtracts

with a time limit. They were made to neet a cham;a in the
. - plans of the Virginlan. The prices were based upon umusual
conditions and wore not used in pricing the Virginian itself _;
by thé Bureau. \
Comriiscioner Meyers. Did the Virginian try to uae it?

Yre Swinke Not the full price, I understand e That 18 not

in thig record, tut I undorstand that 1t is noty The xrices

applied to tumel excavation in the tentutive valuation on

the Olinchfield wers not based solely on the data in oxiibit

47. These data were used merely as a study, snd Bureau's
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enginoers oxercisod their Judgment 4n reaching a proper unit
price, a fter giviny conaideration to all tha facts,

Now, Mr, Com:ilssicner Aitchiaon,'with respect to the
Jenry O0ap tunuel of the Virginian, which Mr. Baillly referved
to this morning, ti4a 1c a double track tunnol and was in-
;J.uclcd., through c;voraigm:, with the single trac) t unnels used
by the Bureau. By excluding the Jeuny Gap tuinel, the Pye
reau's welightod average price for tunnel excavatlion, in ex-
hibit 46, is increased fron $3.14 to $3.,15 per oudile yard
=~== 0ne cont per cubiec yard, Considerable criticism is
spread upon the reccrd by witnesses for the carrier, that
the Jenny Cep tunﬁol was a contract for benoch work only, a
the Chesapeake & Ghio had meviously performed all the necea-
.8ary punching of head. Thia assertion is not borne out by
the data shown for eight dauble track tunnels in oxhibit 46. :
These eight tunnsls averaged 31.0 cubic yards of excavation
per lineal foot, whoreas the Jenny Gap a%oraged 3242 cubic
Jarde per linesal foot, which conclusively proves the con=-
tract price of $2,20 BF tunnel excavation on the Jomny Cap,
including heading, as well ps banch work,

Bureau's exhibit 47 shows $3+35 as the average o ost of
tunnel ex cavation, including over-break, on five Western
Meryland tunnela. The Blg Bavage tunnel of the Vestern Mhry- :

land was omitted purely by oversight, according t»s tig toati-
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mony of' the Bursauls witness Elgen. In rebuttal, the Clinch-

Tield sought to include this tunnel in the adjustment of

the Bu.voa..u'a data at the abnarmal unit price of $4.71 for
tuanel excavation and wor-broak, ’;mc:-.uding haul, Any
anplysis of the costs presented by the carrisr for the Big
;savaga tunnel 1% conclusive that it wag an abnormal project,
For example, it had an atrlock soctlon, in which tho tun-
nol excavation cost $17.27 por oubie yard, thareby rnking
1t decisively abnormal.

!

It also he.d/:cd'.‘t ground section in which the tunnel exe
cavaticn cost §9429 por ocublc yard,

¥e submit the Bureau would be Justified in cmitting the |
Big Savage tunnel from any tumnnel mchibit as being nbnormal,
and as not belng comparable with any tunnel to be reprodueod
on the Clinchfield, ,

- Corminst oner lLewis + Before you leave that account, did

this cost of $21,_000ﬁ000‘by the Meadows Compeny for somo

150 miles of construction, include this price of 36 far tun-'l
nel work?

Mr. Swink. It did,

Cross ties were assigned a unit price of 65 cents each

in tre basic engineering report an the Clinehfield in South

Carclina on the basis of data ‘oontained in valuation ordep

4. These carriers roqrest 60 centm each for eross ties in

the states or Kentuelky, Virginis, Tennessee ana North Carce




lina, snd 65 conts each In South Caw 1ina. The incroased

prices are bassed upon a study by its purchasing sgent, Dbtaratt,
that

vho estimated/only 65 per cont ol the 1,083,000 ties could

be dtained locally. The remalning 47 per cont, he estimnting,

|

would be recclved fram the tervitory aserved Uy ecannecting
lines.

At tho hearirg, tha Burcau reconmended a decreoase of 5
~cents each in the unit price of 65 cents aseigned to aross
ties. Tho carriers' retwns to tho Commission disclose the dis-

tributing point for tiea to be F.0.B. carrier's line, The
‘wolghted average mwice paid for ¢roas ties during the five
jears preceding valuation date was 43.7 cents per tie, I°y0.B,
dlstribtting point, according to the carriorst nnnua‘l report
to the Comiaairn. Where ties are local, the Bureau at the
prosent time assumes material yard and inspection as the only
additimel axpense to be inecurred.

Counsel asserts the Byreau's price does not include haul
exoept in South Caroline, where ties aould not be produced
off the rirht of way. An analysis of the Burenu's price of 50
ceonts will show that statement to be incorrect, in view of the
fact that tho Bureau allowed a haul of 81 miles In South Car-
©Olina and 165 miles per tie in Kentucky.

The record also shows 5,000 looust ties in the Sandy Ridge

tunnel, for which the Clinchfield made = soparate classifica-
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ti&n in tio pricen of 85 cents each., The Furean's witnoss
tostifled that aross tles are inventoried ns a clape. Thoss
locust tics wero averaped with the othsr ties and the dif-
ference in the weiphted aversge cost was approximitely 2
mills par tlo.

Buroau's oxhibit 48 contains oxcerpts from the assistant
fleld emgincort's rotes, which indicate tinber for tles and
brid@as could prolably be chtalined locally. in support of
this assortlon, we have the statement of the general manager
of the Clinchfleld, Mr. Fhefiteplace, that cross tics are
about the only item of its material and supply account whiel
can be cbtained locally.

The issuos under account 9 on the Clinchfisld of South
Carolina and Black Mowntain Railroad relate to unit prices
in the classification of certaln rail as relay. In faot,in
the £iddd inventory no dstinction was made by the field
parties botween onenhearth and Bessemer, The ong ineering
reports of these carriocrs assign a price of $33.70 per groas
ton to all new rail, without doscribing ojemhearth or Besse-
mer on the assumption they occur in spproximately the same
quantities throughout the system.

The Clinchfield contends for a unit price of $34.13 1/2
per gross ton, based on actual purci:ases. The difference
between the contended wnit and those assigned by the Burean

is 43 1/2 cents per gross ton. Under the nmethod adopted by
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the Bureau in distribubting rail, it is dellvered at points
of attack offoring the most favorable freight rataes.

Cormigrd cver Altehiaon. That is the sams ruestion we had
argued 1in the Great JNorthern casel

Hr. Swink, It 1ls, Your Honor.

Conrniaslon;m Ay tehlson. It was presented by Hr. Hartman,
was it not¢

kir. Swink. 7Tos sair. From theso points of attack, rall
is distributed by campany haul =ewes

Commissioner Meyer. I think Commissionor Aitchison has
it in mind that we can save time by not arguing that.

¥r. Swink. There 18 mly ome point I want to show, that
under the exhibit presented by the carrier, he has uwsed the |
full commercial rate to the carrior's 1ine, to fix distribu~
ting polnis, whereas the Buresu has only sllowed company
haul over the company's line.

Comzissioner Meyer. Now, I 8es aghaking of the head in
the negative over here.

Mr. Swink. The proof lies in the exhibit, Your Honor.

Comralasionor Neyer. Porhaps this is a good plase to stop.
You coan look that up and see whother the shaling o the hesd
i1s Justirfied.

lr. Ballly. Iwould like to say one word in answer to
the question as to whether the Virginian claimod all of its



tunnel ocosta. I have hers before me the Virgintan's ab-
stract of testimony in theip valuation oase, and it ghows
that they eclaim 85,90 Per cubie yard as a prepar unit price
to mply, the Pureay hnving appliod a rice of $3,50. Thor
~ themselves develop this same fipure thut Mp, Elgonciovelopod

-

-

of $563, Wt tioy olaimed thore is g trend in their tunnel
prices and 1t should by $3.98 as of valuation date,
Commissioner Moyer, Wo will suspend now until ten
otelock to-morrow,
(Whereupon at 4 o'elock P, Me, 8 recess was taken unt il
to-morrow, Oetober £9, 1026, at 10 o'glock Roe M)

T
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